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SUMMARY

Prof. Corrado Gini disusses once mare in an article ™ Ow National Income™ his
vigws on the subject a3 it prosents. ifielf in pathological periods, and ar seen more
especially in the light of postwar experiences. From the statistical-theoretical angle
where practical Interests and cconomic inquiries converge and bring into focus the
real problems of inesrme, consumpticn, mvings, investments, and their mutoal rela-

- tions, we find that even the most subtle premises of methodalogy need 1o be wudied
m}:?:g plans for solving ‘the problems of present day mnmuucrlm and taxation,
" Engli

king students of such québtions will note with interest the references Gini
makes ijigun; t work on " Income " and the restatement of the opinions Gini
himself had occasion mﬁmm the Royal Statistical Society in London in 1935,

&
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Prof, Gugliclmo Tagliacarne examines and mﬁp-m the recet ﬂnflnpmmu arising
from the depreciation of the lira as affecting the ** Cost of Living, Salaries, Consumption,,
and the Sinwation of the lislisn Midde Clasres ', He calls attention to some disturbances

* of social importance cawsed by recent Inflationary phenomena in ltaly; more especially

whm&ﬂw@'ﬁﬁ:uﬂmqhhdmmam
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In "ltalisn Tar Policy™ Prof. Cesare Cosciani makes 3 reasoued survey of the
intricate met-work of fixal measures taken by the Iulisn Government in the lat few
years, ‘This study, with its references to the several laws and special measures, will be
useful to the resder desirous of information on the superstructuses added to the Italian
tax system a3 @ result of the war, on the impediments placed in it way by inflationary
mmhmlndhmlﬂumpﬁiﬂﬁm.md\EMIhm
success or failure, on the progress so far made in spite of the many difficultics, on' the
principal problems that still have to be salved. “This is an aspedt of ltalian reconstruction
nw}ulmlm:dmwphmmm the :pp]:::um: of the ‘capital Ih'y.md wl'ﬂt the
ufﬁu& beginning nt't.h: wk for a general ﬁml r:fnn'n .
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'z"wu uuctu—hy Dok Afiedon _Gambino and by D; M‘mha Hg!:hl—md an
tdilndllmriﬂu:ml:mthnkhgprﬂﬂm:nwhhénmh diuumdm‘:lr.
hku!lhdrmmmngﬂquﬂﬁnmw:mﬁ.lnd the ‘tnonetary
situation. Substantially, the aim of these discussions s to find the means of conciliating
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the needs of the Treasury with those. of the business woeld and o eeure a mare
. systematic ercdit policy to be inserted as part of a general plan for blocking inflation,

In. the Frst article, " The lralion Money Market and ke .an.n'm':'#g of the
Trearury ™, Dr. Mancinl outlines the contribution made by the Itlian banking system’
w financing. the Treasury, and the devices and the drcumstancey that favoured jts
development.  The business revival, by competing for bank loans, has of late weakened
to 3 marked degree the position of the Treamiry. This has given rise to new problems

»and to 2 propesal for a system of reserve requirements which would sssure the Treasury

a steady flow of funds during this critical period.
T

In the second article, Prof) Gambino makes a specific analysis of " Recene Deve-
lopments in Bankimg Activity i Dialy's The A. emphasises the exceptional intensity
1 that have occurred, above all since the first quarter of 1946,

and J::pirdi.t;l.' of the

in the expansion of both bank credits and bank deposite, Considering this expiricnce
within the framework of notions now generally accepted, be expresses the opinion that
the expansion of bank money, favoured by an,active credit policy, has coniributed
accentuate in Jraly the inflation due w the growth in the volume of note girculation.
“This period of casy money has been followed by onc af financial stringency, calling
amention to the need of sccuring a better coordination and smoather working of the

vanaticns

crediz eontral mechanism,

In an editorial " Sureey of the leilian Mometsry Sitwstion ™, the conclusions of
Prof. Gambine and Dr. Mancind are summed up with some further indications apd"are™
cpmpleted Ly 4 brief glance at other important factors affecting the sinudtion.

. cussions of the concept of i

. of the economic activity of a
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: On National Income

by

CORBRADO GINI

I, — The Nalional Dividend snd Nel Prodec:

lion.

The studics on national income made dur-
ing and since the last war, have been characte-
rised not only nor more especially in Iraly, but
alto and no Im-\_}n foreign countries, b]r dls-
e and its cofi
tent, discussions whith may at st sa ht :'tnkc
one as mere theorétical subtleti ich
are really, even. if viewed from a pmh::al
point, of fundamental importance,

But—we may be tempted w ask—
these men of science who have so long
their brains to express in lire or dollass, in
marks or pounds, in grown or - francs, the
national incomes of their countrics, know what
they were about # Nwthatﬂicyf:::l the need
of defining the meaning of their calculations,
they are faced by essential divergencies..

As a matter of -fact it almost always. h:p-
pens that a science accepts at first a current
terminology, without enquiring too closely into
its mumnduug. and it is only later on, as the need
is gra felt, that it proceeds to accurate
ﬁtmcuum.r

But in the casc of the concept of national
income, discussions are duc above all to the
fact that the point at issue relates to a notion
introduced to dﬁmbc the normal operation
and un-
able to adjust |:;]f to the pathological condi-
tions of .war and the post-war period without

=

which remain n'-':u-[ablu, after providing for
the reintegration of the capital. This flow con-
sists both of material objects (goods in the strict
m:.-ming of the word) and services. Reinte-
gration refers both to the productive goods on
which future income directly depends, and to
goods for immediate enjoyment, which can al-
ways be exchanged for productive goods, and
which therefore form a reserve of the produc-
tive apparatus. Reintegration is necessary to
assure that continuity of the income which i
one of its essential characteristics,

Under normal conditions this reintegration
may be considered as represented by production

costs, and the income thus practically coincides -

mt]: net production. This does not mean that
other liabilities in addition to production costs
may not occur, such ag losses and physical de-
terioration affecting goods which do not con-
tribute to production or even affecting goods
which contribute to n but are inde-
pendent of it, as also the depreciation of plants
and. instruments and of comsumption
caused by the general progress of technique or
by ‘discoveries made in other countries or by
changes in consumer tastes.  But under normal
conditions they dre ed to be offset, even
if only approximately, by advantages, likcwisc

independent of the productive activities of the

" natiof, such as the apprecitions which, more’

making essential elucidations, qu:ILﬂcat:um and

distinctions,
LB B

As nummnn]f understood, the income of

Imuntr]rurepmmtcdhytheswdyﬂuwef _
- man labour.

goods recelved during a year by the nation,

L

especially in the case of the natural resources at
the dl!i)uﬂ] of the nation, arise from the dis-
coveries and technical improvements. of other
countries, and those which, in: the case of con-
sum sland, mdlmctl , in that of
du:upuh:nﬂ*mu from a |:|zgct request, ﬁ
to fashion and also these. which' occur 'in the
course of time—ias, for initance, in the case of
forests and trecs—, m:l:pmdumlnuf lnj' hh :
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In abnormal times, whether favourable or
unfavourable, matters stand otherwise.

I have already had occasion to say, alftc
the other war—and the expression was well
received—that the measurement of*the national
income is like the weighing of bodies, which
can only be done directly under static condi-
tions. The obsticles in the war of o0 doinpg
arise, however, not only from the difficulty
* of determining the prices and quantity of the
_ individual products, to which I then specifi-
- ‘cally referred, but also, and in some cases yet

more, from the difficulty of taking into duc
account and appraising those factors of income
which are foreign to production, when such
factors acquire decisive importance.

When a population is in a period of rapid
development which confers value on the avail-
:B!f:' goods, or in periods when geographical
discoveries of great importance open new out-
lets to national economy, or in countries. in
which a persistent lowering of the level of the,

- wiers i3 constantly making new lands avail-
able to the farmers, or when a progressive im-
provement of the climate increases the fertility
of the cultivated land ‘and the extension of the

“area suited to cultivation, or when huge war
booty or tribute from dependent -territorics
flow tpward a wictorious country,
as occurred in the case of ancient Rome or of
Spain at the beginning of the modern cra, the
national income may largely exceed net pro-
duoction.

Viceversa, when the population of a coun-
try declines, or when its usual export markets
or sources of raw materials are cloted to it, or
when climatic, telluric, maritime or volcanic
agencies progressively cat into the cultivated
area or reduce its yield, or when wars and in-
ternal struggles bleed the nation, the national
income may remain far below net production.
- The advisability, when determining the na-
tional income, of taking info account occasional
contributions or Josses such as war booty or
tribute secured once for all, or, viceversa, an
indemnity which has to be paid once for all,
or the losses caused by a war or a revolution
or a cataclism, may scem more doubtful.

It may be objected that the aforesaid®zeti
o passive items, which are I'un:igrl. to Pmdu:.
tion, should be considered not as income but
as capit:ll items. Now, there can be no doubt
that they refer to the capital account: but that
account is not inﬂcpl:nd:nt of the income ac-
count. Items cannot be passed to the former i
the latter has not first been balanced, as is ex-
plicitly noted in the definition of income above
given. From this, indeed, we deduce that a
preliminary condition for computing income is
the reintegtation of capital. Therefore, any
loss must be repuired before the asscts obtained
from production can be computed to inicome,
while the occasional contributions that increase
the capital, indirectly affect income in =0 much
as they offset the liabilitics inherent to produc
tion, and to the extent to which they offset
them they make it possible to dispense with
the need of making the usual deductions from
‘gross production in order to reckon-net income.

For the purposc of f.u:!t:bt!’:"l'niru‘rng‘-‘ income,
and for several other purposes also, a national
community is considered to be like a company
with its sharéholders, its business partners, and
other icipants who make it a wl}uj!:il:hm
both of capita] and labowr. The ™ national
dividend " or " social dividend  is the name
usually given ‘to income in British cconomic
literamure. - It is not a merely formal analogy;

indeed it is difficalt to sce how a human com-

munity productive of income could be pro
perly described by any other word.than ™ com-
pany". The word " community ' is evident.
ly too general. One cannot, on the other hand,
speak of population, nor of country, mor of
State, as cach of those words stresses onc factor
(respectively the demographic, the territorial,
the juridical) which is not essential, while th
economic factor, which is essential, is precisel
stressed by the word " company ™. :

Mow, the question that presents itself in
the case of income is matche I:}v a similar
question that presents itself for all company

dividends: it may indeed be said that the for-.

mer is only a special case of the Jatter. And in
the case of the latter the point is unanimously
solved both by theory and by practice.

One cannot indeed speak

>

of distributing i
mmpnnydividmduuiﬁsdrn:hsbunard

e

On Nationsl lacome = L :
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profit, i.e. a credit balance, and, if the com- :

pany's capital or reserves have been drawn on,
they must be reintegrated before proceeding to

the distribution of a dividend. This distribu.-

tion is often suspended and the net proceeds
wed for the reintegration of the company’s
eapital, and sometimes not only for one year
but for as many years as may be required to
allow of complete reintegration.

Those writers, who have refused to ac
‘thege coherent deductions  fro
of income, and wholhave preférred to deduce
income from: net peodiction, qurﬁn-ngnh
gical periods, have soon found: themselves in-
volved in inextricable difficulties.

An instance of this s offered in one of his
recent works by Plgou (1) who must at once
admit the need of taking into account not only
the costs of production but also the wear and
tear of plant due to lapse of time cven when
nat in use, and of the losses it suffers from ac-
cidental causes such as Are. He suggests as
a practical solution that the depletions of ca-
pital against which business men insure them-
selves formally or informally, but not others,
should be deducted from gross income before
net income is reckoned. But business men in-
sre against all possible losses, including those-
arising from war, such as submarine action
and bombardments, :

Another difficulty Pigou has to meet s thar
of the cost for maintaining intact the human’
capital, that is to say of the production costs

~of labour foree — and of this we shall speak

further on.  And 2 third arises from the de-
preciation of plapts and of stocks of s in
dealers’ -h:lml.p due, apart from an g;hD:SEﬂI
wear and tear) to obsolescence consequent to
keehnical improvements or the altered taste of
the consumers.  To meet the latter, Pigou sug-
gests that no varlation be made in the walua-
ton of capital and income as long as the ma-
terial remains physically intact, and to take
account of its cgnalmcm-: under the heading
of depreciation only when the material is

1) A, C, Pwoa; faceme, Adw [nirodwenion o Ercecerscr,
L Memillan, - pogh,

the definition

thrown out and discarded, this discarding be-
ing equivalént to wear and tear; but this solu-
tion is obviously unsatisfactory as it would lead
to maintaining intact the valuation placed on
the capital and incorhe, when the} are, as a
matter of fact; depreciated. The author him-
self, moreover, ends by admitting the differen-
ces of opinion existing on this matter and obser-
ves that, after all, definitions are, as a rule, dic-
tated by convenience, so that one cannot say
that a definition i more accurate than another,
but only that it is more convenient,

1t is preciscly by respecting this wise remark
that we are led to recognize the need of draw-
ing a net distinction between net production
and national income in the sense of social di-
vidend, as the identification of the one idea
with the other presents, from a practical point
of view, dangers on which [ have had occasion
elsewhere to throw light (2). :

Referring to the problems now weighing
on our country, I then considered another ob-
Jection. :

It may be said that; when the capital of a
commercial company is impaverished or des-
trofed, it need not necessarily be reconstituted;
the ;Elpany may very well reduce its capital
or dissolve and reorganise on a more limited
basis. Thercfore, as our former Ttaly has Jost
the war, she may be wound up and a new,
more modest, and poorer Italy may be set up

_in her, place, resigned to the losses suffered.

But such a manner of considering the prob-
lem—1 replied—is fundamentally mistaken.
The old organicist school—in spite of its

. many exaggerations and sometimes puerile ar-

-~ tificialities—had onc grear merit, which re-

deemed all I'u'igaulls. {that of having shown, the
indissoluble tic which binds together the several
organs and apparatus and {he several functions
of our modern society, ig such wise that one

- of them cannot be desroyed or infured with- -

(%) See the lecture fetormo alf reddive ¢ alls capecind di pu-
pemendo dell'fralva nell'ora preseste, published |n  Economta
« Commercio ', N, 4, Rome, 1045, - Spanish wanalation - ia
" Anddo de li- Academia de Chencin Emmomdtir*, Sexies o,
Wel, TV (Moo 3), Buenos Alres, 1946, i

£
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out cndangering the operation of the whale
system. This is-a trmhdul-:hiclllehns been taken
up again and deve % the neo-organicist
KFI"WE‘ with :pccinlh}:_r:{trmce o lhc civilizsed
peoples, applied by the functionalist school to
primitive Socictics, and extended,by the scolo-
gical concept to all communities’ of living
beingt. : ‘ it
Nations are -not, indeed, like commercial
companies, the artificial ereations of man; they
are organisms deeply rooted in  history, and
* have their vital exigencies and characteristics,
~ . They cither live and gradually reform their
capital, or they cannot reform it and they die.
What, should we say of a doctor who, when
treating a patient who has lost half his weight
‘during an illness, were to calculate liis necd
of food without taking into consideration the
néed of making up for his loss of weight ? In
thE ¢ast of nations. T have already noted on an-
other occasion that the ciirves of the growth
of wealth’ of modertr coyntrics, if considered
over intervals that are niot too short, reveal a
. mavement practically independent of the wars
each country has fought and show ro substan-
tial difference as between countrics-that have
fought most often and those which have been
- zlmast entirely exempt from war.  Such coun-
tries are those which have survived in the
struggle for life and which, after each war,
have reconstituted, more or less casily, or more
-or less laboriowusly, their wealth. Those that
have been unable to do 20 have disappearéd
from the stage of history.

. haly had at last reached—at no very 'hig:
level indeed—her economic equilibrium, as
termined by her territory, climate, the
number and quality of her inhabitants, The
territorial amputations to which she is now
compelled to submit—painful and unjust and
certainly injurious as they are—will not how-
ever be able to modify fundamentally- those
conditions (just as they were not fundamentally

* modified by the territorial aggrandizements,
more conspicuous than the present amputa-
tions, that followed the victory of 1018) and
she will recover her equilibrium at a level not
essentially diverse when her natinnal capital
will have been substantially reintegrated.

Nor is it any use to say that there are many

countries in the world poorer than I::l;‘-}.-hi.:ﬁ— .

are yet living and vital. . Indesd cach nation,
like each organism, has its own equilibrium.

There are sound and robust persons who B
normally weight 5o kgs.; this docs not mean |

that an individual who normally weight

S0 kgs.s can reduce his weight to so. His |
organism cannot live at a weight of 5o kg B
and, if temporarily reduced to that weight |
by illness or starvation, he will cither recover |
hit equilibrium within a short period or he |

will die.
7 aaw

The ;above mtd:mt%&m are’ not without
practical consequences for the present condi
tions of Italy.

The first practical consequence is that re

construction should be the hrst and foremost

- thought of the Government and should have

prionity aver all its other ﬁﬁ_ﬂﬁmm It
is now evident that, as.it now is, the national
organism cannot live. The economic balance,
though slowly improving, is still a deficit one,
as production is not sufficient to uﬁgi{miz
tion, and so long as econsimic
sheet clotes with a deficit it is vain to hope that
the financial balance-sheet can be rehabilitated
Under present conditions, the immediate care
of the Government should be directed not 0.
improving the financial balance-sheet, exhamt:
ing more and more by excessive taxation, of
yet worse by capital levies. cconomic ber
lance sheet,—such®an i ent can nevd
be anything but deceptive and, in the most
favourable hypathesis, temporary—but to give
once more to the country its normal prodoc
tive power by repairing, even if at the cost of
further financial sacrifices, the losses suffered
Tt may he that, if this is not done, the restors
tion of the equilibrium will only be delayed,
but it may be that our ecopemic organism will
be unable to stand the strain and. will disinte
grate — and we all feel that this possibility it
far from being a mere fantastic supposition.
_The second practical consequence is that o
consider to-day, under these conditions, the
ibility of paying indemnities or reparation
f:?mn'; mq.f::rllug in another form than thit
of the surrender of materials w%lfdu ot

e
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yield an income, is a pure delusion. And the
victorious and creditor countries must convince
themselyes that such action would be equiva-
lent to killing the goose in the anxicty to get
at the egg. -

- ey ——

But,—it may be said—if there cannot be a
dividend before the capital is reintegrated, the
net product, before being assigned to consump-
tion should be used in its totality to reinte:
grate the national capital. Now, how is it pos-
sible to entertain, the idea that the populatipn,

while awaiting th rmmﬁm of this ca-
pital, should rem q1:1 wi siipplies_of food,
clothing, dwellings ? Would not this be the
practial consequence of the above stated ne-
tion and one which clearly shows that it is un-
acceptable ¢ :

Nao, it is not—comes the answer—if human
beings are considered as a capital asset along
with the movable and immovable capital of
the country, and if therefore the expenses in-
curred for food, clothing, shelter, professional
education of the people are deducted under
the heading of working expenses or amorti-
stion costs from gross production in reckon-
ing the net.

Figou disputes this deduction—and this is
the sccond of his considerations on which I
promised to return—and he points oyr that,
even if. man-power were not availed jof for
production, the cost of its maintenance would
have to be met in the main, and consequently
the wear and tear of human beings, that other-
wise would be allowed to take place, should

“be reckoned as a capital loss having nothing

to do with income! :

It i§ casy to obscrve that not only in the
case bf human beings but in that of all plants
productive of power, the costs—differing in
this from what happens in the case of plants
productive of material objects—continue wheth-
e the power produced be used or not, nor
does this provide a reason for not deducting .
wich costs from gross production when reckon-
ing net production. ‘Therefore, the fact that
the cost of operating electric ants is
not substantially reduced by the fact that the
power is not utilised would not appear to be

-

- 6
a good reason for not including such costs in
those of production. But a still closer analogy
can be found in the case of draft animals
which, preciscly as in the case of human work-

_ers, continue to consume, even if a little less,
when their ehergy is not used, whereas if
were not suitably fed and sheltered they would
depreciate, entailing a loss of capital. And yet
closer is the analogy in the case of slaves, A
former slave owner, like a modern breeder of
cattle, or horses, or dogs, or sheep, or camels,
would have been or would be amazed should
anyone, arguing as Pigou does, have tried o
convince him that the food and shelter, and
may be the cost of blankets and other protec-

‘tive clothing, should not have been reckoned
in the costs of breeding or operating,

It is therefore clear to any one who reflects
on the matter that; if one wishes to proceed '
correctly and eoherently, one must deduct from
gross production, along with working expen-
scs and those for the amortisation of movable
and inamovable eapital poods, also the analo-
gous expenscs incurred for the human capiml,
s0 as to obtain the real net production, which
should be that part of gross production an-
nually allocated for expenditure on optional
consumption, or clse saved,

"ew
The practical consequences of this disser-

tation may be summed up in the conclosion
that the portion of production. available for

_optional consumption and for savings should

now be wholly devoted to reconstruction, rather
than to any other form of accumulation or to
optional consumption. ;
Today, unfortunately sye see that just the
opposite is occurring in Maly,
~ Cinemas and theatres are crowded and new
ones are mmﬁn_tly being openegd; sea-side and
holiday resarts are fill 1y overflowing; masses
of people attend. sporting ‘competitions and a

still Targer mass dre anxiously awkiting the-re- .

sults.. Their anxiety i1s:not 2 disinterested one,
as new forms of betting are being devised
which yield sums that may strike one as a
crazy. The multiplication of legal games is
matched by that of illegal ones. OF crops,
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those of the grape and the tobacco plant arc
some of the most profitable and they ard there-
fore being enlarged. All these forms of pro-
duction entail a growing waste of activity, and
therefore of wealth, at the very moment when
the need of its rational employment would be
most urgent. And no employment could be
more rational at the present timesthan that on
reconstruction. The State, unabie of incapable
of taking direct action in this matter, should
at least have the -possibility, as it has the duty
and the interest, of directing the activity and
the wealth of the country towards reconstruc-
tion: but instead, allured by the freater case
*with which it can tax such wasteful activitiés
and collect the taxes on them, far from oppos-
ing, it encourages them, following in this field
alsn, which is of such vital importance, that
line of least resistance which in Ttaly has been
and, is the characteristic feature of the unfor-
turiate post-war policies.

g | "duEDrzt dtcej;:ﬂ myself that the voice—un-
fortunately an isolated onei-of a man of stady
will avail,to modify & whole tendency and to
stop the avalanche, but I should feel that 1
- wat Failing to perform my duly were I not
on this occasion also to speak | with absolute
frankness. :

Il. — The malerialistic concepl end the func-
Fianal com{tpi' of income.

- The current definition of income above re-
ferred to lends itself to criticism. 1t is indeed
inclusive of heterogenous clements: goods in
the strict meaning of the word, bodies, ie.,
material objects, on the one hand; services on
the other. Nor is this all; it entails, at least so
it would secm at first sight, a duplication. For
.material goods are such in so far as they are
suited to render us services; their value, indeed,
is nothing else than the sum of services duly
discounted that is expected from them. Now,
while in our estimate of the material goods
‘annually produced and included in income,
we compute the present value of the services
they will render in successive years and some-
times in the year itself, we shall also compute
in the income the value of the future services

“ner and accepted by all, or n

they will render i the [utur_u:. Thus, 4 hoinse,
which is added in the course of the grar to

house property capital, is part of the intomé;

but ‘we compute in the income also the rent
for the house which may in some cases-be oh
tained in that very year, and in any case in the
following years.

To avoid such duplication two solutions
have been suggested, matched by two hetero.
dox definitions—cach more restricted than the
current one—of income.

One of these definitions would make in-
come intlude only material goods; income, that
is to gay, is represented by the annual increase
of wealth. : : _

Accofding to the other, income is repre-
sented by services only, services—of course—
provided both by material goods and by per-
Sans. /

The frst concept is that
: : Fﬂpﬁﬁ}hc Hun.
garian statisticians (3); it Has been called the
" materialistic " concept of imcome.

The second may be called a ™ functional *
concept of income; it is the mncept[{uggﬁt:d
by Irving Fisher (4), but-notwithstanding the
eminence of its author and the skill with which
he presents it, it has not had a following. In
the debate held before the Royal Statistical So-
ciety of London in 1934 (5) on the m
ment of income, on the occasion of the
centenary of the Society, neither the re
Sir Josiah Stamp, nor those who took
the discossion, evers took thi¥ concept into con-
sideration.

But with a lile good will, we find that
both these concepts can lead to generalisations,

{1} F. v, Fauiwgs: INe Schirmwmp der Wellpinfommest,
** Bulletin de 1"Inssitat Tnternagional de s:*mlq-;“' Toame XIV,

Livaison, p. 103 €t seqe; Par Volkernkommea Oener
Tt wad Dopormr 2 Srvtebe Moastecheiy*, XK1 I
EANE, 1087, 5 5 i

{4) The Natwre of Capleal %mi, New Yark, Ma-
millam, 1085 ke

{5) See Mrthody Used fn D¥ffercns Comsmies for Fiims
ing National Income - 5 discussion opened by ﬁfﬁ:p LS 5%
** Jourmal "of ihe | Srasisical Society ', part 0, 1934,
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anil can thus be brought back to the current
mph i

Services are indeed exchangeable, cither
directly or by means of money, for material

. They can therefore be considered po-

tential, material goods and,: for economic pur-
poses, can be held equal to real material
goods. # —
On the other hand, the value of material
goods arises, as has been said, from the sum
of the present value of their future services.
They arc—it may be said—potential services
and can; for economic purpases, be held equal
to real present services, :

Income m:y:‘.glsmfnrt. be defined a5 ghe
sum of effective and potentia] material goods
procuced within the year, or alsoss-the sum
of effective and potential services—the® latter
being duly discounted—on which the commu-
nity can count in the course of the year. And
the two definitions—the materialistic -and the
functional—are thus found to coincide with
the current definition of income.

As to the apparently heterogencous cha-
racter of the clements entering into’ the cur-
rent definition of income, it may be eliminated
'Er!r in':rl:n:hlt'il'lg1 side |:njr ﬁdl: wi!!'r l|'||: concept
of " static " poods, ie. of useful or rather de-
sired bodies, the)concept of ™ dynamic ™ goods,
t.2. of useful or rather desired events (6). These
desired * events  consist - in the modifcations
which we wish, in material bodies or in per-
sons.  Modifications of material bodics are
the material objects produced during the year
and forming one of the component parts of
the income; modifications of the said material
goods, or of oyr persons, are also the services
—real or personal respectively—Howing during.
the year which form the other component part
of income. It should be added that the modi-
fications considered are not modifications as
compared to the preexisting condition, but as

" 16 Por ibe concept of. siathc and dymamic poods see O Gawi, ©
far lry fomdements des dvalusiions de La richerre mafiomale, in -
“Revue de 'lna, de Sudistque ', 1943, and  Okbezioni

eromamiche ally pulnrariomi dells mecheres nariomale, in " Gilor-

Bl degll Beonomisd **, March-April, soq6.
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compared to a condition. which would have ex-
isted had the event not oceurred: thus the real
service whijch the dwelling house renders us, or
the personal service rendered us by the doctor,
are directed to preserving the preexisting con-
ditions of our organism, but they modify the

conditions which would have anien had we

- not been ablé to avail ourselwés of the services

considered. !

Income may thus be defined as the ensem-
ble of the desired events which occur in a unit
of time. If we add that these events must
Have an exchange value, we pass,on from the
broader—hedonistic—concept of income to the
narrower—cconomic—one, usually considered
by political economy and which is at the basis
of the statistical computation of income.

In opposition to the materialistic and func-
tional concepts of income we may call this the
" transformist "' concept.

It should be noted that every desired event -
which has an exchange value, is or may be a
receipt.  IF the notion of " receipt "' be extend-
ed to cover not only actual but also potential
receipts, the definition just given of income will
become equivalent to that of receipt (net of
eourse of couts) from which the notion of in-
come is historically derived, as is shown by the
etymology of the word (Einkommen, income),
by which it s designated in several languages.
It & thus made evident that the determination
of the income obtained, by the so called .
real method through the valuation of de-
sired events, cannot but coincids, when all
events are taken into due account and double
computations arc avoided, with the determi.
nation obtained by the personal method of
considering the sum total of the net receipts
of the several recipients. :

We have thus coordinated thé antagonistic
concepts of dncome and we have also elimi-
nated the heterogontous character of its sev-
eral elements. But we hiave not eliminated
the duplication, dr apparent duplication, above
pointed out. ~ That %Ii?ﬁéulﬂ' indeed remains.
Every modification of durablé material goods
has indeed an exchange value in so far as

-
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further modifications of material goods or of
are forescen as a result thereof, mo-
difications desired by individuals and appre-
ciated by the market, and, if we include the
value of that first modification in our esti-
‘mate of income, we should not include the
value of these others except to the extent in
which  the latter are npt included in the
‘former. : : e
Now it is ipdeed true that in estimating
the valie of the desired modifications arising
from material goods, we also estimate the
value of the desired modifications, to which
they will give rise in.the futare, with a dis-

1

count and not integrally, but in order to avoid, -

duplication we should, when the foreseen mo-
difications occur, estimate only the value of the
part discounted and not their whole value.

What is the answer of the cconomist and”

the statistician ? The answer isthat the cco-
nomist describes and the statistician measures
human conduct, but ncither of them cag or
should attempt to modify it.

Human psychology is undeniably so consti-
tuted that we enjoy things twice over, first
through expectation and then through realisa-

~ “tion. The farmer tastes in advance th: pleasure

he will derive from the fruit crops ripening on
his farm’or from the money he will receive for
them. Therefore he is attached to his farm and

“appreciates it at its full worth; but, when the

fruit has ripened, he would certainly consider

an eccentric who should come to him and

,‘just at the time he was enjoying a ripe
peach: ™ you cannot enjoy! it, becaiss you have
aleeady  discounted the it will- give
you when you appreciated the value of your

- fafm ”. Enjoying the ripe peach he undoubt-

edly experiences pleasure—and all the econo-
mist can do is to note the fact; just as he un-
doubtedly i “when he was

‘looking forward to the crop—and this also the

economist can only register as a fact,
When the utility expected from durable ma.
terial poods ists in the production of other

duplication but of multiplication. The new
vein of ore in the mine which is discovered ac-
quires value from the ion of the mi-
neral which will be extracted from it; which

"
i

g

!

tation of the ipstruments to be made from it
in their turn dicse instraments vill acquire

t value from the expectation-of the building,

or the machinery, or the furniture they will be
instrumental in making, or of the game they
will be instrumental in shooting.

. The conclusion we come to is that wealih §

is. multiplied by expectation.

It is a conclusion of fundamental practical
importance. In the midst of the most abun.
dant natural resources, primitive man is poor
because he is unable to foresee their wtility,
On the other hand, the more clearly a givilised

man can forescesthe future utilisation ‘of the

goods at his disposal, the richer he will be
Hence the economic importance of social or
der depends not only, and: ot so much, on
the Fact that it facilitates the production of
new poods, but also and above all on the fact
that it confers value on pre-cxisting goods and
on those of new production. In periods of
uncertainty as to the fuure, the remuneration
paid to work increascs as compared to the
value of capital, and some may be inclined o
ascribe this to 3 fuller recopnition of the im-
portance of work and rejoice at it as a symp
tom of social progress. (This is a mere delu
sion. Ip such periods work is far from yield.
ing more; on the contrary, as a rule, it yields
much less; what docs lower is the value of
pital as a result of uncertainty as to the fu
ture. I wealth were expressed in working

s units—.e. if it were expressed in terms of the

‘durable material goods, the case is one not of

value of a product obiai by “a normal
—worker in a given unit/of time—after all the
most plausible standard of measurement—it
would be found that in such periods society it
enormously impoverished. Each of us can
draw conclusions from this as tb the t

- .

situation.

1L — Nationsle ncome and Tnaliu!m. :
The growing burden of taxation bring

once more to the fore with heightened interest, -

the question—no ncw onc but one not'yet sol
ved 1o the general satisfaction—whether taxes
should or should not be included in the na

in its turn_will acquire value from the upsg .
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The quettion was considered in 1934, on
the occasion of the XXII session of the Inter-
national Institute of Statistics and of the cen-
tenary of the Royal Statistical Society of Lon-
don. e
* In calculating individual income it  had
been customary in the past net to deduct the
taxes on them, considering them as the
equivalent of the services reridered gratuitously
to citizens by the State, and comparable to the
wage paid by a master to his servant, to the
cost of the railway ticket for which the tra-
veller pays to.make an excursion, and so forth. .

« This. theory was set forth by W. C. Mitchell
and 5. Kuznets in a communication, Cuarrent
problems in measurement of National Income,
submitted at the aforesaid session of the Inter-
national Institute of-Statistics (7), and by Pro-
fesors Landmann and Wagemann in their

_ observations which, as mémbers of the Comi-

mittee on wealth and income set up by the In-
stitute, they communicated to me with a view
to the report which, as reporter of the Com-
mittee, 1 had to make on the subject, as also
by Colson, another member of that Commit-
tee, in his re d Economie Politigue, to

- which i called ' my :_tmn::iuj for the

of the aforesaid :
From the pm?gf" view we i cons-
idering, the procedure, which consists in calcu.

lating private individual incomes net of taxa-
tion, but including in the national income all
State expenditure on goods and services, is only
a variant of the above, although, from the prac-
tical stand point, it may present advantages to
which Mitchell and ‘Kuznets called attention.

At the basis of this procedure, a5 of the
other, lies indeed the admission that all State
services represent for the citizens a source of

~ wellbeing which makes an addition to the

other sources of income.- :

I made a stand against this point of view
in the preliminary report On some circum-
siances that in modern times tend to make the
it really ir, which as Reporter to the Commit-
tee, 1 submitted at the aforesaid session (8).

(7} See ™ Pullexim e 1"loagicor  Engern. d wu[.

Vol. XXVII, 2nd mumber. 1915, p. 380 ot seq.
() Bee IN alowwr civcowtamee che med dempi ‘madersi les.
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, This point of view—I observed—is cer-
tamly justified in so far as State services do
not give rse to an increase of receipts, just as
the service of the servant, or the visit fo-the
museum, or the railway trip do not give rise
to an increase of receipts. This indecd is very
often the case, as when the yield of taxarion
is applied to works of cmhcl?i:.hment or per-
sonal services (school meals, free dispensaries,

etc.); but in those caseg in which the yicld of
xation is :p:n:jn“&nuiu a3 to increase

receipts both ‘real rsonal, ar reduce costs,

“there is duplication as far as this quota is con-

cerned.  MNow, this haflpem for that part of
State expenditure which is perhaps the most
ithportant, such as bounties to production, sub-
sidies to the unemployed, the service of the
national debt, most. public workg (roads, rail-

- ways, bridges, canals, ports, ctc.), in as much

as they cause an increase in trade and raise
the income of adjacent lands, and the cxpen.
diture incurred to -guarantee the safely of
things and persons. :

As regards that part of wxation, the:
amount of the taxes would be deducted from
receipts for the purpose of reckoning income,
as it should be considered as a production cost
and not as a distribution of income; just as

. one deducts the cost of the railway ticket when

the journey is made not as a pleasure excursion
but as a business trip; just as one deducts a
tax (for instance, the cost of a licence), if it is

‘a necessary condition for the production of

income, '

Compulsory contributions, as for instance
those to vocational syndicates in the States or-
ganised on the corporative system, must of
course be considered on the same footing as
taxes, Nor can voluntary contributions be
considered otherwise for the purposes we are
considering. Indeed, the point of importance
is not whether they are obligatory or facultative,
but whether they have or have not the cffect
of increasing receipts. Such is not, for ins-
tance, the case with subscriptions’ paid to cul-
tural, sporting or social societics, as the enjoy-

done @ fer apparive V'inrements del reddite maricesle mippiore
del reve (lalian tem snd French tramlation) ** Bolledn de
Plostiy Intern. de St **, Viol, XXV, 3nd susber,
o3k P2l et e, s o ; ;




P

S

i
¥

;-

72 : « HWancs Mazlana ¢ del Lavara

ments obtained from them, ik they should,
thearetically, be compited in'income, are not,
as a matter of fact, estimated in the calcula
tion of the receipts. It is however the case
with the contributions paid to such associa-
tions as those for lind-reclamation, water con-
gervancy and distribution etc., in as much as
the larger incomes from reclaimed lands or
estates bordering on water courses or using
such waters, to which they E-“": rise, are copm-
puted in receipts, and would give rise to evident
duplication -were the contributions which are
the premise for such increases not deducted.
Invited by the Royal Statistical Society of
Londan to set forth, at the meeting held o
celebrate the centenary of the Society, my view
on Stamp’s report on Methods wred in differ-

ent countries for estimating national income, |

_ called attention, in my temarks, to this distine.

tion as an cssential one, adding that I did not
consider it impossible to distinguith’ in“prac-
tice between the two categories of takes though
naturally the distinction could only be a reugh
one ()}

Commenting on the discussion mtdwl':ll:lfl.h
his rcport gave rise, Stamp recogniz t
the djmnctlﬁjﬁ I had drawn would be excel-
“lent if one could actually make it; but he ex-
pressed the opinion that at most tests it be
comes quite indeterminate. T shall return
amin to this® ob|cr.nnn

Meantimne, it is mt:n:stmg to note that ten

rs later the same question has been raised,

in London, and the same solution T then
%;s:d has beer !-nmught forward anew on
the Review "Economica” by M:s E. H.
Stern {m}l who appd ¥ knew nothing of
the reports and cummumnnm above referred,
- submitied to the scssion of tI'h: Int:rn:tlpn:l
Institute of Statistics, nor of § ramp's m
and the discussion to which it gave fise

_ the R. Statistical Society. of London (rr) —

mmnmﬁh—-‘m;mh ® Joarral
d:hrl_!.n-_s.mng- !‘-Iﬂ]lmp...ﬁqll-ﬂ-p.#‘
the cxtrser

{1c) Exvesr FL Sppas: Hﬁﬁnﬂ-ﬁmrrlm.‘-m
Toremme, Val. 1, n. g8, Mar, 1941

:uu}hmnﬂlm-ﬁlmpﬂaﬁulﬁ
other following tha disnmson—which wpporit the | solathan
dvnmdh;hhudbyﬂ:ﬂuﬂ:ﬂxh?‘d{nﬁw
w.ﬁd-d-ﬁwxﬂjf,mmnhm“:.m

i

nnrJ hu._l-wtn rise to interesting mnl;wcmal
notes berween the author and Mr.
Rothschild {12}

Among the itures made by public
bodies Stern draws a distinction—as | did—
hetween those which are in thie natire of costs
of production and thercfore form no pa.rt-of
the net national income—ani] those that in-
crease the comfort of the nation or supply.it
with new goods—and as such are part of the
net nationzl income.

‘This distinction was drawn by Stern on the

occasion of the publication of the White Pa.

pers, Cmul. 531;,“1!;;:;1 and 6438/1043, con.
mlmng the estimates for those vears oof t

_income of the nited Kingdom of Great

Britain :md Morth Ireland.

sehrifien pur Stitiveik der Dewtwhen Bachn M. 2 Perlia,
tgpe; G, Couw: Publie Rroemme sod Puilc Dipenditre i
Natesal Iecome, in wvol, 1-of the Srsdiey fn [orese ond
Wealth, peblihed By the Mutonsl Buresm of Economic e
scarch, New Yerk, 1937, The sclution | proppsed in the 193
mwnﬂud;lqﬂnhhhmﬂmﬂm“
doncd, ia relstion to the cotimares of welth, Ia the peeviom
|mm‘fhﬂm:mﬁmu|nfr&rﬂmlu.}h‘w u
mome i the Parf-wer Penod, sud their Comparieon aith Thoir
o] the Prr-wur Preiod, swhmined e the X1X sosion of the
International Trtituse of Statisics (Tokio, rggn) (Cir. ™ Pufln,
de I'Institut Imern. df St ¥, Tome XXV, $rd pan, po 3%
and already previoudy suggested in the volume. Llsmmontane ¢
Ia componzionr della rirchezzs drfle Naziosd, Turin, Do,
8974, pp- 15:17. See aba, in thif codnectior, the two csaps by L
Enavmn: el rosiddeita

awlla palwiesione daf reddiip rinﬁhmrhmdll'llpﬂw in
** Riforma  Seciale **, May:June 1929, and La incivdosr dd
debita pubhlico Jrﬂr ‘vaduramioni della riccherra delle nazion,

_bn ' Bull, de Vo Ineesm. de Suat. 20 Vol i XEVII, Part -
S, wgis. bk pepeinted in s-“u wul pirparmin & Pimpouts,
v, Turim, Eimasdi, 11

U Colm's burknrm.ﬁkaﬂw_:nd 80 fa fons which
fallowed between Professon R, Bleu . ML k. 8 Kuz
nety and N, Neweomer, calibough all seemed w0 know
nothing at all of the suthors who had dealt with the marier
before them, Kurnets in particular expressed the opimion, 1
mmm,—mummmh which Coim
widvesared, coadd pet be carried our im practice. this cos-
neciion Bt sheold be mentioned it the

o £ which iners Flnle and
mmmﬁmﬁu‘dﬂuump
coincide with the Sudaabes berwees Gevermement

tare bepefichsl B bunisen snd Coversment copeadinees bere
fcal o iadivikaly o mxh, a dnsinctaon which, ja the dn-

cumion conducied by Kuzects, i ideotfied with the foemer. -

Thun, for imtaace, all expenditare on profosonal ad vec-

mm:'ﬁﬂbw:ﬂﬂi
arenses their revenoes, z

[} K. W. Remusomon: Hir diteery fa* the N
gonsl Jecome: & Neotr; P H Pubdic
in phe Naticual lacovar: A Reply; n-M-.‘M-m.
N. g1, Fob, o4,

prhmizﬂ‘mpmurh:m:ﬂ-

expends- «

»

11&: m'l:teruum gm_-n by Stern of the
procedure followed by the authors of these es-
hm:lﬂ and his consequent criticisms, would
not seem to be all well founded, if we accept
the explanations on the pmc:durc foltowed
given by Mr. Rothschild, who does not, how-
rver, contest the ;good grounds for the ohjec-
tion raised about the double computation,  In-
deed, Rothichild affirms that the economic
satisticians have been aware of this source
of error, bt Faced with the extremely diffi-
cult task of dividing Government expenditure
into ‘the two above mmlianc:l categories, they
have decided to regard al
on, goods and services as
ategory and have therefore included it in the
national income,
Mr. Stern, in his reply, rightly remarks
that no warning as to the possibility of double
counting being included in their evaluations

_was given by the compilors of the White P2

and he. might also have remarked . that,
even if it be admitted that it is not possible to
distinguish between the two categorics of ex-
penditure, the solution of considering them all

1 belongi ng to the second ut:gnr}' would be

admissible the supposition that the sc-

" cond camgnq' much more important thén
the first, which in my upm:;r?anb:mnmd

In the passage of my Re
was indeed |n|:||:r1
nion (e, that the ‘first category of expenditure
it the one of most importance) nor have [ in-
deed 50 far found any reason to change this
opinion, But Stern: thinks, as [ thought, that
it would not be at all impossible to draw a
distipetion between the two cafegories of
expenditure, and indeed he guates a- study

by R. Nelson and D. Jackson entitled Al
location of Benefits from Government Ex-

penditure (13) in. which, though for other

'ppmu,lhcﬂuthnrnhmdmﬂmmné-
-America the

possibility of a detailed scpara-
tion of these apmdltum Stern rightly re-
marks that the British statisticians are capable
of similar computations for their country and

of gradually perfecting. them, and the same

{13} Wol. 1 of the Stwdier i lacome ced Hiealh, publihed

L'hwmudmlwd:.;ﬁm York, .

oblic expenditure .
ing in the sccond

to accept rh: opposite opi-

On Nationsl lncome : -?!
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can be said, in my opinion, for the ltalian
statisticlans: thus 1 have entrusted to Dr. A.
Gunnun:. Assistant of the Institute of Sia
tisties of the Rome University, the work of
drawing a distinction between the two ca
gorics of cxpundtlur: in the case of our budget.
Undoubtedly, in many cases the division
can only be approximately made (14),-but this
would not deprive the result of interest and-
significance, It must also be admitted *that
some upmdllurcl a in‘to both -:zt:gunu
and could not be i in their totality in
one or ‘othet cate without falling into
error. - ;
This is the case for expenditure on public
safety which, in my report above referred to,
included, as Stern now does, in the first group,
while one must admit with Rothschild that
they belong both o the one and 1o the
other (15). It is more. doubtful whether, as
“he affirms, it is impossible to separate them
into two parts, but® this is not the place for
entering into details on this matter. It need
only be remarked in a general way that if it
be impossible to classify the global éxpenditure
of some Ministrics in one or other category,

_ the task becomes much simpler if we consider

onc by one the many items of each budger,

Thus, for instance, in the case of expentitures

allodated for national education, Stern classi-

fics them in general among the expenditares

on comfort and only in the case of elementary

education or for the l:nmmg of skilled work-
men does he consider that opinions may: differ

as to whether they belong to the " costs of pro-

duction " category or to the ' ' comfort ™ ca-

tegory. It scems to me, on the contrary, evi-

dent that all expenditures on education of a

professional :Iummr should be included in
the first category, increase the revenucs

of the :.udmdu:l :.nd I.LI: the only education

expenditures which should be entered in the

second category are those of a cultural des-

cri

puon. :
Lastly, it shoulil be noted that, if in the case

{14) Clr. the discunsion slresdy mentionnd of ihe Swmp’s
Report, p° gy and p. 4 of the exerac,

{15) In the shove mentbsned voluse on L'ammontare ¢
Ia compoiirions deils ricohessa | exprencd an eplaion smiler

'ulhﬂtn!luhuhllcl Cfr. . 16,
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of somerexpenditure it is not possible to clasify
it, that would not make it impossible to arrive,
with a margin of &ror, at a result, and to draw
therefrom reliable conclusions on the relative
importance of the two groups. .

5
W

Stern refers to another important point
when he remarks that there are public expen-
ditures that are not annually recurring, but
provide services, the benefits of which are car-
ried over a number of successive years, The
part of this expenditures which are in the na-
ture of production costs should be deducted
not from the national income of the year or
years in which they are incurred, but from
that or those years which benefit by them, al-
locating them over these in a degree proportio-

nate to the advantage felt in each year. A ty-

pical example quoted by Stetu is that of war
cxpenditure; econstruction expenditure offens
another example. The mattér is thus linked
up to that dealt with in the first part of this
study, i, the losses inflicted on the national

id apparatus by the war and the need
of repairing them before reckoning income. 1t
is not certain that they can be repaired with
the net producticn of one year, nos.that, should
the size of the losses exceed that of the said net
production, the whole net production of the en.
suing years should be devoted to repairing them
until they are completely restored. It would
be quite admissible to have recourse to a loin
to be spent on reconstruction, the service and
amortisation quotas of which should be de
ducted from the production of the following i
years in the measure in which each year §
feels the benefits of reconstruction, in order to

obtain an estimate of the natioria! income.
&




