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passed in the course of time from the taxation of ‘gross income firs i the objective
"!‘?ﬁ_““ of ?ﬁﬂmg: income, and then 1o personal taxation. 3) A second drawback
congists in thi insuffickent progressive cheracter of the tanes due bath to the natable weigh
of indirect regressive utves, and 1o the seanty weight of progressive personal raxation, 3}

The thind defect consists in an drrational qualitative discrimination of incomes and 10
defective. systems of asscament. :

The Wonsiderations made by the Author and his proposal are of present jnt:fﬂ!. i

they come within the movement for a fiscal reform now being studicd by an ad hoe

Ministerin]l Committee, 4 2
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fn the frst quarter of 1948 the Talisn Government fsstied measures® of nmlﬂ:

_interest for the stock-market; regulating foreign investments, the revaluation of the

capital of companies for monetary adjustment, the alleviation of certain taxes on dividends.

" These new measures are an important — if not conclusive — link in the work of rtt'il.in'g

the restrictions and fiscal burdens that had been accumulating in Taly dusing the period
of war cconomy on investments in share-securities, e

D, Guplielme Mancini's article " Aspecer and Problems of she Italian Stock Marker™

offers an exhaustive survey of the complicated vicisiudes of this legislation in the last
ten years, of the corresponding reaction of the Iralian stock-markst, and of their inter-
play: and ealls attention to the characteristic féatures of the present situation which,

,[tq-q“.cmptimull pips and downs of the qunt:linn:l in 1o47, iz atill jn a phase of =
expectation and wncertaimty,  © i 7

R i =

On the strength of the results of & rorent statistical enquiry, Dr. Emanuele Rienzi i

it his article "The Parricipation of Foreipn Capital in ltalfan Joint-Stock Companies ar
the Owsbreak of the Secon® Wearld War ™ summarises the more significant data relating

to the amount and distribati

by countrics of foreign investments in the several branches

of Iralian economy. + -
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i, Distiuction betwien the notion of net produceion

dividend. - 3. Spavic goods snd dynamic goods.

CORRADO GINI .
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_ I - The more domplex nature's qucs-
Bans involved in the notion of income as' com-
pared to those involved in the notion of wealth
8 slready shown by their respective denomin-
aons.  While it is only in some linguages
that the word " wealth ™ (1) has a synonym
 the word " fortune "—which indeed sum-
mans up the same mental reactions—the words
Mtonal income, "national dividend ",

4

in-time and yof more limited fe rpdee.

! national revenue ™ or " net production " are

“used as alternatives.

(1) The words * pasrimany ** and ** capital ™ have origin- -

1 4 Bt restricsed meaning than * wealth ", and they are

_i?'lﬂ#.::fnpn-pmd"mmx“nlh'wmf;hmh

-m_*,

4

It may however be said that the three ex-
pressions ' revenue”, "dividend " and "in-
come ' only represent the three stages in the
same economic process: the production, distr-
bution, and consumption of wealth. But in
the course of that process subterranean cur-
rents sometimes come into play as a result of
which the i ce of its bearing is not the
same at all its stages, On the other hand, the

_ notion of net production differs from those of

- income, Hi'rilitnﬂ,"ml_:_li revenue in one funda-
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mental respect, as the former implies an ele-
“ment of will which!is absent from the latter,
A proof of this is offered by the fact that we
speak of " unedrned income !’ ‘meaning an in-
' come which is not produced.  And though it is
triic that we often mean by the expression an
" income not eartied by the recipient biit by oth.
ers ", still there are certainly some incomes that
are not carried by anyone.  The theory, indesd,
that all income is produced by labour, however
_attractive it may be found, is*not in keeping
with facts, as I have had occasion to point out
elsewhere [1}
In the following pages we shall keep to the
. objective notion of income, discussing further
on the difference it presents when compared
to thie notion of net production.

2. - Income is currently defined as " a-flow
of maods "' in opposition to the notion of wealth,
defined as a " fimd: of goods”. Wealth is

thus compared a basin in” which the current

*  of income enters.  This notion corresponds to
the literal meaning of the world " income ™,

‘Mot all the component parts of income give

rise, however, to an increate of wealth., Per-
sonal services (3) in general, unless we include
- human capital as part of wealth or, should we
include it, superfluous personal services, make

no increase in wealth; the word ™ income ™ .

must therefore be understood in a broad sense,
not in that of 3 material entry, but in that of
the reception of a utility, !
The distnction drawn between " static
goods ™" and " dynamic goods " comes nearer
. to the truth, Static goods consist of dbjects
we desire, or in their qualities, such as a picce
of land, or a house, or personal beauty or the
beauty of a landscape.  Dynamic goods consist

. iz) See whe articlc Prodwsione r digribwri ity
frfme, in "' Rivisa di Politica Ecomomica *!, Mowember, 147
% (3 Here and clicwhone, uslens expronly stdsad otherwiae,

¥ pifiotal serviers * refer 10 actvions pendored ' e perioes * e

" {mor servicer: rendered by person ) ar disngisiihed  from
" eal perviced ' rendered B ulh:n' grruh. wheilier shimile of
inanimates, Thus the servicds of/a nune or the il ebtainad
froen a dwelling are perrowsl Services; the services ol 3 bricklajper
the iatility obeained from: & fciory bailding -ane reaf wervien,
i %nnn;mﬂmlnmgnﬂmmrdimﬁmh
drawn betwern "' hisman ™ and ** fiot busnan 7 gerviest: depend.
ing on whether they are rendered by pensns or by otbcr apcats

or ohiccty. : i

- from it a measure of happincss;

]
|
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in events we desire; some of these determine

quantitative increades of static goods or the
maodification of their more or less permanent
qualities,’ increases or modifications represent.
ing an inerease of wealth, while the utility of
athers dies wut like a u"ill-_u'—lhr.‘-wisp kﬂ.‘-‘iﬂg
no appreciable traces behind. - 4

Now, wealil consists of static, income of

dynamit goods,

NotJall the static or dynamic goods that
individuals desire can, however, be classified
respectively under the headings of wealth or
income.  There  are some goods or events that
we desire rationally in view of their future

utility, and others again that are desired by

‘attraction or affection, although they may be-
come useless or harmful. The former sire poods
that appeal to the reason (rational), the later
poods that appeal to the emotions {gpoods df
affection). Ohbjects or events desired as a result

of prejudices, or passions, or morbid tendencies,

which do not contribute to and often nin count.
er to out happiness, should therefore bic <l
ified neither as wealth nor as licomes

The original® purpose of the inquiries int
both wealth and income was itideed to increas

the happiness of the populations. This par- -

posc is explicitly mentioned in the carlicst dis
quisitions on the subject. 1f no trace of this
purpose is found in modern discussions on the
topic it is because, as a matter .of fact, income
and happiness are far from coinciding, Hap
piness indeed depends not only on external o,
in a certain sense, physical Factors; 1o which,

. obvicusly, we refer when talking of income,
divideénd, and revenue, but also and above all -

on internal factors, such as health, sclf-asur-

- ance, nervous balance, 4 clear conscience, aE_li
so forth, which it would be useless to try 1o

measure.  We can note every day people who
enjoy plenty and are unhappy, so unhappy that

they sometimes take their own lives, and it i

among the higher and not among the lowsr

classes that suicides are most frequent. Income -

or dividend or revenue therefore does not consist

in all dynamic rational goods but only in those

dynamic rational goods that we may, describe
‘a8 external to our ego, and we capnot expect

o Ei&ut,gn.ly of
- the contribution that the said dynamic external

=

il

e Condent and {L'se of Estimates of the Matonsl acome.

m'u{:mnl E‘.?";"*l’ gi'w; to happinﬁ: and that usual-
Iy is called welfare (4).

1. = Before pnm:cding further a preliminary
uestion must be solved.
- Should the contribution made by external
raticnal dynamic goods to our happiness be es-
timated gross of-or net of the effort they cost?
And therefore, in drawing a comparison be-

% g i W ¥ 4
tween incomes in various times and various

countries, should . we or should we not leave out
of account the varying amount ahd laborious-
gess of the work they entail P - tot

. The question is evidently one of definition,
and the best we can do in such cases is to depart

. o linle as possible from current tﬂ'miru:l]-ug{,

Primitive man in the tropics whose only
work is topick the fruit hanging from the trees
or to draw in his nets from the river full of
fih, is probably happier than his brother hired
by the white entreprencur to do hard work in

:mines, but no one would say that he has a -
bigher income. When, after the other world
war, the length of the working day was re-.

duced o cight hours, probably the happiness
of the workers was increased—or their unhap-
piness rediiced—although the result was a more
of less marked decline in production. We say
in such cases that nét income and nee produc-

tion have declined, Indeed when we speak of ¢
- met production or net income we mean net of

I]:u{i: material cost, and not net of their psy-
chic cost, represented by the amount and labor-
iosriess of the work entailed, i

We shall therefore say that income meas-
iwres the contribution made by external rational

. dmamic goods‘to our happiness gross of the
- peyehic cost of the work involved in their firo-

duction.  And hete there is! another circum-
stance—in addition to that above mentioned—
which makes it impossible to trace back hap-

() The distlnctions drawn between ssthe and dynamic,
’{ﬁﬂﬂu and affcesive, extermal and internal goods, are deslt
¥ih more fully in the amticles thar appeared in’ = Giarnale de.
iw’lt.ﬁu:]ldiﬁr 1n o, Obkiesion icke

le.mom‘ dosi dells riocherea niziomaly (March-April, 154t
i Sipnificat irn dellé salwtssiond defls riecherza na-
Semgly (Tidem, May-June, 1948) A Freseh edition sppear=d
ke » Revue &c ['nstinut Tmiern, de Seaniadqus s, 1945, uoder

Fur [es fondements des dealusiions de 15 richesre metic:
~"ﬁ Spanish tramlation’ appeared I * Trimotre Econo.
f i October.Dectmber, 1947, ender the title Fan.

de by velnariomer de I rgiezs nacioms],

ik
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piness to incorne, “whether in the case of an
individual or of a population,

4- - We must however now enquire wheth-
er and to what extent income or dividend or re-
venue is able to measure this contribution,  As
a matter of fact the very notion explicitly ex.
pressed by the word " dividend ' implies that
the goods. coming under that heading are also
divisible, if not actually divided, among the
recipients of incomes, !

- -Now in some cases this does not occur for
several reasons; :

- (1) First of all, becavse the goods in
gu.tﬂiun are strictly personal, Just the other
ay, reading an opening address to a course
of statistics, I met with a phrase of Eord Bal- -
four's evidently intended as a gibe at statistics,
The three greatest things in the world—he said
—love, beauty and happiness, are utterly in-
capable of measurem The statement is trie
of happiness, not onl§ Because it-depends lar
Iy, as we have said, on internal factors, but g?::a
because it is the unit of measurement of our
poods;, and one cannot measure one's unit of
micasurcment.  In the case of beauty and love
(even if the latter be understood not in the
sense of sexual relations but in that of the lof-
tiest kind of affection) it is not well founded.
Every day we see a price placed on the beauty
of a picture, a picee of Rarniture, a house, a
; and we see ‘expenses incurred 1o win
the affection of persons whom, disinterestedly
or otherwise, we wish to please, and, as, gener-
ally speaking, the price one is willing to pay
for the various forms of beauty and of affection
is not unlimited, it follows that love and beauty
can b measured.

Lave and beauty, indeed, and no less than
love and beauty so also esteem, honor, prestige,
glory may be considered fundamentally as cx-
ternal goods, that is detcrmined by factors ex-.

ternal to our ego and therefore comparable to

other external goods, and consequently apprais-
ed; but between beauty, on one side, and those
other on the other, there is a difference.
A beautiful painting is beautiful, if not for all,
at least for many persons and, having acquired
ir, we can give it to other people, so that of
the value of its acquisition account may be



. sidering the importance love acquires for the
iness of dll:ir n‘rmlbcﬂ) tiis res-
and not on -

- suming a
may d.tmng'lmh in "' economic mﬁn a pro-

AT
taken in estimating our jncome, The affection
of a person, on contrary, and, like affec-
tion, esteem, honor, prestige, glory are strictly
- personal and as such are not susceptible of ces-
sion or dwmn\n, so that e can acquire them,
but not give them to others, * Nevertheless they
are of Buch’importance to many persons as to
induce them to sgerifice their means, their peace
of mind, and somietimes their very lifc for them.
Even without thinking of exceptional situa-
tions, we all know that if a-person firids him-
self well-off in a given posijion, that does pot
d only on his salary but 3ilso on the con-
ﬁﬂﬁnn in which he is held by colleagues and
superiors, on the affection that surrounds him,
on the prestige the position confers on him, and

_ this is often so important as to induce him to

renounce positions that -would assure him a
_ matich hi salary.

- Strictly personal are also the satisfactions af-

forded by objects associated with ouir daily habits
or with the memory of past pleasures or affec-
tions - which tic many of us, and all the mem-

bers of many primitive populations, to the

- places in which one was born or grew up.

We do not deny that according to the
chologi
tions the various forms. of satisfaction above
considered may acquire more or less import-

ki

. ance (this is more especially the case when con-

p:ct ha dcpends on inte
Hl:‘-amr: “But it must also be adegitted

r.hat the extermal factors, whose contributions
wcufmmusmthxmmofiumme have
decisive impartance.

No less important than t'h: um&dhnns

" = above mentioned: arc the more strietly personal

ones arising from the education of the con-
tus of man, Thl:mi:hcail}r,'

- ducing apparatus and a
The purpose of education is to
e highest d:gm: of J:ﬁ'ml:m:y
ﬂﬂa le

yield, 'hut his services may also be !xutcl so that

*

cal inclinations of the different popula- -

Now tbl: tﬂiﬂﬂlq‘ ducing appa-
ratus mmﬁerred in in mmiern somt:,r
from a man’s aptitude to eamn; ‘ot only it can

be citimated on Lh:hamufcqmmunﬂutuf'

1 sely the

“Wanca Nazionale de! Lavoro

they come to be part of the income, and
_ 18 known as the income ohtiined
from wmli‘(a The l:fﬁl:itnt:f of the consuming
apparatus is inferred on the other hand from
our aptitude to enjoy the good things of life,
or in otler words from the degree of rg:ﬁm—
ment of our intelleet and of our scnst.t. Artis-
tie and musical education; good e, genenal
culture, humanistic, historical and ﬂnmphuﬂ
studics, a knowledge of games and sports, of
thie of behaviour of the socicty in which
we liveror of those with which we are in touch,
;11I increase the efficiency of the consuming
;. mﬂnany countries a inrgr_ part of 3
glr!: education is devotkd to alquiring such
aptitudes and no small part of that of a boy.

.Msn of the most desira e tisfactions of il

rived from them. Here again it is pos.
a:hie to cstimate the degrec of tﬂ'mnfr,g

- deast on the basis of its cost; but the satisfacti

it procurcs cannot be ceded or ‘divided, and
tl:e:,r therefore do not form part of the nationdl
income or dividend.

(2) Or, on the other hand, the gmd: mp‘
not be divided because they are of wu:]upmd

utility and thepefore cannot be assi;

; country

 goods of widespread utility (5).

one or other person. Such, generally speak-

ing, are climatic or geographical” Factors ‘that -

may ne acquire decisive importatice -
in contributing to the happiness of indivi

duals or groups — and thus we find many who

. for nothing in the world would give up the

sunshine and pure air or the scenery of thelr
own country. Others again would on no s
count and for no price give up the sccurit,
order, and cleanliness they enjdy in their own
“which represent for them incstimable

= Because there is a super;'l:;uu&:mt

of kh:(_gmdsmqmmun,ulsth:m:mm

countrics with water, or pastures, or arable
land, arsa.m],nr uIt,nrﬁuwood,ntmﬂW

mmﬁ-mftduurqmduiuq [ have bdsed for
many years et ai on an cmuents] m:w&m:-ﬁ:

. af many quenibni claiming the anend ndmﬂmﬂ:

mdmu.sunmupuhllrh proceue ol
i profesionirme m *f Economid ©* #1931, lndr.n Procesdisgs
of the 11t Mational Congress of Pure and Applind Cheshi,

Fome; 36 June m,hmmawzm

IWth edition, Giuffre, Milsn, toss, p 7z ithe W
edition i in the prew, publithed by the Tw#
Editrice Torinese) and the articles mentioned in'poee (g)

o i
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In such cases the goods in quattun are. by their

natdre divisible,’ but as the supply exceeds the
demand, there is noneed to divide them.
Without this’ sup-:rabund:moc the whuh life

_of the population would, in many cnunmn, be

aiiered and in some casch made impossible,

_&. - Now, the part these strictly personal,

¢ widespread, or super-abundant goods repre-
sent in relation-to the total sum of rational ex-
ternal goods, varies decidedly from one period
to another, from one territory to another, so -
that i mmm: ‘affords an untrustworthy Lndr.: to

the contribution made by, external ﬁcmn 1o
human felicity.

The contribution made by thc moral factors
of. pnsuge, qur}',-J::!eem, honor, love that a

" .pation enjoys in its relations with other nations,

varics m_gsgd cI:cuwc]j' with its pmgr:ss or fe-
gresston, its position as victor or vanquished in
international conflicts; indeed it may be that
the abave m-mnnncd factors, instead of mak-

-mga panmre contribution to its hnppmeﬂ, re-

present a negative factor.

Some of the aforesaid fa:tclrs, prestige for

instance, undoubtedly vary in our society with
ﬂ::"n:liun's income, but they do not depend

on it exclusively, while many of the others arc

. more or less fully independent of it. As to the

impartance generally acqmmd by moral factors

in'the internal life of a nation, it usually varies

in inverse ratio to the nafion’s income. Thus
the Eumpenm are struck bjr the little 1|:npm'ta
ance given to moral factors in American social
Hc,*whm: a man is valued for what he carns.
Abso in Italy something. like this happens at
Genoa, ‘where a man is valued for what he

m.

- which more to matefial

~ and less to mora fq:mn generally those
in which the hl t incomie - :n'lﬁ"‘ﬂﬂ:qlth
secured,

e is, mum:m:r, ubmul that those societies

 in which education is more directed toweards

developing the producing than the consuming
pparatus are these which sccure the largest

incomes.  Now in ﬁnghﬁunn and more es-

hﬂﬂlj in American countries, elucation de-

‘Wotes more attention than in the Latin coun-
tries o developing the efficiency of the pro-

iu:ﬁng :ppmtus and Im to developing that

is hu:mu r]1: societies in

have called elsewhere

=

of the l:nmumm& apparatus, nn:l consequentl
to us Latins, the*populations of ﬂmcln?umri:z
seem less refined, and sometimes even coarse,
and strike us as Iackmg maore often in_general
culture than is the case with us. In our tin,
we make the same impression on the Oriental
pmpltl The upshot of all this is that, when
there is parity of the visible monetary income
of the nation, the invisible income—which 1
! ].Irh:: income {ﬁ}-n .
will be considerably smaller, or when there is -
parity of psychic income, the monetary income
will be considerably larger.

Thut these who take income as the measure
of the contribution that rational external dy-
namic goods make to happiness are led to neg-
lect in international or inter-regional compa-
risons TrnEcrrt!ﬂt compensating factors that at-
tenuate the differences, even if in some cases
they do not fully offset them.

As I remarked many
other war—and whetcadequate data will be
available it will be le to ascertain whether
the observation holds good also*for the present
period—these ' considefations help to explain
why the ratio of income to national wealth s
considerably higher in the Anglo-Saxon than
in the Latin countries, Obviously, other things
being equal, the ratio of income to national
wealth will vary inversely to average wealth,

i

s ago after the

¢ as the lower. the average per capita wealth, the

sk

greater will be the importance of income from -
labour as compared to income from capital {5).
And indeed, if we draw a comparison etween
the ratios of national income to m;a!ﬂa that we
obtain for Italy, France and Belgium (and also

* for Holland), we find that tl:us relauun holds

good; but if we draw instead a com

n be-
tween the ratios for France and um and
Qﬁjl:kawﬁhlmuh&hhw&pwmmw
phyical factars, such 31 theae which represcnt education; This
cxiension is not thorefore irroconcilable Wdth - the defiaitan of
income shave piven, an being the toral of rFuioeal dynamic
goods detcmbned by fectent emiernal 10 our ega,
: {70 It is alo casy to give the Formuls for in. M P indicares
that ratia, 1 the raiz of intercit (ee ragher the rate of yield of

“capital), B average per capid wealth, and L the average per
i

labor income, we hive Pal—LjR. On this muter see
the speech enbiied Lz ricehezss comparats delle: mazioni, resd
on January 3, 1§36, at the epesing mesting of the Acsdemy
of Bciences, Letiers, and Ares ax Padua, The speech wai publish-
ed in the Proceedingt of that Aeademy, Val, XLII, 156, and
reprinied in the ' Muova Amologh ', rgaf,
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those for England, or compare the ratio be--

tween national income and wealth in England

- with that in the United States, the relation no
longer holds good. In my opinion, this de-
+ pends, at least in part, on thie fact that in Ame-
rica thore’than in England, and in England
more than in the countries of Latin civilisation,
the average monetary income from work is
proportionately higher than is the correspond-
ing psychic income. ; !

The superabundance of all or at least of
some categories of goods deépends essentially
on the greater or lesser tendency or capacity of
mati to exploit them. Such superabundance is
maore casily and more widely found where tech-

_ nology is less advanced. Primitive man, with
his few needs, lives in surroundings that supply
‘them abundantly, he has neither wealth nor
income, but has al] that he needs and is, in his
own way, happier than civilised man, whose
receipts and capital attain impressive figures.

This is the condition which tradition speaks
of as the age of gold or Earthly Paradise, and
this makes us understand -that income can af-
ford us a comparable, if only n[:'pm:i{ngtc.
measure of the contribution dynamic external
factors make to our happiness only when the
measurement is made for populations that have
reached comparable stages of technical develop-
ment and economic organisation. But cven in
our society we meet with essential differences
from place to place and as a rule between town
and country, and so in many ceuntry places
there is super-abundance of water, in other pla-
ces of firewood, and in yet others of land;
while land, firewood, and water are bought,
at a high price in the towns, 1f we add to this
the higher cost dependirig on the smaller supply
as compared to demand that other goods reach

.in the towns, we shall understand how some-
times it mdy be advantageous to renounce that
-part of the income one can carn in towns and
4o live on a smaller income in the country.

. Lastly, natural factors—geographical, cli-
_“rfatic, and suchlike—vihich are of widespread:
utility 1o the whole population, ohviously re-
present a widely different factor of happiness
from one country to another, as is shown by

- the tourists and workers who flock towards -

places which are specially favoured in these res-
pects. e

Hanmcs Mazionale del Lavopo

We may however enquire in this conneetio
whether widespread utilities in physical sur.
roundings are not offset by the accompanying
social surroundings. ;

In this connection, a suggestive story is cur.
retit in North Italy. When the Almighty ereat.
ed the world and Eorgarl: ta gettle F]q in the
various parts of Italy, those who had already

had their seat assigned them began to protest,

= Is this fair.? — they exclamed, — Why hay
a delightful climate and sca and an ideal bay
and a feetile soil, and a landscape framed by
mountais and lit up into the bargain by a vol
cano been given to that Iocalitg—which shall
L nameless P — Wait 2 minute, replied the

Almighty, I have not yet finished, and in finish-
ing he placed on that land, until then uninhab

ited, and so gencrally desired, the inhabitants
whe intended for it, and the protests cedsed.
This story might be repeated for whole coun
tries possessing great natural attractions but

whose respective populations are not equally,

unpbjectionable, . _
This fact suggests that an exceptionally &

vourahle environment may excreise -s_‘dcpm\

ing or deteriordting effect on the quality of the
inhabitants, due perhaps to liss severe natul

sclection.  But apart from this, an equilibriom _

between physical and social environment is

moted by the movements of the populations
who are naturally attracted by more Favowr
ahle éonditions to such an extent that congestion

cnsues and gives rise to drawbacks of a dems

graphic, economic and social nature which of-
sct natural advantages and re-establish the bal
Amoe.. — 2

But, in aity case, this tendency to recstablish
an equilibrium is hindered by several opposing
forces, cspeci.zll{ in pathological periods.
" In abnormal times of wars or depressions
we find, indesd, that the more favoured cous
tries tend to shut their doors, excluding or a
least limiting the entrance of foreigners. Ths
is what we witnessed after the first world war

in the United States of ﬁm;[if\a and several,

ather countries. But apntffrbm such restrick
ive measures and even under normal conditions,
the trends which would re-establish the balance
are hindered by transport difficulties. Thus
today we see that immigration, which the South
American countries would welcome, can only

-

- widespread utilityabsorbed by

rl
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uke place on a very small scale owing to the
warcity of tonnage and the high cost of the
wpage. Another obstacle may be offered by
the ignorance of conditions prevailing among
the populations naturall$ and artificially iso-
lated, a3 is the case with many primitive peoples
and sometimes even with non:primitive ‘ones,
at today in Russia,  Finally, the tics of affection
which bind pnup[: to their native land, or su-

Htitions which make thein unwilling to leave
it, like the aversion of the Hindus to crossing
the.ocean or the animistic beliefs of the Aus-
mlla.n populations’ who ascribe ‘supernatural
powers 1o the lands of their ancestors, may

ve obstacles,

Even if we admit that under the pressure
of population an equilibrium in the widespread
utility is_nok attained among various countrics,
we must bear in thind that a great part of that
ulility, as [ have explained elsewhere (8) gets
sheorbed into cconomic goods, and thus pro-
fooes in the long run an increase ifi incomie.
*Thus the utility represented by the brilliant

sunshine of the South is converted into hard -
aih- by hotel-keepers, boarding-house and -

health resorts whose business is fed by the mon-
¢y from. tourists of northern countries and of
invalids in search of suitable climatic condi-
tions, '

part of it which is absorbed by goods used for
production is translated into an increase of mon-
sary income, not so the part directly abtorbed
by the human consuming apparatus, '
Now it sliould be noted that the part of the
ucer's goods
i, on the whole, lefs in the cdse of the factors
forming the physical environmen in the
aae of those forming the social environment,
 that we may expect that the widespread uti-
By of which no account is taken, cither directly
or indirectly, when making the usual estimates
of income is a less important item in countries
with 2 more highly developed social organis-
aan, and therefore the income it represents
5.in their case relatively exaggerated: when
tomparcd to that obtained in countries that

) £ artides mensionad Ia soc (5), !

_ This however does not accur Far all the ad-——
vantages of a widespread utility, Only that

are hl:cl:wqg_-.j_ in“gdeveloping their natural re-
sources, g ; s
Indeed, when comparisons are drawn be-
tween the fAgures calculated for the nationdl
income of the several countries we are faced by
disequilibriims which scem incredible. - When,
after the other war, I was asked to calculate,
first at the request of the Leagué of Matimns,
fl:l_[ tl'l: FI.JIFJSE Hi furming = iudgmtnl: an ".hf
differences’ in the industrial “importance and
economic power of the several countries, and
then, at the request of the Italian Government,
in view of the negotiations for funding the Ital-
ian war debt to the United States, [ ascertained
that the per capifta income (withour making
a deduction for living expenses) in Italy then
amounted to less that one siith of that in the
United States, and amounted in India-to about -
one fifth of that of Italy, and thercfore to about-
one thirtieth of that of the United States.
Now, it is evident that an’ American citizen
could not possibly li one thirtieth: of the
income -he actually réceives, juse as an [talian
could not live on one fRfth of his. Hence the
incvitable conclusion that the significance of
the figures cilculated for the income of the two
countrics (Ttaly and the United States, or India
and Italy) dm{u essentially. This, in my opi-
nion, undoubtedly depends at leagt in part on

‘the fact that the widespread utility of natural

conditions prevailing in India, and first of all
that arising from the temperature, makes the
per capita income appear, when drawing a com.
parison with Italy and with the United States,
much lower than it really is (g).

Careful analysis will show thit the advant-
age enjoyed by India as compared to Italy, and
by Italy as compared to the United States—an
adyantage that cscapes calculation when mak-

.ing ‘the estimates of income—docs not depend

s0 much on the widespread utility of the tem-
perature enjoyed by the Indian and to a lesser
cxtent by the Italian peaple, but rather on the
drawbacks of the climate of the United: States
and to a minor extent of that of Italy which

{5) Sex Quelgues ehiffres sur La pckerse o lex edveming
mationasis de §q Etarr, ** Metron **, Val. I, N® 1, 1-Vii-1933;
A comperiron of she Wealth and Netional incomie of sewersl
fmporizat pations ([faly, Frence, Belpiwm, Usird Kidgdom sad -
Umired  Seater) before and afier the mar, Rome, Provvedsiorate
Generale dello Sisio, 1505, : :
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affording better_shelter; g heavier cloth-
ing, all.things th? absorb no small part of the
income. The traditional "lazzarone "

if he is no longer to/be seen in Naples is found
- in many othér countries of the warm-temperate

must be eliminated by ht?;ﬁl_lnﬂidihg houses

zone, basking in the sufshine—nceds neither

work nor expenses to procufe that enjoyment;
but the Anterican, and still more the Canadian
or the Mortherper who wishes o enjoy the
same warmth, must devote the proceeds of sev-
eral hours of daily work to purchasing the
fuel, amortising the heating plant, meéting the
heavier expenscs for his home and his clothing,

On the other hand, in a pawerful, well-or-

_ginised nation in which the sense of elvic duty

it high, each citizen can count on the safety
of his person and his property, on the fulfil-
ment of contractual oblipations, on the orderly

 progreis of public life; whereas in quarrelsome,

tiirtalent countrics, or in those threatened from

: wi!ﬂuut. the satisfactory working of the social

organism can only be assured if a considerable
part of the pufn.t[nuun is taken up with law-
suits, engaged ‘in watching over the safety of

property, inthe defence of-individuals and of

- the community, and in the maintenance of
_ public order. .

It _should indéed not be forgotten thal: if -

there are some widespread utilities, there are
other natural conditions representing - wide-
spread drawbacks. - :

This cills attention to another of thé diffi-

cultics met with in estimating
Goods have a value for s aﬂ?:r not only

from their objective qualities but also from our
subjective need-of them. But these needs in
their turn do not depend only on internal but
also on external factors, Sbu-ulﬂ the external
factors determine needs whose satisfaction re-
+ quires the production of certain goods, ought
we not to reckon this effect as a passive item
 in our appraisement of the contribution extern-
al factors make to our happiness ¢ If we fail

menwsatheﬁmunduhﬂnhuuwhﬂ:'
l:utmng under assets the poods produced to
offset it, we shall evidently obtain an erroneous |
_picturé of the contribution m:.dl: hj' nu:m:l

factor 1o our well-being!
- Looking at the matter from another. mnd
pu:mt, we may say lhar—undr,t I.1ke umdutmnsaf

¥ A
1 ¥

— who =1

:njﬂymmr—luch' factors as the warmth of e . -

mwmnmmt, which in some cases cost nath.
ing as they are provided by a widespread il
:ml;}i as !ugrh :mF;:ht lm:!ux{cd in the[!ﬂtlm:t:g
income, can only be obtained by others at cog.
siderable expense and are included in the in.
come at the high cost of the goods and scrvipy
needed to meei them.

Sometimcs it is not a question of conditien:
which procure satisfactivns but of conditions

which are essential for life: this "meins ths
certain living costs which are not incurred gr

afe rriﬁ\ g in pne country, ml: tn a high figure
in another, .
We shall. r*tum later on to this matter,
Meantime. we may draw the conclusion that
divisible income does nbt afford an accura
measure of tota] income unierstood as the con-

tribution that the whole body of external rati-
~nal dynamic goods makss to our hqppmm, :

and that the comparison of divisible incomes

 exaggerates the differences: existing berween-the

real incomes of the scveral po ulauum

The questions we have so far discussed may
somctimes scem- remote from those genenally
‘considered in discussions on the notion of in-

come, but it is just for that reason that welaye
deemed it necessary o tarry oves th:m-bu:a

in making the *customary. statistical enquiries
in this fields, the fundaimental purposes of an

appraisement of income and the more or les

unreal b - on which that appraisement
is made, have been somewhat forgotten.

6. ¥ Let us now examine matters more akin

to the discussions that are usual in this field, §

and enquire whether a morc or less complete
account is taken of divisible income itself when

making -the monetary estimate of national in-
come. 7 :

Divisible goods are evidently exchangeable,

_and if exchangeable they can be sold. In &

hmanqg income, should we take into account.
;’ of divisible goods that is sold, or
volume #  The solution

given m this question differs for the sevenal
gmupsufgnoda,anddmuuu:ufrh:wukm'

- points of the current estima f national in-
No one denies—as far as I know—that the
estimate must cover the whole volume of agn-

ik

cbural crops, W'fwt-h:r cumummi by pmduq::rl

. oe told (10), for evidently the amoont of the

income does not depend on who enjoys ig, and
it i axiomatic that the dividend must be fixed
before the division can be made.

Likewise the total outpur of domestic indus.

tries such as; in many countries, ;T"“!HE and

weaving, is included in’the calculation, even
if the product is partly and sometimes mmt]y,
ped for Family cunsumpuun :

But of the processing that ngrn:ultum! or

industrial produets undergo in the home before
- being consumed no account is taken in esti-

mating income, even if the same products
when pn:n:cssenl by specialised industrics, are
o ulr: in the marker. Thus—so-far as I know
—1g one includes in the national income the
value acquired by turning milk into butter or
theese or flour, butter and sugar into pudding

Tt hrmljr cnnsuﬂipunn, nor of the _work per-

farmed in L—FP’““MF wouol or kiutl:lng sweaters
or stokings or pullovers for the members of
fumily, nor of that consumed in making, re-
modelling, turning, mending, patching, and

darming elathing, all work that took up and -
il in many countrics takes up so much of

the time ‘of the: housewife,

*Landlord A rents. his apartment to tenant -

{oe) From 3 wark by |, R, Hicgs (The SMMJ Eﬂmr.#;.rl;
ia Introdiiction fo Eromemics, Chfoed, Claresdon Pros, 153y,
pmarkable from several pnlm.l of wiew — which nnl;.' casmic 18
@y handi wien this pper had been weiiesr apd which T akadl
‘keve mocamion o qunte several imes jn the wlng BolEE —

- Viam tat even this made n{gml!ndl.u'e, whileh wiild i.wm""
B be o chices @ one, it not adopied by all, The Authdr,

Fllhﬂ,. inchades in F'odunm dn!r 1o |h.|.ng_1. quuuﬂ: i
uthly the necds of orhers by meams of exchange (efr) pp. 21
1igr) and be adds that ihis definition 5. n- keeping with
B ol income - adopeed  for " calcalating the  Raitish-pational
nme, l'lrnniy admins lihat in these cases im which Lh:

mﬁ!' bans adds o the importance 11[ ke :grlmlruul
madueny wold; -rbenlr.llnh.rﬂfuf Wl-ﬂwﬂni-_

s _'%_Huﬂmnf iculoara] products, lndherma
1

1h:|1.i'r[nqd e af such a

ke adviml wdnlnlugcmﬂ
#hen the habit of sellin apricuimurs] l. 1 be
hhmlﬁ\:‘:hmu na g s defini preduc.

in imcome caly that qul'l,gficul
Hydmmwhﬁum.mummnt-hummn-
Mlﬁnnrnﬂiam It b & methed which may have

e afvaniage — on which -Hicks in:hu—nu'.:.roidmg all
mpbipuiey. but ft exeludes fram Bhinse, gty which it cannii
b dealed belomp ta i, andd whene waloe ean be easily crimared,
!*?ﬁhmﬂ—wm“uﬂrhm:mmu
I, bt i all the comntrics of the weehd, cuecpt perhugps s
England, i‘qrﬂm ‘a qwa?ifr whish  camnot h: ﬂnﬂdtml
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B who in his turn rents his to ©, and the latter
et us’suppose—in his turn rents his to A
The rents obtained by A, B, and C should

A, B, and © were iﬁﬂ % refnaiss In the :pnrt
ments they own, the respective incomes vi-
dently would not disappear, and t!un:iuu
many of the estimates of income—but not all

- —include not only the rents received for im-

movables but also the potential rents or rent-
able value of the dwellings inhabited by their
owners, and this is the rule followed by the fise
in assessing for income-tax. -

But this rule is applied enly to the premises
themselves. Although furniture, . p!:mﬂ:s, or:
naments; elc, are afm rented, and there is a
market for furnished: apartments, neither the
Treasury nor those who estimate national in-
come take generally into sccount the rentable
value of furniture, pictures anmd ornaments used
by the owners themselves, while the_rent e
ceived for them, should they be let, is duly-
entered among the sources of income both for
statistical and Rscal p ; !

The same remar ies to thcuu:nir.ar-_
riages, gutomiobiles, les, and other means

. of transport, which is reckoned in the income

when they are hired, but excluded when they .
are used directly by the owner himself.

- Let us suppose a horse-breeder an account
of old age or disability, or perhaps just because
he has changed his mind and would prefer
«at a given mum:nt to take up another occu-
pation, engages a grooth to attend to the jobs
he used to attend to himself. To simplify our
statement, let us suppose | that he takes, fer in-
stance, to shoemaking, which used to be the job
of his pmmt groom, and that he -receives the
_same pay. For the purpose of calculating the
national income, the present income of the
hnm—ba.-udernrhemuthltni the former
shoemaker, and from that standpoint no change
is called for; but now, we have in addition, in
" estimating the national income, the pajr-uf, the
groom, This represents however for the horse-
breeder a new cost that reduces his private in-
mm,nﬂﬂmcfunﬁ the amount of tlumncml'
income is not affected: thereby.

But if the hnl:bc: were hl:fthhnut for profit
but for pleasure, the wa nCwW groom
;huuld nﬂtthmhemnuﬁ?udulmufpm
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“duction but as an allocation of income by the
owner, and, in calcalating the national income
0o passive ftem would ti€réfbre offset the new
receipt_entered -a%hrhc 's wage. As a
“matter of fact, in“this second case, what should
strictly speaking be counted in the natiohal in-

. come is the pleasure the horse-breeder receives
from the horsts he breds: It shoud be included
in full when he attended w the horses him-
self, apd net of the wages paid o the groom
when it is the who attends to them: But
as a matter of fat-this pleasure is not counted,
Houwsework performed by ‘servants in re-
turn’ for wages appears in the national income
in the form of their wages; when performed by
~members of the family it used not to be in-
cluded. It follow that he who marrics his
“servant makes the national income decrease,
even if the woman does not change her usual
occupations. Now it is a debated point wheth-
" er those services should or should not be count-
edi-and some answer in the afirmative, others

- in the negative, while others again estimate the

national income in two ways, including and
-excluding the value assigned to such services.

- The same problem might be raised—and
perhaps it has been—for the service of nursing
- and caring for babies. The same problem

wider bearing—for sexual services,

It cannot be said that there is no market for
these several services. The occupations of wet-
nurse or children's nurse are two important

might be raised—and this would be'of much

~ sources of income for some mountain popul-

ation, and prostitition has been de as

. the most ancient of professions. /Nor can it

r:

be objected that the sexual services of awife
cannot be compared to those of a mercenary
mate. There are concubines who differ from
wives only from the legal point of view, and
mistresses who from every point of view are

- superior to wives. Moreover, if it be granted

that wives are generally superior from the point

_of wiev we are considering, it would scem to be

a curious mode of reasoning to attribuie no

- value 1o their services, when estimating the na-
h':in:ii:mmn,mudrbecaﬁuthqm;hmx
v , instead of

uable than those of a |
,iﬂ“i’iﬂﬁ them, even if only inadequately, by
samé standard, Is not that the solution
adopted for rentable walues, or, when they are

o f 5
i St

“ ing ones clothes, sewing on

included in the caleulation, for domestic serviey

in the home ? It is certainly a very differ. -

ent thing. to live in one’s own apartmen
or in an apartment leased from another, ang

*i the work of servants, now more than cver, j;

very unsatisfactory when compared to that of
the mistress of the house, Nevertheless, the
rentable value of apartments inhabieed by their
owners is valued for fiscal and statistical
poses by the same standard applied in the e
of rented apartrients, and. this 11u1|ljs good alis
for domestic services performed [

ail, are ysually reckoned by the same standards
used-fot the services of domestic servanis, o
it is thought preferable to value both at a low
rate rather than not at all.

- On the other hand, 3f we afmit that e

services of wives should be'included in 2 com.

plete estimate of the national income, it is dif

hicult to deny that. the complementary services
of husbands should also be taken into accoupt,
even if, in most modern societies, there i
visible market for them, at leait in normal
times, ; '

. Finally, there is the big group of sdf—ﬂ:r*. :
ices to bie considered, services which ;»paggl: yery

often render themselves but which mighcle—
~and sometimes are—rendered Gy others,

+ for which therefbre there is aleo a market price.
The barber affords a typical eximple. Shaving
and depilation are among the oldest adtivities

of the human race.  Some of the most ancient
of the primitive peoples (such for instance a
the Andamanese, isclated from the rest of man-

~ kind after one of the greatest of the glacial pe
riods) shave and depilate themselves with meti-
culous care, and there are few peoples to whom

the profession of barber or depilator is un

« known, ~Among civilised peoples, the receipts
of hairdresseri and barbers form a not negli- -

- gible item in the national income, but no les
_impartant, I believe, should be the v:lu:m.
to the sclf-shaving service most people perform
cach day. Ahn
Similar considerations would hold good for
many other selfservices: driving a car, pushing.
a bicycle, typewriting, shoc-polishing brush-

case of women, curling thei

7 e
their make-up, besides making, or remodelling,

i : : v ﬁ,

¥ membény
of the family which, when they arc valued

. mily, to relatives, to strafigers, to the

! ‘forms it When

ons, and inthe .

~

‘pe mending their dresses and underclothing,

. thoes, hats and other garménts or omaments,

Leaving the domestic circle, we ghall again
find a large .and often important pumber of
aetivities that are not paid,” and ‘therefore are
pot included directly in the national income,
and which, in as much as they amount fo per-
wnal and. not real services, do hot ::[]rﬁf;r in it

* indirectly in the form of dn increase of produc-
+ don or wealth, :

Such are personal services rendered by re-
latives andl friends, more especially on the oc-
cson of anniversaries and festivities, or in

ikt of sickness and mowning; such are the

and protective services discharged by
mpaid forces; such, in so far as they are of a
winal nature, are corvées or other services
wluntarily rendered on the occasion of public’
calamities; such, in so far as they similarly be-
nefit consumers and not production, are the
* hanctions freely performed by charitable organ-
imtions or public offices, from that of juryman
nthmofﬁlihbcr of an electoral committes,
president of a university or college, or dean of
1 faculty, director of a scientific institute or in
many othier administrative, political, o syndical
potitions; such again, in so far as they benefit
alture and not publishing firms, are unpaid
watributions to newspapers or periodicals.

# - It would be impossible to expect that
in calcdlating the national income, account
should be taken of all the services freely ren-
dered to onesclf, one’s husband or wife, to the

# well as of the scrvices rendered by animals
or things and directly enjoyed by the owner.
Yet it is evident that if such services have a
market value they should be taken into ac-
wunt, because every service is such because of
it nse and | use of the
fail to

into account it is difficult to saly what economic
significance be given to yres ob-
tined for the national income. On the other

. band, even if we admit that only afford
1 magh global index of the contribution that
dymamic rational external goods make to the
happiness of the nation, it is certain that the

 Bures thus obtained for different. countries
and different periods; are not comflarable.

4
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e such serviees
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The Content and Use of Estimaes of the Matianrt-laconse . o

There are some countries in which every
family bas a dwelling, however miserable it
tmay be-house, or tent, or hut, or cave—and
others in which d-arge part of the population
lives in places they rent. o

In some countrigs, letting apartmients or
furnished houses, or permanent residence jn
hotels or bo;rdi_ng—hmuu is practically "h.'
known, while in others it is a widespread cus-

Thiere are Far Eastern countries or ex-co-
lonial enes in which, if only for reasons of fres.
tige, well-todo persons cannot avoid keeping
in their service troups of servants whose indi-

 vidual duties are strictly defined and . whose

ranking order is well established, and others
in which servants are a rarity or are unknown.
Among thése latter a further distinction should
be drawn between the countries where the serv.
ices of domestic servants can be, to a great ex-
tent, dispensed with as they are replaced by
mechanical devices and the organisatioh of out-

‘side services, as in the-United States; and coun-

tries in which they take up all the time of the

women on the h ey do in so many
other countries. ;Tgﬂnnh Alfrican tnbes;

. for instance, the work of drawing water, grind-
- ing wheat or barley, and making bread keep

the women busy a large part of the day and of
the night. : .

The services of wet-nurse and children's
nurse and looking after children in infant
school takes up a considerable part of the time -

‘of the population in soie countries, while in

others such work is almost unknown.
Celebrations or festivities which play a great

part in the social life of some peoples are in

the case of some primitive peoples and even

_among certain classes of non-primitive, the col-

lective occupation of the family and their rela-
tions, and entail no appreciable outlay on labour
and therefore do not give rise to cash incomes,
wliereas in other countries they cannot be held

" without having recourse to paid labour..

Public or charitable positions and dunes,
scientific direction and enllaboration which in
some countries are “filled and discharged gra-
tuitously, in other countries are semi-gratuitous,
while in et others they are adequately remu-

ne
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Corvées have disappeared altojether in somie

~ ountries, in others they spill have'some import.
ance, Military servicé~and this s a capital

. difference—is in gome countries on a voluntary

and mercenary basis, while in others unremu- ™

nerated conseription is the rule, and in others

* again it does. not exist at all .
Apart from military service, the greatest dif
ferences from country to country, in relation
to the matter at issue, are found in the regul-
ation of sexual services. Mars and Venus have
always been gootls whom it has been difficult
to control, ' i
There are some countries in Central and
South America in which most babies are born
- out of wedlock, not so much as the result of
. ‘unlegalised unions more wrorio, as’ of extra-
conjugal relations with kept women, of whom
a man will often have several, * If attention is
. called to the irregularity of such conduet,
the citizens of Latin America, not disquicted
by wuch_remarks, reply by assuring you that
quivar, their super-national hero, had this hab.
it. The First Citizen of one of these States—
the first also in this respect—thus had a Lun-
dred or fore children, all illegitimate, . OF

course these relations are hot always formed

*  with a view to offspring, and are not always

/

I

- prolific. When I was in Brazil some twenty

years ago | was told—] must however say that -

I did not check the caleulation—that the pas-
sive item arising from the sums received by a
. hundred odd French'” cocottes” weighed as
- much on the balance of payments of the nation
as the remittances of millions dJf 1
grants. Now, for the pu
income, the expenses incurred for these: mis-
tresses or courfesans, which st fgure in the
man’s income, should of course appear as the
professional incomes of the recipients, differing
in this from the expenses for the maintenance

- of an ordinary bourgeois family which appear

only once as the recelpts of the husband, and
 are then considered as allocations of his income,
_ without repfesenting a mi{a ponding entry re-
-~ ceived by his wife, _
_« In Japan, the houses of pleasure and those.
International Institute of Statistics lield its meet-
ing at Tokio in 1930 one of the first reccptions

- T s s s

i ey

thoroughly well organised
4ind socially recognised institutions. When the
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iafl imimi-
£ appraising

. the Western civilisations nedr to the primitive

- ""Mew Cytherea ',

~ mal times.

‘her business, and more than her business, her
- pleasure (delight in.giving is characteristic of
that people) to invite all the families of the
community toa banguet, and among them our
Datie; who ‘was net a little embarassed at shar-
ing in the proceeds of such transictions,
MWilhwl crassing the oceans or B&Dm back-
wards in time I think it would be Iﬂ;l;cult o
" drawr up a reliable balanck-sheet for the Euro-
countries occupied by the American t
‘without taking account of the flow of goods
received by the 'Eirl friends of the soldicrs,—
and extended by- them to their families and
intances—as a retirn: for their feminine.
favours. There are some localities in which
we may well ask ourselves whether they were
‘more indebted to Ceres or to Venus for help-
ing them 1o muddlé through the tragic winter’
months following their liberation, Yet all this
# litthe compared to_what happens in the Far
“Eagt in times of faming (and in some regipns
famine is permanent [} where not only the serv-
iees of thE Women, but the women themselves
in their best years—and in other ages at least
they weren't so particular about the scx either
—arg solid by those who can dispose of them.
s this circumstance that explains the different
coiwideration in which the girls of the casinos
arg held by Japanese and by European :u-:i:t{.. :
In Japan nr:mt.nslnuurommhﬂu,?i: .
who have let themselves slide down the fatal
slope of the temptations of the flesh, but, gener-
ally pood domesticated girls whose fathers have
wld them to feed their families, or who in some

offered to the puests and their ladies was helg,
on the invitation of the Prefect of the Capital;
i the house of the geishas and was in no wis
inferior in decorum and elegance to the othey
offered us in Japan or, on other oceasions, iy
other ‘countries, Here again the receipts of the
houses of pleasures or of the houses of geishas,
which are said to amount to very high fgures
should of coursé be reckoned as the professions]
incomes of the damsels and of their respectis
impresarios for the purposes of the citimate of
national income, ¥ o
There is no need of similar institutions i -
the Unjted States where the emancipation of
wordeil and the equal status of the sexes hy
practically reimoved all difficulties in the way
of sexial relations between unmarricd people;
thus bringing from this point 6f view (one
mdre extremes mect) the most advanced of

Polynesian societics whose customs led the Ey
ropean exploress to call the Island of Tahiti
But widespread as
relations may be, it is certain that neither in
the one nior in the other country do they appesr
in. the calculation made for the national income.
The disturbing factor represented by sexul
services acquires marked importince in Sbbor-

. Among many Polynesian and Esquimo po-
pulations -the arrival of a European ship was
a source of considerable contingent gains, being -
a return for the favours granted by their wo.
men with the full consent of their families and
in conformity with local customs. And when
such fetirn took the shape of metals valusble
to them; or of arms :ncremuli of special eff-
cicney, it sometimes reversed social relations of
wealth and power. The first Esquimes and
the first Polynesians who succeeded, by some

prents from starvation; so they arc pitied as
victims when they are not praised as heroines,
istead of being despised as immoral or de-
- These examples will suffice to show that,

ns ther, in ine themeelves of 2 wder more or-less exceptional circumistances,
: m "k':?irﬁum 1. J;.'m:. bmm:gnll-' i A ' twould be vain to wish to leave out of accoudt
. Danish explorer, who had married an Esquimo sl gervices in tng the income of a
and lived with her in Greenland, tells us the wantry and t how that jtw
spicy anecdote of a lady of that country whe, and also—given the importance they ty

atin—misleading to disregard them even un-
dr normal conditions. :
. Differences no less marked than in the case
of sexmal services, are found from one coun-
- Iy o another in the contribution made to the
Baticinal income by self-services. On the one

y authorised by her husband, distributed
her favours to the crew of a ship which had
called at that port, and who was so busy with
her work that in the ion she lost ho

trousers (women dm%;;@l pusets), but she
accumulated such a fine sum that she made it

-
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. cates have sacrificed themselVes to save their old —

- ﬂ’
hand we hive South American countries, where
anyone belonging to good society would feel
degraded’ by carrying the smalleat parcel, and
on the other England where even the mem-
bers of the Cabin€t carry their despatch-cases
themselves, and the United States, whiere the
millionaire thinks it quite natural to carry his

. own suit-case fo the train and where one ma

see, s 1 myself biave, a president of a college

- house, no langer young, walk bent under the

load of books he was returning to the library
before going on his holidays. The richest
American drives lils own car, travels with his
typewriter ‘on which he himself writes, and,

- hesides shaving himself, very pencrally cleans

his pwn shoes, brushes his own clothes, and, if
necessary; gets his own breakfast ready, to the
delight " of | 'Leri-.c:m- servants at finding their
employers so well trained. All these are sefv-
ices which in Europe give rise to payments on
the profit side of the national’income account.
Though the rule may be subject to-notable
exceptions (11), it can be said that the personal -
services not taken o account in estimates of

income, tend to becom and less important
with  the relaxed ﬂ?ﬁ of the family

group, the ties of reldfonship and community

ties, with the growing. emancipation of wo-

men and children, with the more complex eco-
nomic organisation and the division of labdur,
and with the progress of book-keeping tech-
nique. We may therefore expect that, territo-
ri:fl:f considered, the difference between the
cash incomes of the several countries will, for
these reasons also, be exaggerated when com-
pared to their ttal incomes, and that compar-
isons between one period and another will give
an cxaggerated impression as to the increase of
national income. - o

These personal services acquire exceptional
importance in times of emergency and, in the
economic cycles, during periods of depression,
when people cut down their expenses, and on
Ir.h:'mh:r hand they fall below normal in pe-

11} A nbrable excepii mqhm:drm.ﬁrmhﬁkor
und:‘;'lhem:nnn;q:.m:i. !.f:pl‘trﬂﬁl.'nfum_ i
expeeeed for married people as compared to wnmardod — @
n!uhn)m—_uqiﬂuiukbilﬁﬂi_iﬂm' ,which to &
large extent anly regularise precxisting extraconjugal melatians,
Bf ibe mational income, a3 commosly usdensood, could be s
eurarely meavured, it wold o wich Gen be seen o have
diminished conaiderably. = ;
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~ riods of business ::[p&n:imi and in times of

. exceptional prosperity.

- li—as I have said—we cannot hope tb ren-

der comparable inco hich so many and

such impartant factors dre neglected in varying
* degree, it will néverthéless be possible to make .
them less heterogeneous by taking into sccount,
_ if only approximately, another Fm:tnr also gen-
erally neglected biit of great :mpﬂﬂanc: 1
refer to the cost of producing, m.nmlaang
and amortising human capital, with which |
will now deal, Mot however, before -speak-
ing of another cyuse of errors that, under some
aspects, acts in an apposite d!rcctmn to the
former ones, ;
¥
o B-IF s we have seen, -m:m}' goods and
services are neglected in the estimates of na-
" tional income, on the other hand there are
some receipts which are incloded in income
and whiich, in whole or in part, do not corres-
* pond to an increase of goods or to a prestation
(of services.

. #In this connection, we think at once of the
proceeds of extorsions or swindles or thefis or
_plundtr and it is to exclude them that some
wrifcrs define income as limited to receipts
arising from activities which come within the
. purview of the law. This limitation is how-
_ mrmbmdunthcumhund tﬁunarrow

on the other.

Even in normal times I.'Euu‘c are some |H¢g=T
activities, such 2s those of the smuggler, which
undoubtedly represent a service rendered tn the

even if consumer interests fall foul
of those of the Treasury, and dpri g and after
the war, the " black market”, forbid- -
denin many countries, devel ofl an enorm-
ous scale, and—it has been said—that it de-
ur;u tnh]la-.-e a n'll:numtﬁt raised in its honour
as’ but it a larpe part of the ton
would have starved h:rpgﬂtli. pﬂpula
On the other hand, there are some

allowed by law from activities which produce

_ neither, services nor an incredsc of goods. . Such

in many countrics are the receipts obtained
. by begping, and all those that are fed by
alms. If the receipts of cardal should
mdud:d among those that arc illegitimate,

-honestly arising from games which, are .

" not m!uuvc]}r g:m nf chance bdong w0 the

¥ b _,-f Pt

" fore tends to exa
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category of legitimat= earnings, and, in -llu '

casc of specially skilful players, they may b

a normal source of income, but they canne

be said to correspond to a service rendered L)
their fellow players who lose.

It cannot however be said that all these con.
siderations give rise to serious difficilties in e
mating the national income, because it is alwap
casy to exclude from such ::a!l:u!atmm the 1e.
ceipts From alms, charity or gambling and .
milar sources, and to include those of smy
ing and the black marlrt, - But- the diffi
arises—and it would 1o be ot thit cange

be casily overcome—when we are dealing with

,f:l::lpts that correspond in part to real servios
or irndu:ﬂd and in part only represent
transfers, whether -licit or illicit. :

~ Tao what extent do the receipt of the fore
staller, the sptulator, and in gencral thos of
the trader understood in the widest sense of

the word, really correspod to services rn
¢ dered ¢ Hut without reason did the ancienn

‘cansider Mercury as at one and the same time

_the god of merchants and of thieves. Andids

the scrvices of other professional men, such as
physicians, or lawyers, or accountants, always

correspond really a,nd entirely to seivices ren-

dered ¢

som, but also,sand. radically, from “co

to country. Thus we ‘Westarners claim, that
their honésty is much greater in our-countries -
than in those of the Near East. On the other *

hand, there can be no doubt that commene

and the socalled liberal professions acquire
growing importance with the development of
business activities and the level of national pros
perity, so that we should consider that—otho
things being equal—the amount of their pro-
ceeds which, viewed from the standpeint of
collective prosperity may be considered as ficti-
tious, is higher the higher the national income.
This inaccuracy in the estimate of income there:
ate the differenos
which rull}' cxist in incomies in time i-ﬂdlim"-

g - lfin e:hmaung income we r.lmduct from
the value of the products the cost of raw ma

terials and of the energy—physical, animal or
human—employed |n}l:|5;,£ﬁbgun+nrlhl.
e :

A

i

The honesty of I:r:ld:nr and pmfcssmml mi¢h
_ certainly varies, not only from persag. to

'ﬂhm“mmmh
- the ooat ol the n

: ﬂhhﬂ:hmm munt.du,,m even Encom m
“Mhm "!mﬁﬁ—‘-ﬂgﬁ;h
=4y run paralle] 1o the first, is ot jn itelf wificesty On the  *

-
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incurred for the urkttp and amortisation of the
tt, there would stem to be no reason. why

e should not deduct from the value of human
~ ervices the cost incurred for feeding, clothing

and lodging the worker, for keeping him in
health, and for his training, as well as
for his replacement by rearing new work.-
ers of like number and productive yield, Do
we not do this when estimating the services of
aoimals 7 And was nof, this done, is it not

_apa'r, in valuing human services where slavery

iled or prevails 7 The change brought
abéut in civilised countries in the legal pmmun

e ‘the worker, Lannot alter the economic cri-
_ieria to be followed in waluing his services.
The principle, in keeping with this point of

wiew, of excipting from taxation that quota of

income the taxpayer requires for his own keep

and that of his family, was accepted since an:
dent times and is penerally speaking recognised,
in modern socicties, even by the Treasury (12).

= In this respect~iperedible as it may seem—the

Trnmrjr is more advanced than many cconom-
iss and-fiatisticians who - object—sometimes
with speciots arguments—to making similar
deductions’in calculating the national income.

The arg'l.u-nent advanced by hguuﬂgem:tlly_

w icute in his analyscs—is a specious one when

be sustaing that the cost 'of maintenance of the
warkers should not be deducted because if they

were not working that cost would be very iittle

reduced (13). Just fancy what an entreprencur
of animal transport would say if, when draw-
ing up a contract for his’ services, the other

Eﬂy were to claim that no allowance should
e made, when reckoning’the carrier's expens

{2} This i ahe reason pencrally given for the exemptinn

# the " subslaience minimism ', See Eniaupd, Corre df siienns

delle fnanze, lnd edition edited by A Wil Tairla, Bocd,

ll-; p\. 153 F. Fuoma, Menwaly dells seiemea deile- finanze,

Leghorn, 921, p. ‘245, The ohjection has been

s mow been sar i lnd
st this cxemip now jastificd by the

wuultl excead  the yield of I]:I:

*hﬂﬂﬂm Second resson sdduced would - jusify the ex-

. #Iﬂﬂulm.dlm. imzomes, but m:'&gwmpdﬂn_m a

h&m]mmuhnl’m-ndnurhﬂrm i
{11) 5o on this maner A. Pioou, lacosme, ..{lhl'mi-mu

& Eowermics, London, Mucmillan, 1546, and our sricles

Metomel focome, in a fanes Naslomale del Lavara QNIB:CH'

| M, Mo s, gy 1ae, 6.1-

* countries. It is impossible

p———— : '
ses, for feeding and sheltering the animals be-
cause evert if they were not working they would
have to be fed and sheltered all the same | An
accountant, if summoned to seitle the ummn,
would not fail to. ohsérve that, in addition o
the special expensts connected with the specific
work performed, there are, in all businesses or
und:m.hng:, overhead  expenses - inseparable
from their existence, which are the premise 'pf
any form of activity and which must be re-
funded no less than the others,

Now, for the purposes of international com-
parison, it is important to observe that thesub.
sistence expenses may weigh in a very varying

degree on the balance-sheet of different coun- .

tries, varying with the climatic and hyg

conditions of the country, its social habits, rju:
length and severity of the work. The Jonger
and heavier the work, the greater. is the wurk—
er's need of food, and, other conditions being
equal, the preater will be his consumption of
clothes and implements. This. represents a
material cost of work of which, as we s at

 the heginning, account should be taken. Put;

abave all, the cost of rearing the new genera-
tions wnghs very differently on the economic
balance sheet of the al nations, depending
an whgth::r ‘they Em.'i%:mt_ or immigrant

r anyone to under-
stand how the portentous wealth of the United
States has been formed and why the poverty
of many industrious and intelligent European
pnpu[alinns lasts, if account be not taken of the
cost of rearing the emigrants, an expense which

s these populations have met for over a century

to the sole advantage of the immigrant coun-
trics, Almost one third of the new generations
of workers employed by the United Statet from
1820 ‘to 1930 was supplied gratuitously by the
emigration countries, most of which were Eu-

. ropean, and the sums that this immigration has

;nablcd America to save, if invested at 35—
low rate of interest for the whole of the -
covered—would definitely exceed, as 1
have shown, all the wtaiﬂ: at the disposal of
the United States prior to the lm economic
depression (14). : -

“(tg) The deniled demonstration of this is given In the

“ artiele Eurapa wed Amerika; ewei. Welten, published fn * Wels-

wirtichaliliches  Archiv *°, Jely rgga,  The ressls have been
‘sumnied up abio in the lectare: America: wiepe dF lavorsiord,
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S As oo the variatons . which - ocrar
income in the ety of rearing, inclusive of prefenbanil educa.
. i and rrafiing, it sbould be rememibered thit o labotser or o

alih

The principle that in making a comparison
between the incomes of the several countries
it is necessary to deduct the subsistence costs of
the population, taking nt of the special
conditions and exigencids of each of them, was

- made ise of by #ie amd fully accepted by the

American delegation during the negotiations
concluded in 1925 for the funding of our war

* debits with- the United States (15),

Mot only should subsistence expenses be de-
ducted, but also those incurred for professional
cducation and training, and ihis is" very im-
portant in the gase of international compar-
isons, because, while it is quite true that both
these items vary in time and space in the same
sensc a8 the variations in income, yet subsist-
ence costs vary less than propostionately, where-

" as the total costs of rearing, inclusive of pro-
 fessional ‘education and tr:tining,, vary pmbaHr
in a more than proportionate degrec,  There-
fore, by deducting from income the sole costs

* of subsistence, the differences from one coun-

try_to another and from one period to another

- arecincreased, while if we deduct also the costs

of professional education and training, they are
attenuated (16). : e
“Such deductions however can only be reck-

oned very mu%hl}' in the best of cascs, as they-
. should not include all household expénses but

only those required for the conservation of the
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necessary number and "productive efficiency of .

the human capital. Therefore, not only must
superfluous expenditure be excluded, but it is

also necessary to ascertain whether the popul-

- Cento Bt di Snsdl lrn-ndﬁnl. Romc, toqo. and din the ardde;
" Jume,

Uing mienk faporiita, ' Rlvius di Dolitica
togs (mamdation in Spanlsh; in = Revisa
logia ', Wal. LI Moo ¢ and 2, sgan) asd will be g‘mmd
again in an-article emitled Apparear Courer and, Real “Conrer
of American Frouperity, o be publiche? In the rist e of
ahis Revicw, =

(15} Sez the mer ht
nate jgj. :

{16) On the effect of Bnberational comparisons of the dechie-

A compar;

b tion of sibalience e, see the memorandom queed 1 ik

peevious note asul the addicm on La

ricrhenen somparsts delle
mamowi_ qyoted in note (7). s

with the vasfaslne in

peanant panlly belag up an their incomes large families, whereas

pareens of the middle or upper clanes can barely succend, -

icapd de Sogio-

;oer, quoted in

'Whﬂﬂﬂ'ﬂmhﬂwuidﬁ:inmdnhﬁhmuvj. £

L in giving three or four chiliren sn education in kerping -

“with thelr sndial positioi. i

4 E } i £
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ation is increasing or declining numerically, -
and the major or minor degree of its technigy
progress, so as to eliminate the bearing of such
factors of evolution, " -
Mor is it an easy malter to discriminate he
tween essential .and superfuous expenditure,
Is tobacco, for instance, to be conslidered sliper-
fluous when so many would rather give p
bread that cigarettes ¢ ‘Besides the cont of phy-
sical subsistence, we must take into account
that of those which have been described 2
" psychic subsistences ™', for -which it is much
more difficult to setile th{: limits ¢1=). |
Should it be possible to make this deduction,
however approximately, in a satisfactory man.
ner, ‘it fwould, to a large extent, fron out the
difficulty_of which se have spoken in drawing
comparisons between incomes in space and in
time, in so fur as they depend on the divene
importance that real and personal serviee,
whether rendered by others or by onesclf, have

¢ in the several countries. These services are for

the most part essential to tiic life and efficiency
of the worker and his family, and their mijor

" or minor importance will determine the major

or minor deduction of the cash income that
must be made for the production, maintenance

dnd amortisation costs of labour. IF this de

duction be not made, not only do we not eli

_ minate the difficulties met with indrawi

comparisons, but further causes of uncertaily
are introduced, in so much as subsistence costs
vary from country to country—as already stated
—and on the other hand, if in the course of =
time they tend to diminish with the diminution

of the duration and laboriousness of the work,

on the other, they tend, to increase—and this
tendency is predominant—with the growthof
technical progress and the consequent needofa

longer period of snr:&:sdﬂml education and
iraining, and with the growth of psychical sub.
sistence needs:

Alconspicuous objection to the proposed e
ductions may scem to be afforded by the fact

~ that the satisfactions derived from consumption.

decline with the quantities consumed, so that

{r7) For the disinction drawn between ' physical mi-
slazences '* and ** paychic subsistences ** sor more erpocly L
Bari srienificke dells politica dells popolesienr, 2 smndy i
given at the Rofe University, colfected by Dr. Gaulio Rape, -
Rame, [stituto di Stuinzica, 1931, ER ] i

N :

" ariterion of satisfactions-i¥ not the only ofe to

“niction. between-income and the consumption
- of capital. e

*umed, that they 'be replaced, or that, in finy

The Content inil Use of Estimated of the Matla [ncome ahy
come should include only the increase of such
goods (material goods and population). (18)
Now both the premise and the deduction
are disphitable, - S
As regard the deductions, it is inaccurate to
say that by dedueting the production costs of
human capital all expenditure on consumption
is eliminated from income, and that m];':ﬁ
net increase of goods existing at the end of
period would remain included therein, The
fact is that only those consumiption expenses
necessary for securing new products (natural
or human) would be eliminated. All consuinp.
tion expenditure on superfluous goods and serv-
ices would remain included, i
When we talk of dynamic goods we mean As regard the premice, it should be remem-
aents desired in so far as they add uility to  bered that man is both a consumer and a pro-

thote which afford the greatest satisfactions are
Fﬂ,’ulr those cssential to the subsistence of the
lations. ; : .
Following the same line of thought one
might reply that the need for goods essential
i subsisterice, corresponds to suffering that the
atisfactions derived from the said consumption
IIII_T' m[xw' : \ i
Moreover-it must be pointed out that the

which one must refer in deciding if certain
should be included in income, for such
a griterion. would not allow of drawing a dis-

‘those already existing as represented by static,  ducer; he is indeed the end but also the instru.

ment of production; it is a mistake to consider
only one of these two aspects, nor is it accurate
to state that the ultimate purpose of economic
activity is the satisfaction of human desires;
the ultimate purpose is the satisfaction”of those
desires that exceed the needs of life and pro--
duction. For this'reason animals do not carry

_Anather striking objection is formulated by  on economic activitics,g r do primitive socie-
Kumhets, an American writer who ifi the last  tics that limit them '
few years has devoted many and important live, form economic ies. Economic activ-
studies to- the income of his country, and has - ity only arises when a socicty riscs above the
o traced the matter back to considerations - animal mfe of production and work is carried
ofa general character, on, beyond the point required for assuring the
 All forms of economic activity—he remarks  mere necessities of life. (rg) :
~have as their ultimate purpose the satisfae: As we have observed from the start, income
ton of human desires, and in estimating na-  tends to meastire the' contribution that external
tonal income the purposesis to measure the— rational dynamic goods make to human happi-
wniribution it makes to this end. Nationdl ness, and happiness only begins when the es-
m is for man; and not man for the in- Sﬂlﬂiﬂi needs of life arc satisfied. Blﬂflgl.ﬂ:r that
wease of national income. Man should there-  point is reached, the satisfaction of desires only
foee be considercd as a consumer and not as a  represents the neutralisation of the sacrifice re-
ol forthe production of other goods and’  presented by the needs. i

gods.  Their estimation presu s therefore
that the static goods should ﬁm partially
awumed to obtain-them, or, if partially con-

e, the cost of such replacement be deducted
i the income. And this holds good for
human capital as well as for other static goods.

sevices, Td n'nnagﬂ ilnwmu must therefore e e
mrespond o value of the gopds 10 - i just discussed is linked
it economic activity places jt the service of  to anothier inherent ?u the estimation of in-
the consumers ir_qlgz: period considered, plus  come, a difficulty arising from public ex-
tie net value of the increase of instruthental '

{I!:I 5. Krrxemn, Katiomal amcomey A runr af Fe g,
Natiosal  Buresu of * Economic - Rescarch, Nj::rrhtﬁ:d:;;,
P 183116y Nuriessl Income and i Comporition, Mational
Bureau of Eoonomic Hescarch, New Yook, 141, pp. 768,

- {0g) See in this comnection, ibe article The epaliiion of rhe
Fiyehology of Work sad derumularion, in "' Biscs Nazienalc
del Lavora Quarterly Review ', Mo, 4, Jamaary, 5. 1948, p. 207,

[ods as shown at the end of that period. It
weld be justifiable to deduct the cost of pro-

ction of human capital only if the ultimate
Purpese of cconomic activity were the mere
crease of available goods, in which case in-

et o
R 4

working in order to



' Undoubsily Income consiats of kit which

88

# penditure (20}, Should_such .e'!t nditure be  purchasing power of money which amounts -

added to private incyines *net taxes or—
and this in principle may seem to amount to
the same :hingmuhéuﬂ these incomes be cals!
culated as gross of taxes ? Or, if the first sys-
tem be followed, should we add only part of
the taxes, or, if the second is followed, should
or should we not deduct part of them #-

As a preliminary, we would point out that
—even Limihﬁ ourselves to considering ordi-
nary taxes and® expenditures—the two systems
above mentioned would really be equivalent
if all public expenditure were met out of tax-
ation.  But, as is well kngwn, this {s not case,
as the State may, and notoriously does, have
recourse to other resources provided by the in-
dustrial enterprises it upuitu, by rents or royal.
tics obtained from leasing capital goods and

. national property, sometimes by interest éarn-
ed on loans. It should be added that as far as
“direct taxation is concerned, the alternative of
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- Great Britain (23). Here

considering either the gross or the net income

offers no difficulty, but when it comes to in-
- direct taxation the incomes—if due account is
taken of the purchasing power of money—are
practically always estimated net of it, in as much
as, when such taxcs fall on the producer, they

are considered as eosts of production, when -

they fall on the consumer they lead to a rise of
the purchasing prices, that is.to a fall of the

{20} Sez pm ikl polst ey report B9 alcune oircocfanee che
arj fempi- modorni dendono 8 far appariee Cimcremicste def red-
dife. narionaie maggiore del vere (lualisn test and French wans.
lation} presented in’the XXII Senicdl of she. Igternifional Insti.
fute of Sadsies, Londan, 1534, and miblichel in ¥ol, XXV,
Part 11, of the " Bullesin of the It Init, of S36. 7", 1935, p. 228
et se. The ressoning balds pooed Bn o f2r asthe index number
of the purchuing gowes of mesey & correcily iloalaied from
the purchasing prices paid by ‘tosmmers majored by indirect
tation which £l en them, while, lor the purpose of estiinat:
ing incoene, accoumt must, of couris, I mken of the sle®

® ' fa1) See my remarks dusing the discasion of "HJ!F

a reduction of the money income,
Therefore, in practice, it is advisable o ful
low the first method, and the problem that iy
to bé solved is whether the total amount of
public expenditures, or only a part of it {and
what part) should be added to the incomes of
private persons, after dedustion of direct taxes
At one time the Arst solution was the gne
mainly adopted, all taxes beingconsidered a
the equivalent of the real services rendered by
the State to its citizens. 1 have frequently had
uﬂ_:isgu to femark that this is justified in the
case of expenditures which directly satisfy con-

sumer wants, but not of those which are of
benefit to production f21), angd the objection
was recently presented once more in'connection
with the calculation of the national income of
in there is a fall-
ure to deduct some expenditures which lad

whmitted by I C. Stasr on the oocwion of the centenary of
the Foyal Statiatical Society of ‘London, entiiled Meibads wed
fn Difiereas Cowntries for Ertmuanag Nasowal Inrome, " Joom]
ool b Royal Searistic] Seiety 7, 1ggq, Part H, as well
the repeet quened in the previous notr, presenced o the wuks
of the Intermations) Tasduise of Stativics held i ifde g
occaslon, For the preoedenty on this matter, see rhe
presenied in 1gi o the Tokin sewdon of that pme
under the difle Lo Teterminssinae Jelle ricchezsa ¢ del midis
delle nazioni nel dopo puerra ol lors Cionfranto rol prriade
beilice, publishad in the ' Budl. de 'Inst, Tnt, de Swat ", Tess
XXV, 3me Livr,, 'p. 358 o1 sy and the contiderabon e T
necied iherewith, tostainsd in the va'vme L'ammanioe ¢ &
com paririone drila niccherra defle mazioni, Torin, Poco, wy.
PP 1507 See aleo, in connecton with thess [y, the o
rila L. Etmavor, Dl courdrtro preliero delle impode & é5
IR £ § aulla reluissione ol reddits ‘o della mochezsa i
parer, in " Riforma Saciale *', May-June 1gpg, and I‘Ml’ﬁ?
roae del detito pabblice aclle relwizsioni drils ricchezes dile
saeionr, in '* Ball, de I'hist. Intera. de Saad s, Vol XXVII,
11 Livr., 1935 (hoth roprimed in Ssppr el mipermio ¢ fleps
s, Thriey Elaadi, 164t) an well the debate ihat sk plee at
the Tntermationsl:|nstizute ‘of Statiatics following ca the proc:

peices net of indirert mxss, and 12 alse in view of the |
risons in space smd time, We sannot; stherelore, scorpe Hicke'

spgestion t0 add o ihe din ea income dhloced from saler
© prices, the yiedd of bndirecr pes, when we are woapply o,

the datatin questing the Index pumbers af-the pnchasing

S
of (ke oumrency, which ane hasel on purchasing prists Isthave

of indirect tices (see The Social Fi oo, po o5k
praxhicer obiains
< fremn the wile of Bis producs, and the addition which the State
ina frem it dors not belomg o the i income, wheress the
uing power of that income o mcasired by the prices the
are, on the conteary, inclusive of the levy the State his made
throisgh indirect wxarion. We mide oot allow o o be
sBed nto bevew by o deslre of symmetry which, in this caur, does
0ot coneapond with the frarpose of the research.
o ; i
1 I oy

- redipicat mgi pay for seouizing goods and services which prices”

o

ratlon’ of the sccond casay (" Boll. de 1'lend, Intern. de Sut 7,
Val XXVIIL ¢ Live,, pp. 1ad-1604) : ;
(z3) E.H. Srowd, Publie Erpenditure in the Naniessd
in ** Economica ", Val. X, Ne 38, May 13 Bmx
quosed twn woeks in support of the solution sdvecated by b
and by me: Dar deutseher Volkeinkommen vor wmd nach dm
Kriege. Dearbeltet im Seitiniichen Refchasme, Einpelsachrifes
ziir Spatiik der Dewtschen Relchs. Ne 2y, Derlin, oy, o
G, Coaw, Public Revemue and’ Public iiwrr iz Nesoad
Iarome, Val. T ef the " Spadics in lncome and Walh '
Mpicas] Borci of Eroromic R New Yeek, Dim. .
Colm's work was followed by discmsen, - bt
neisher Colm nor any of thine ‘who ook par fn ir, s
ll.l.ﬂ'lunnf:lb:rlp&of Him,hﬂt?m
of the previous woeks quoted i the notes [mji:liif.ll'l-_
i - : i

e

o

i an exaggerated estimate of the nitional in-
Some have replied that on the one' hand

it s practically impossible to draw a distinetion
hetween the two groups of expenditures and
that'in such conditions it proved advisable to
- neglect the second  grou

e

plies that this was consi
parison with the first (23).

¢ :
o o[ See Sumpos peply, publiched sl im ihe pumber of
e el of the Royal Smtitical Seclety, mentioned |n
e fai), the wolmme, already ciied, by |..R. Hices, The Sociaf

* pumtwork, and the article by K. W. Ronecawn, Public Er-
peadinare i the Ninional [erome: & woir, in " Feesemics ',
Ve, XI N® g, February igyy (In that sme pumber Stern's
iy i published). - Hicks in panicalar writes: * Pelng unable

w w3 lne, Bridh swomticisns Bive invariably decldnd o
the assinanee given by the public services o he pro-

fation of oher goodip they trest il whale ‘of the public
wvieed a4 ddivect serviden, ministering o conmimers’ wan in

=t e way m peion goody do . {0p, dt. p. a3q)
“Smile puerions are made by Botheekild whiorefers ofia
[‘mr:a"‘ni@m fa befen the method follewed in the

it Papers on the liee ol the rules proposed

FE Muse and B Srowe (The comsrucion of ;I"#.I'ul:lrj
Netonal lacomr, Erpenditure, Sseings, and - lsveitment, in
" Eegmomic, Jesarnal ', Jane-Sept., 1541}, rules ahich he con.

bz, o8 public expenses. It seoms bowever that the rule
Figens w2y & fferent boe and conslitad in’ deducing incemc

hﬂmmﬂlm“wwﬂ o be offict by direct 1z
#me (hich - weald not therefore ke deducsed from  privaie
o), dnd productian cxpentes by indireet taxation (which
s therefore be deduceed).  Accordling pa Stern, thew hypa-
fea came near 1o the et in 1o38 but net j8 ogn (ses ke

* mgly Rothachild above qooted). g
In b case af the Unieed States, several sutbors adepta

The Coating and Usr of Estimues of the National [niomne

which obviously im-
ered secondary in com-

sdeed consivied s mdding o private incomes; het of all
maly adopitd by these authors and fallewed in - the White |

b privite revenises inclusive of direct taxes, in as muchk s

-

%y

But the first of these arguments is inade.
quate, because, cven supposing - that the dis-
tinction cannot, in practice, be made, the prob-
lem involved should be solved in principle,
Lanﬂ, on the other land, a distinction, even if
it be but approximate, can tertainly be-made
for a large part of the expenditures, sufficient

National Butcis of Economle Ressarch, Vol X, Mew Yok,
947, poagh ;

It mise por, hewever, be feogenicn that — s has abread
bln.n recalied — ondimary revenued may - be fed no n?[y h-;
divect and indirect eatlon but by the proceeds of the pripernies
of olber ecomomic activities of public -badies which in some
countries are, indesd, of copsiderable tance, a ~fyon ghe
fact that ordinary expenditiie s pot ':1::;1 mel MP"E the riles
of soand finance would roquire — by erdinary revenue recxipts
but_aften by movements of capinl,

In the ‘tawe of lialy in the financial year igpe-35, Dr. Glan-
noas his caleulated that of 31,6 micliands of mational seveplie,
3.8 were provided by movements of capita], 1o by advanets or
reimbuzicments, Lo by the revemie from natiens] properties e
Government economic aetiviien, 4.7 by, direcs taxation, and 12
by inadieect tasation; The yield of direct pusisn wes sherefore
considerably befow oonssmptics: expenies which, gesoniling 1w
Gi '3 caleulaticns, di A Furthers o in the tewt of this
paper, amoused 15 6.8 millisnds, o thay, if anpone bud {eflowed
for Tualy during that fiincial year the role faid down ‘s the
White Papers foe’ ealeulating incoene, he soald’ have oheained
figures considerably helaw t f&!,

In mfil}'.r]m hrpﬁhﬂ&p
af a fived ‘ratio Between cn

eql.li.nlmm,m;'mi,_
iption expeaict amd direey tax.

< ation an the one hand asd peoduction expenics and indirect

‘tazstion on the othee hay peither 3 theewetical nee an empirical
leundation, and, if §t may be approximatly correct in one
yoar o in ofie poontry, i omay be very Bar frem conrect dn
otbera It s indeed known that the relmive importance of
direet oo indirect tacation, a0 lon than thet of revenues frosm
proporties has presented sysiematic variations in the counie of
time, and differs todiy very widedy fromn one guenury 1o dnather
Mleor particulars on this maeer, the reader ean conalt, for

¢ imdsnee,  the Manmale dells fn"mr' delle F‘.F.l;mm.-1 M’-

n;muim.:d by F. Froms). It b koown in particulsr that in

#Eoent rule, and admic et eonmimpion are equalled
by ihe diroct iames paid by isdividuals fefr. e werks of
L Keomem poblished by the National Durcau of Ecomomic
betiech: Natisas! Produst in War Time, : Natfa-
sl Product sizce 1889, vogh, p. 31, Netiowal I’gﬁnfuﬁ:f Swme
vy of ‘ﬁf. 146, pp. o33-533) and therefore, if 1 have
edrtnd’ m righaly, Fﬂdut‘li:u expenses would be equalled
indweny o

b}

o pre-war PHH, while

Dﬂnhm‘h i e which Endirect taxes excond

prafucion cots, sa that the difference be added 10

i Boris] it e e
Comncil, World Staistieal Congrens, The i

Uy of National Income Stativies, by Dr, 1. B, D. Dni::

nal peviods, and mere especially in periods of inflisan,
the importance of disect taxation” declines, 81 f1 prcsippoes
lnrdrll!rpﬂdlhbﬂl!}'ihlhr'mrﬁur velues ol imcomes
and capital, and grester pecousie v had 1o indirees tadtion,
which foliows more eloscly pricn variations (s o this poist
alw Primie fines & Patolopis  ccowomica, ,op. et, p. g%
ef peql), but v esnpet be opaid that st the same dme the
importance of productica grows in the sme progeetion a5
'_up-uuu. Hﬁﬁepﬂhﬂmlﬂwullwl
coumtries (Ialy, France, Indis) — either
e gealt of new legiiladion or of & pre-esi trend —
the ratis af inditect 1o direct taxstion was higher than in the
other cousiries madifications in the
which had definitely ruised the ratio
for dnatance in the United Kingdom from 48
al,, in Amtralia from 1o Io 51 per cent., in Capads
&6 per ceat. (Chr. G, Fovetar Sionass, The Sciemce
Fingnce, MacMillsn,. Londan, 1024, pp. 1fo-16t, 344
and gog). Such differences evidemly Buve po relation to the
publie expendsiuse (1aikdying ronmmption oo incress-
ing production), snd make = undersand bow far we should
b led from ihe truth by & peneral adoption of the criteria
by the aforsasid Aeglo-Saxon authors, z
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for showing that. the second ent is vold
+# of any foundation, nﬁ;ﬁ"ﬂ‘ p of cx-
penditures is -never Rfgligible and sometimes

prevails over the first.

An enquiry made at my suggestion by Dr.

A. Giannone into’ the Italian budget for 1934-
35 shows. that the amount of expenditire on
national defence and public safety, which it is
indeed difficult to distribute between the rwo
groups, amounted to 28.2 % of total expendi-
tures. Of thete a further 23.2 9 may be con-
sidered as expenditures on production; 28,7 %/
as transfers (interest payments on the national
debit) (24)—which should be blocked together
with the expenditures on production (25) by
those who, starting the calculation of the na-
tional income from the sum total of private
incomes after deduction of direct taxes, in-
clude .in it intercst payments on the national

- debt on the same footing as those on private
securities (26)}—and lastly not more than 19.9
! per cent as expenditures on direct consumption.

S (x4} Expendiieres corresponding o cipinl mewensepn have
been excliaded; 10 aho have been the expendimres en penibans

* in so misch as.abe wlaties appear in the budger inclusive of the

amounti held hack for such purpoues. :
{25} Publie expendiuzes which increate produrtion may se-
eount for s verlsble frastion of produttion coms. Sheald they
represedl g per’ cent. thereed. they might be deseribed s
L1 ' :' A L1 or, i i l-.a 1.]:II.I:I
incurred for ahe production of the intersst an goverhémsest
serurities are reproicnsed dn thelr totality by the expendinares
Incurred by public bodics for the paymest of the mbd interen

*hHl are k. re e A ‘II. i ay £

It s arbitrary #o comsiiler transfers o 8 sub.categesy of
produczion u{uﬂdlMﬂ:ﬁhplmdmmiutW: cHiEgOry.
I prefer, a1 leam [or the purposci now idered, ta- treat
them a3 & mub-estegary of production expendjfures, a5 they have
in commen with them the esential ires they are of im-
pormance in thiv mater, i ™~

(=6} Mational deba securitics are included in’ private wealth,
and therefore inicreat oa ther § includod in the respective
incomes, in as much & poch payments ane made out of the yield
of the axes levied on privae wealth and for that par-lower jn’
value, ar el from oiber revenuct of the State, which proceed
from capital poods mer figurkng as part of the natons] weahih,
and which, if they were not abaorbed by the Service of the natia-

stion, thas raising the value of private propertics, Thec tazes

" may weigh cither on material wealth o om huiss cn), These
- whe induds haman capital as part of national wealih than fisd
~ iy ahe dncremse of the wealth represented by government socu.
< ritees s fully offsct by s reduction of the value of other awscti

thene whe do not inclide it must consider government securitie;
the part for which their service s covered by mxes weigh.

guent on ihe capitalintion of the income fom Lbor or, o
exprest it btherwise, 21 > materialisation of ammﬁm. Sre
“ind “{an) and

A

Granted that military expenditures may be
divided roughly in half between the two groups,
34% of the total outgoings of the budget
should be ealeulated among the expenditires gy
consumption and 665/, among tic expendita
on pmé:::::mn An the strength of these
sults it would appear that only a litle mop
than one third of the public expendinge
should therefore be added private income,
net of taxation, e

Those who would exclude frdm privats in.
comes after “deduction of direct taves, the f.

terest payments on the national debt, and why

uld therefore deduct from the public &
penditures to be distributed those representing
‘transfers, would still find that more than half
of such expenditures are production expenss
and less than half consumption expenses to b

added as such to the estimate o private in.

* comes after deduction of direct taxes,

expenditures -

¢ mal-deba, would eske it possible to. reduce the barden of wx- |

/ing on Buman cpits! ax an acdidon o the ceher awen comes

A simallar ealéulation i for e Pekid

. Budget and for the budgets of the several Stats
of the United States, on the basis of the dn

partly ebtained from returns and partly by b
culations made by I_*Idsun and Jackson (27}

the articles Sl proMema finansiaria def dopo giors in S

plements ctonamiza del giomale | Tempa *', Janury 1,150
note (1), {repringed in @ pamphlet of the wme e dr. o

o8 . )i Sulle relwterionl della rirehéssa nasinsalr, i ' G,
rale degli Economisd *', July 1grg (resriied in Froblemi o

lopier drlle guaerra, Zamichelt, vozr). Signififars crosewice dd
raluiasioni dells rivchezsa nasiomale, |2 ™ qur_nafz degli Femms! o

mii ', May-Juoe, 1946, ;

(57} R.W, Nussow and D, [acesow, dfcasios of bearly
from Gopermmens Erpemditures, In ' Studies In iniose ind
wezlth "', Val. 2, New York, Mar  Bureas of Fromeic
Rescafeh, (1B An etimsie of the goverramcer consampess

expendimires is given also in Vol [If of the mme publingmby
€, Wasstaton (Three Ertimarer of the Valwe of the Neer't

Ontprt of Commoditier and Servieces, A o pariioe], ._

A dirtribution, even If only approximate, of eonmumposs
snd production expemacs must have been made by S k=
the Briaiih budgens of 1018 ad 1gq0, for be amem — a1
have mentioned Shove [cfr. note [23)] — that prodiction e
are reughly equivalent o the amount of isdircer, use in te
foemer year but net in the lauer, while an ci=ane of e

tal services by eategheles b given by T. Buoo [Ref
stribajon of Imcomes thromgh Public Frasare ie 1q37, Otfed,
1O45). : i ;

A disribinion of poblic cepentes between pendnction and
oonsumption expenses wis alio made for Sweden by Dr, Kax
Kecx, bus In' coafeemity with criteria too convensonal 1o/l
of ity being comparod 1o the revult chesined, i coalesiy
with eriteris more closely relaced so faces, for the United St
of America and for Iealy, In the , expenic reatsg -
‘to indusrial and eomparable wae excludad in Kok
distribution s were alin the fubventons e comtribution ®
differest puarposes. The divtribution therefere refers b expeast

e

r

. for I!_}]f‘l._. has 1"-’& o the fn[lup-ing f‘:i“l“,'. 41 %

of the budget expenditure is seen to be ac-
aunted for by consumption expenses, 19 %/
by production expenses, and 40 9. by transfers.
If the transfers are included in-production ex-
penses, the latter are found to account for 59 %/
and consumption expenses for 41 %4, If trans-
fers be exclided fromithe total expenditures,

then barely one third would be accounted for

by production expenses and a little more than
twa thirds by consumption expenses.
* While not foncealing. from ourselves the

- tact that the results may be affected by the dif-
ferent criteria used in calculating them (28),

we may conclude that the quota of consump-
tioh expenses will be found to be considerably
smaller in Italy than in the United States,
This can be accounted for by the less frequent
intervention of American government bodics

- in the economié life of the country, due 6 a

greater_suavival of the laissez-faire policy.

It scems likely that if we were to examine

the budpets of countries where government in-
tervention is more marked, as in Russia, we

thould find that productive expenditures are
of greater importance as compared to consump-

tion expenditures, whereas the reverse may be
expectéc in the former colonial countries in
which the interference of the public author-
ites in‘economic activity is still more restricted.

Brwied for construtions] and foreign affais, for masiosal

deferer, the admimistracion of the faw, charch and wd'n;giiu_..,;.

i and sciences a5 well a3 pubilic health and public inst

la'the cane of the local sdmipiurstions, all expenses inouried
b edodutionl purperes, poor relief, child welfare, public
bl and old ape pensdons were allotied to copmumption,
while the other expenses incurrod by such administragion, and
ol the Expenars for Government were consideped a3 belng half
ammption expenaes and half production expenses. Clr, E. Liw-

B E ! and K. Keez, Netiomal Marome of Sieden, -
]::ixm King, g3y, Pan I, pp. 2378, and
A, p: . ; %
Tk Gezman St Office, in the publication quated in
mie (21}, has not o e qﬁﬂwﬂ intn production
ind . bt has ] the cther
merery of natianal i.pnﬂ'p: that portion of consumpti

st 11 production: cons, See po. 15:06 and sgfo of the
pebliation quoted in et (33).

- {2l To make the dass moce exactly compsrable, Dr. Gian-
8 B remaking the caloulations for Taly in conforminy with
2 fales by Melion ‘and Jackson, and vicevera the
shalations for the Federad ‘budget of the United States fn
Bebemity with the eriteris be has acdopted for Haly.

‘who make them; there may be

i

5 ii e .
i : The Contedt and Ui of Eiimates.of ihe Matlesal Jncoms a0t

In the course of time the action of the State
—at first limited cssentially 1o defence againist
external enemies and to the maintenance of
order at home, 8 diplamatic relations with for-
eign countries; thetadministration of justice and
public education—has pradually developed, ar
first regulating national economy and Titer| on
participating directly in it. ; »

Mow the activities of the first group are
carried on 1o a great extent in the interest of
the citizens as consumers; those of the second
group are abové all carried on for the bencht
of production. In Imly, Dr. Giannone has
ascertained that the percéntage of production
expenses for the Ministries of the Interior, Jus-
tice, Foreign Affairs, Acronautics, Navy, War,
the Coalonies, and Education, varies between
1.2 and 5579 with an average of 45.67.;
while in the case of the Ministries of an eco-
nomic character (Fipance, -Agriculture, Com-
munications, Public Waorks, Corporations) the _
percentages vary from 62.8 to g8.4 57, with an
average of 81.5 3;;;{—-» : =

In the: United States, Federal budget,
which has grown ¢ recently than those of
several States, assig7a larger quota to pro-

ductive expenses and a smaller quota to con-
- sumption expenses than do the budgets of the

latter, Thus, according to the results arrived
at by Melson and Jackson, consumption ex-
penses represent, in the case of the former, 27.7
per cent of the whole and in the case of the
latter 53.9 9}, and"production eXpenses stricily
i 1.6 %, and 16,850 respectively,
while transfers account for 507 % for the
for the former and 29.3 % for the latier.
The question has been asked, how should
useless public expenditures be considered F It
is, indecd, difficult to suppose, that expenses
arc incurred that are decmed useless by those
blic ex-
penses that others judge useless, but if the Gov-
ernment incurs ﬂ'.l‘:mg::' is because it does not
consider them useless, G
When such a question is asked people arc
thinking probably of excavating works ar other
similar jobs paid for in abnormal times to give

~ work to the unemplayed, which are not, so far
a8 one can see, productive of wealth. The

Government, however, expects to obtain there-
from a return in the form of social quiet which
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hu'ght otherwize be disn MNow, in so far
as such disturbinces m gllt injure P.m-dutﬁu]t,

“the public expenfiitire”in question should be .,

considered as a productive one; in so far as

~ they might compromise personal safety or the

satisfaction: dbtained by the consumption of
gu-u:]: and services, the -c'xpch:rlturr should be
considered as made for consumption..

Until it is ible to distribute; at least
approximately, Ypublic expenditures’ between
those for 'pm-d'i.u:'tinn and those for consump-
tion' we shall therefore be faced by- another
difficulty in making international comparisons
of the incomes at various times and in various

" countries,

And when, as is often the case, the whole
amount of public expenditures is added to pri-
vate incomes, after deduction of direct tax-

* ation; another circumstance arises which tends

to-exaggerate the ctimates of national income
in 4 medsure that increases in 'I:irm-r and in a
E:ri::lt:r :!:gn:i:.in countries of 2 more d:\rﬂnprd
cconomic organisation, thus emphasising the
real ' differences occurring in time and space.

And here it should be noted that the same

. - question that arifes for public expenditures

ier bodies

arises in the case of those made by

and defrayed out of ‘contributions—not only .

compulsory contributions but also optional ones
as in the case of some for trade or professional
unions—and in some cases it also arises for

: vulunmy-uptndimm such as those miade for

insurance policiss, purchases by ihstalirents,

and for amortising debts. What inideed matters -

is not the character, obligatory or optional, of
the dishursement, but its use for production
or for consumption. If the disbursement does
not represent an allocation of income but an

expense incurred for the production of the in-

- comeé one receives, it should be deduced from

rc:l:_[pi$ in order to mrta_in the income in
question. It shiould not, of course, be deducted
if it is not necessary for the conservition of the
income received but directed to increase it, as
in that case such expenditure would amount to
#n investment of capital. (2g)

EEg ;

apend but wwe; lor i o wiicn it ac i/ gold of gold
cxchange Jhilli,  Obviowly, wich aving must be sdded @
privats income oot of tasce for the purposs 4 obtiining the
gl.iuuﬂ income, This offtis he diffculiy. - - .

L F

et

- fo0) Thite: st it s Whih the Corernment docs st the value of the silk they

11, - A miatter that has acquired import. :

ance, above all in relatioh to the post-war situs.
tion, is that of the effects on national income
of gains and losses independent of Liman effon
directed luwnn‘]s [Jmclul:tjen, 'y

What we have said above in relation w g
carned income and to the hotion of dynami
goods in relation to static gl-n-l-dl q1rc.a,d:|r point
to the solution to be given to this question b
it will be well to stop and justify’it in detail

The entreprencur’s profits obviously arise

from the value of the products, after deducting

all l::-i:&s-:s ingurred for raw materials, power,
and labour used, interest on and amottisation
of capital; taxes and duties and so forth. [t
depends nat uily on the worksof the enter
prencur but also on variations in the prices of
the raw materials and other factors of produc-

" tion. It is the business of the entrepreneur i

take the risks involved. If, in the interval, the
uetals used in building a machine double ther
prices, the market value of the mackine, deter-
mined cssentially by the cost of replacement,

will obviously he affected.  Should prices of

metals rise, that value will naturally increass; if
they fall, it will be lowered. Any-farmer knows
that profits on his livestack depend not only m.

the increased weight of the animals but als,
and to a marked degree, on the variations of

prices affected by the pressure of supply andde.©

mand, Likewise, in a silk mill profits and los-
ses depend to an essential degree on the vari-
tions in the price of the product as compared o
that ﬂa.td for the cocoons, It might seem: absurd
to say to the farmer and to the mill-owner that
their income cannot be deduced from their
actual earnings, but from the carnings they

¢ should Kave made had it not been for the v-

riations in the prices of the factors of pro-
duction. : y

. Now, there would %¢em to be no neson

why the principle followed should differ if the
variations have occurred during the period of
production rather than after the product has
been finished. And so today the losses silk-
spinners arc. meeting as a result of the fall i

dently react on their i =5 neithér more nor
less than they would have done if they had

_occurred during the period of production. -

S

vein stock, evi
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On the other hand, it should be_noted that
in those branches of activity in which A spe-
ailative ‘market is highly developed, it is the
yeculators who take on the risk of the price
srations by purchasing the goods in advance.
[ndeed, from the theoretic standpoint we could
wsily conceive of a limjt within which they
would take over the whole risk in all branches
of economic activity, and in such a case all
{hé contingent profits and losses would appear
in‘national income as the result of the profes:
danal activity of this set of people. MNor can

“we admit that the total amount of the national

income would differ because, under the present

welal system, profits -and losses affect the in-

come of one rather than of anéther group of
. ’ :

It thould also be noted that if no account

. betaken of increascs in the value of goods for
fhe purpose of determiining income, then it is

difficult to-see in what the income of the com-
mercia] classes consists, :

. Mor weuld it be a valid objection to say
that income—apart from personal scrvices—

is represented by an increase of goods, because

the increase must be understood not only as .

itative but aleo as qualitative and among:

qualities to be taken into account there is.
dn that of the per unit value of the goods,
which is indeed the fundamental quality that
bas to be considered. . ;

This justifies the method followed by those
etimators of the income ef the United States /
who, taking into account during the last wotld
eeonomic depression the loss in value of pro-
ductive goods, arrived at a negative result for
112, . ; .
In conformity with the same principles, ac-
want should be taken when cstimating. in-

_ mme, not unl}xuf the variations due tungnr
Iy

juncture but :Ll.nﬁh{ losses sullgred or even
pins realised for bther causes during or after

the period of production. SN
If a hurricane lodges or destroys the crops
before they are ripe there is no doubt that the
*s income is curtailed or annulled thicre-
by and so also if the harm is donc when they
m‘!iic but before they are gathered in. There
uld seem to be no reason why the economic
tliect on. the national income should be other
if-the loss occurs during the harvest or when

the-crops have bieen stored.  The economic re.
sults are obviously the same, hnd as regards
the.legal effects for the farmer the results de-
pend on the time when he has sold the crop
not less than on the time when the loss oc.
curred, as he may have sold it before theeycle
of agricultural production started, by leasing
the farm; or when the crop was ripe but before
gathering it; if he sold the growing crop; or
after the harvest but before storing it, if the
erop was transported by the purchaser Tim-
self; or lagtly when the crop was stored in the
warehouse. ) :
What we have said for loss caused by a
hurricane can be repeated for losies caused by
other .natural phenomena, such as eruptions,
earthquakies, landslips, the advance of' sahd
dunes, soil erosion or immersion of lands, and
in this connection s should be noted that such
natural phenomena do not always cause losses
but sometimes lead to advantages, as becurk in
the case of the emergence of lands which in
some countrics, a5 has been the case in Swe-
den, acquire no 3 imiportance, even over
relatively brief periogh” :
Mot is ‘there any reéason to draw a distinct-
ion between the lossed caused by nature and
those caused by man, all the mare 50 as in some
cases, such as fires, it may be uncertain wheth-
er they were natural, or duc to culpable
negligence or fraud. Obviously, the econemic
effects of such events do -not depend on the
agent or on-his intentions, but on the result.
Maorcover, do not those laws and administrative
acts which affect sometimes [avourably—as they
always should—but infortunately often hinder
and injure production, depend on man ? And
production, as is morcover natural, is cal-
culated for what it is, as obtainéd under exist-
ing laws and administrative regulations, wheth-
er their effect be to increase or curtail it _
- Obviously the destructions and losses caused
by riots or by wars must be treated in the same
way as those caused by nawre or by fires,
whether due to natural, culpable, or Fraudulent
canses.  And in the case of loss due to war, it

“is not always necessary that the hostilities take

place on the territory of the State that suffers
the loss, which may be caused by the inter-
ruption of supplies, or by reduced production,
or by the use.of production for military pur-
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. poses, all circumstances which may funds
mentally upset market fonditions,
In_this connection sbme would like to draw
" a distinetion
ses of income brought about, even if indepen.
dently of the productive activity of man, dur-
ing the period of prodiction, and the lostes or
advantages affecting capital, But, as we have
already remarked, it is often difficult to decide
when the product ceases to be income to be-
come capital. “Should we consider that the
ultimate product which is awaiting sale has
been passed over into capital accourt 7 And
should we not deduct from income rather than
_ from capital the losses that &b many products,
and more especially animal and plant products,
suffer during the period of waiting ? It should
be noted that in the case of many products a
_more or less long period of waiting is normal

* and the deterioration thus suffered is foreseen '

and ealeulated.

“On the other hand, there are some products
(as, for instance, certain kinds of winc) that
require a long period for ageing or at least are
improved thereby. When can the product be
said to be finished ?  And should not the in-
creascd value acquired by the products as the
normal result of ageing be cai,cu]n.h.*d in the

income ? But if normal rise in value is reck-

oncd as an assct, how is it possiblé not to reck-
on normal deterioration or exceptional losses
as a liability ¢ : :

On the other hand, what we have said
about dynamic goods shows that théy are such,
only in so far as they are conside
tion to pre-existing static goods. . .

We dre led 1o the same conclusion when
we consider that incomie represents a contri-

bution of a continuous nature, as this presup- .

poses the permancnce of the capital, and con-
- sequently its replacement if it has been cut into.
Income account is certainly different from
capital account, even if the line of demarcation
the ewo is not clearly defined.  But
 income =ccount is subordinate to that of capital,
and one cannot open the chapter on income
tuntil the account for capital has been balanced.

- <t should, moreaver, be noted that the inde- -

pendence of income from conjuncture or from
other variations fureign fo the act of pr ion
may to a large extent—and so indced it actual-

~ . X
\ e

ot

bedween curtailments and increas

as an addi-

Iy is, though to varying degrees in the seyery]

countries-——be secured by insurance. The vy
riations arising from such factors are thus takey
into account when calculating the income of
the insurers, and here again we may repeat
what we said in the case of specularors: the
fact that the variations in income are digy
buted ‘in different measure over the sevenl
members of the community .cannot lead 1o 5
different valuation of its total ampount,

In addition to outside insuranice there’an

the ingide insurances, made by forming security

depreciation reserves, reserves for inilemnities
to dismissed employees, and so forth,
Therefore those writer: who refuse to take
into gecount; when calculating income; the s
es or curtailments of capital independent of the

process of production, find themselves mm!)dl. .
8-

ed to make an exception for all insurable
e3, by which they mean 211 those losses againg
which the entrepreneur normally protects him-

wsclf cither by a formal insurance pilicy o by

other prudential measures (30). ~But the entre-
Enﬂ‘l:ur protects, or at least tries to protoc,

himsclf againsc all losscs, whether caused by .

natural agencies, such as a hurricane, or by

human action, such, for instance, as bomiband:

ments, or torpedoing, or breakage of Windaig,

or theft, or thise caused sometimes by nature
and sometimes by man, such ae fires.

The conclusion we are led to is that in order

to avoid incertitudes and incongruities, account
must be taken, in estimating income, of the
losses and also of the advantages arising from
all kihds of causes. These, indeed, rmdgih'dr
national dividend which, as we observed at the
start, is an objective data. We should add—
and this argument, even i there were no other,
would i itself be decisive—that, if they be nat
taken into account, income would no longer
answer the purpose of measuring welfare, ie

- the contribution made by external rational goods

indeed on the physical qualities of the goods
and not on the means by which these har
been obtained. To justify the exclusion from
income of any increase of not due i

to ouf happiness.  The contribution depends

productive activity, we should-have to prove °

that a ton of ir_un,\_h!;ﬂridﬁ:l}r excavated from

(3=} Cir. Pasor, op, ot p. g

g

the bowels of the earth, contributes—intrinsic

walities and accessibility being equal-—more to
pur prosperity than a ton of iron of a métcorite
fallén from  hedven,

12, - The income, or rli\ri,rlm[l! or;revenue
of a nation-in a given period of time therefore
wiresponds to the real increase (which under
dcq:tiunn! circumstances may even be nega-
tive) of wealth resulting at the close of the
period, to which must be added the wealth the
eommunity has” consumed: during the interval

< ind the value of the sifperfliious services en-

joyed by it during the same i)cr'md. the increase
of wealth including not only the material in-
crease of goods and theic physical modifica:
tions, but also the increase of their value.
Should there be productive services which have
not yet had the time to have an effect on the

" yalue of material objects such as, in_the opinion

of some, the poodwill of undertakings, their
valie also should be included in the calculation.
" The notion of national income or dividend
we thus reach, coincides with the notion of

* income ‘or dividend adopted by acotuntants in

‘eleulating the economic situation of a busi-
pess (31).  The divergency that some saw fit
ko find between the two notions depended in
mality on an insufficiently deep analysis.

It corresponds moreover, in so far as this is
eompatible with practical exigencies, to the po-
lides guiding the action of the Treasury. That

theoretical structures as it arises from the logic
of facts which is often superior to the logic of
fEaoning.

13. - If we compare the definition at which
we have arrived with that currently adopted,
we shall find “what it differs therefrom in o

- prticulars,

Income is curfently dcful:l_i, e sum of
gods that arc added, in a given colmunity
or on a given territory, during the interval of
time considlered, to pre-cxistent goods, plus the
_ptmnal services that have been enjoyed dur-
ing that period, or clse—which amounts to the
fme thing—to the increase of the sum total

[ Ber, abovie all, Give Zien, N eeddina JF fnipresa,
Gieffei, Mlan, 1939, S

1

 adtion affords a valuable touchstone for testing

-

g
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of goods ascertiined at the end of the period
considered, increased by the goods consumed
and by the servites enjoyed by persons during
that same periotl; - . _

Our definition differs from the latter in the
first place because it specifies that poods and
services which form part of income should [be
considered in function of their value and not
of their volume; this is moreover necessary if
we are to have a measure which will allow of
summing them up. iy

It differs from it in the second place be
calise it specifies that the services to be added
to the increment of goods,* resulting at the end
of the interval, are not all personal services but
ofly superfluous ones — for services edsential
or useful to people must be considered as the
cost of production of the human eapital. This
restriction is a consequence of the extension of
the notion of human mpi:_u'!, repeatedly advo-
cated by cconomists and by -statisticians ‘and °
which is advisable not un!}' for reasons of co-
herence, but also’for practical considerations, as
not only in the appraisement of income but also
in the kindred ap ment of wealth, it eli-
minates difficulties and incongruities, (32).

The other observations made in this article
on goods that escape the possibility of appraise-
ment cither because they are superabundant,
or strictly personal, or of widespread wtility, or
are generally not included in the calculation
because, although exchangeable, they are not ex-
changed, and. viceversa on receipts which are
illegitimately included in the income, although -
they do not correspond .to any: production of
goods or prestation of services, and likewise
the obscrvations on the incomplete deduction
of production costs, refer not to the theoretical
content of the notion of income but to its prac-
tical determination. :

It is worth while noting that the deduction
of the production costs of human capital, while
presenting many difficulties and uncertainties,
yet reduces the range of many of the other dif-
ficulties to which we have called attcntion, in
as much as a large part of the superabundant

" or strictly personal goods or of those bf wide-

spread utility, as well as many goods exchan-

{32) On the advantages of !ndudi.l;.l haman capital for 1l
puzpotes of extinsating wealth, see our articles cited in note (41



6

geable but “pot exchanged which we enjoy,
and also a large portion of the personal serv.
ices rendered by the State and by public bodick,
are necessary for the maintenance of the po-
pulatioh and, as such, are part of the production
costs of human capital, ;

: 14. = In this connection it is well to remem-
ber that the notions of income, revenue
and dividend did not arise with reference to
the nation, but with reference to a business,

~and more especially as regards the notion of
Aividend, they arose with-seference to a busi-
ness company and werd subsequently extended

- o the nation. Igin ysing these expressions we

lose sight of their original meaning it can but
give rise to misunderstandings and confusion.
In considering two commercial companics,
both of which close the business year with the
same net product, but one of which comes out
with Lapital and reserves intact, while in the
case of the ufhgr_.it: capital is impoverished
and its reserves caten into, nobody will say that
they have the same dividend. The first com-
pany may indeed distribute the whole of its
net proceeds amdng its sharcholders; but were
- the second to do 5o its directors would incur,
. under Imlian law and [ believe under that of
all civilised countries, very serious responsibi-
lities, The law indeed prescribes that no dis-
. tribution of dividends may be made other than
on profits really realised, and therefore only
_ ‘when the company's capital and reserve fund
have been replaced. _

15 - [t may be said in this connection that
the arguments brought forward may be accept-
ed but thattheir consequences should not

~ exaggerated.  Let us admit that to ascertain the
national income or dividend over a certain. pe-

riod of time we should deduct from net pro-

duction (or possibly add to it) the Liabilities (or
respectively the assets) obtained as a result of
- causes independent of the production secured

- during the period of time considered, without
however deducting the liabili

the national income may be negative, as in
1932 in America, owing to conjuncture, or in

1943, 1944, and 1945 in Italy owing to the
war; but this does not mean that before sscer-
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tes deft by the
past. It may therefore be that, iff a given year,

a_'[ i

taining the ltalian income in 1946, 1947, o
1048, the war losses suffered during the pre
vious years must be fully repaired. Each g
nual balance sheet must be drawn up independ.
ently of the pase.

This is certainly not the system followed by
a business company: the losses of ane year,
when they exceed the possibility of the balane.
sheet to repair them, are distributed over fumge
years, and dividends are not distributed yagl
capital losses have been completely wiped ou
and the reserves replaced.

In rl:ﬁl}r to this it may be said that, when
a commercial company’s capital is impoverish
ed or destroyed, it need not necessarily be e
constituted.  The cofmpany may very well e
duce its capital, or be wound up and reorgin
iscd on a more limited Gasis,  Thus, afte
losing the war, the formier ltaly could be
ideally dissolved and a smalicr and poorer Inly,
resigned to the losses suffered, could be reor
ganised in her place. :

TR
But such & view of the problem is funds  *

mentﬁ? erTonEols.

The old “organismic school—exapgerated
and artificial and sometimes puenile in its con-
ceptions as it was—had onc great merit which
redeems all i faults, that of having shown
the indissoluble tie that binds together the sev
eral organs and apparatus and the several func

- tions of modern socicty, making it impossible

to destroy or injure one without endangering
the working of the whole. This is a_truth

hat has been taken up again and developed

by the nec-organismic school with special re
ference to civilised nations, and applicd by
the functional school to primitive societies, and *

“extended by the ccological coriception to all

_ communities of living creatures = _ %

Mations indeed are not, like coniim
companies, artificial creations of man: they are
organism# deeply rooted in history and, as such,

they have their fequirements and characteristics ©

of life. They cither live and gradually recon-
struct their capital, or they cannot reconstruct
it and they die. What should we say of 3

doctor wha, when treating a convalescent 'Nhﬂ?,;
has lost half his weight in an illness, were o

calculate his food needs without taking into
consideration his need of putting on flesh ? Re-
fn:rri.r'l_g to nations, I have already observed on.

% ¢
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anather oceasion that the curve of the growth
of the wealth of modern States, if studied over

jods of a certain lenpgth, proceeds on lines
practically independent of the wars that each
hat suffered, and no substantial difference will
be found between those that have fought most
warg and those that have been almost free of
themi:  Such States are those which have sur-
vived in the strupple for life, and after each
war all of them  have reconstructed  their
wealth; more or lesseasily, more or less libor.

~jouly. Those who have been unablg to do so
. have disappeared from the stage of history,

Let us come back to Itly, - :

taly had at last attained—at none toa high
1level, it is true—her ecanomic equilibrium as
determinedd by her tertitory, her climate, the

muriber dnd quality of her inhabitants. The

- mutilation of her territgry imposed on her—

though painful for us and objectively consid-

‘ered unjust, and injurious alsp to the interna-

tianal community—is not however such as to

. upéet fundamentally the conditions of equili-
“bum (just as the former tetritorial aggrega-
- tions following on the victory of 1918 and more

important than the present amputations, did

. mt fundamentally alter them) and equilibrium

will be restored at much the. sime level when
the national capital will have been substantially
plced,

Nor is it any good to say that there are

“many nations poorer than Italy which are nev-

utheless alive and vital. Each nation, like each
orpaiitm, fas ity own equilibrium. Because
there are healthy and robust persans whose nor-
=il wright is 50.kgs, that does not mean that

i enson who normally weight 8o kgs can safely
 bwing his weight down to s0. His organism

annot survive when his weight is reduced:
B 5o kgs, and if illness or hunger has brought
im down to that weight temporarily, he must
4 reasonable length of time cither regain his

- equilibrium or die. -

i ! I : 1‘

 Ialy has come out of the last war like an
organism which, when well, weighed Bo kgs
ud which, reduced by illness to 50 kgs, .‘i_t:-in

iserions pathological condition and thercfore

unable to rely solely on its own efforts to live.
And indeed, if Italy has so far survived the

aisis this is due to ¢ help given her by bene-
wlent Mﬁw more especially by America.

Pl

i a7
How can Italy be said to have—apart from .
that help—a positive national income or divi-
dend, when all agree that I#r production is
not even enough to afford a living to ber

ulation ? 1t is indeed true that ﬁ:e thoight-
essness of the people and the foolishness or
weakness of the Government is such that many
non-essenitials are purchased which a poverty-
stricken country ought not rightly to afford:
but, if a convalestent patient wastes his strength
foolishly,-that does not justify us in describing
him as eured; if a person full of debts wastes
part of the money he has suceeded in scraping
tagether from the charity of others; that is no
reason for saying/that his accounts balance, It
is useless to deceive-pneself into supposing there
is something to divide when one has not yet
enoiigh to live on, and it is extremely dafiger-
ous to po about saying o at a time when 5o
many—who are also needy even if fess so than
we are—desire to sccure a part of what we
still have. ; : g

1, - When statisticiand. and accountants -
speak of income they mean an objective sum
that can be ascertained at the close of each busi.
néss year, _ :

Some economists. have remarked that. cal-
culations of income thus understood, have their
place in cconomic and statistical history; they
are a useful measuring-rod for economic prog-
ress, but they have no significance for human
conduct, which is based instead on the expect-
ation of income,-and so are of no ue to
theoretical ‘economics, which endeavour to de-
termine the regular “of economic behav-
iout, (33) ..

It goes without saying that the income
forccasts, that may be made before or during
the business year, entail difficulties and raise
further problems in addition to those we have
examined, as when, for instance, the yield of
capital or the price level varies during the year;
unI::Tuuhttdlf Elﬁu,t]:mb!:ms mifst gc studicd
and may give rise to interesting discussions,
But all this docs not authorise us to change— -
as is nevertheless done—the definition of in-
come, deseribing as such not the objective quan-

(33} See 1. B, Hecns, Vedur and Capital, dn’ inquiry ineo
rame femdamenial prisciples of economic rheory, Oxford, Clae

rendon Press, 1539, Chap. XIV, lacomee.

.
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. tity defined by accountants and statisticians
“but the expected amount, which must inevitaiily
. e mare or less subjective, Our whole conduct

is guided by expectatigfis, the expectation of
_sun or.rain, of cpops, of imports and exports,

of production and of strikes, of the course of ™

political events, of peace and warj but that
- does not piean that the students of human
conduct must chadge the definition of these
events, replacing their objective notions by sub-
jectivef expéctations entertained about them by
individuals. Such a procedure would not con-
tribute to the progres of science and can only
be a source of misunderstindings. :
Mo more acceptable is. the proposal—
brought forward by some other. distinguished
. economists—which when detérmining income
_would replace the condition of the maintenance
of capital by the condition of the maintenance
of the income itsclf (34). An attcmpt is made
1o justify this proposal by the consideration
that the maintenance of capital is of import-
ance-not in itself but in so much as the varia-
tions of capital would entail variations of the
income. 2 et
- From the standpoint of logic the thesis is
no more Sustainable than it would be for those
who belieye, that heavenly-life is the purpose
- of earthly life to exchange the latter for the
former. Behaviour here and now must not be

confused with the purposes it has in view. In-

practice, the proposal would lead us to take

into account, when determining income, not
 all the active or passive incomings and Gut-

- goings independent of human productive cffort,
but only the interests on the# amoufit, and
would come up against the di
cases practically insuperable, of deciding-what
part. of the assets or of liabilities is due to
human work and what to conjuncture and oth-
er accidental factors, i ;

v 17 - There is a net difference between the
‘notion of national income or dividend or re-
. venue and the notion of net production.. The
fatter may be defined as the whole body of

 d34) See P A Hurex, The Mafntemamer of Capinal, fn
“Ecomamica ', Anguat, 1935, and The pure Theory of Capital,

Macmillan, Londan, w541, Clr. sl an this subjecs A Gamio, |
,ﬁw'-,'mﬂl del capitale ¢ ls ﬁ*m. in ** Oharnale .
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_portion of the results
“wark applied to production and what to nat

ty, in many

. Even in such times it iz, of courss,
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goods for consumption or production secured . . Having admitted. that the determin-

during a given time by means of human actly.
'l?‘. net of the costs necessary for securing them, -
plus the personal services rendered in the same
unit of time. It implies a voluntary act, and
therefore, sirlctly speaking, should be deduced
from the value added by labour, excluding all
causes raising or lowering values, all causes of
gais or losses, extraneous to the human activ
ity expended on it _ !
It is however the current—if not the logical
—habit to take also into account gains and Jos.
cs incurred as the resultiof causes extrancus
to human productive activity, when they come
iﬁtl:.!:!zy- in the course of production, whoe
ternrom. the other hand is not always casy o
delimit, ~Thic procedure is justified by the faq
that in the act of production human labour
does nothing but sct in’ motion *and. supervise
the action of napural agents, an action which

 in many branches of production, as, for instance,

in the case of industry, s surely predictable, -
thus enabling man to ascribe the results i him.

self, but which in others, as, for irstance) in

agriculture, hunting, fishing, is not predictable,
so that it is practically impossible to say what
be ascribed w the .

ral unforeseen factors. And notdess impossible

 is it to say what would be the resiff. of il

human economfc activity, apart from the leg
lative and admiuis:tmti:r: pﬂﬁuinﬂl of d:!:
ciety in which it is carried on. e '
We may grant that in normal
two notions of net production and income or
dividend coincide closely. They coin-
cide—of course—for | income or dividend
on the one side, and global net production on
the other; not for individual branches of pro-
duction such as the silk industry, for instance,

But in exceptional times, net production
and national dividend may differ decisively.
; s, passible o
calculate net uction, hut it must be kept
clearly apart from the calculation of national
dividend, and it may be extremely dangerous,
ulbhav:sbwn elsewhere, to confuse the twe

{38) Ser mare espechally the s
alls  paparid & ,u!urfm{nj 1

+ or stock=breeding.

o ol reddits £
nell'ors prear, B
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times the

“ion of net productidn cannot, in exceptional
- gemes, afford a measure of the national dividend,

we must enquire of what use it may be.

It can serve several purposes, In the!first
place it can be used for medsuring one of the
pmponents, which is wsually the most, and
witainly in any.case one of the more important

wompanents of the said dividend; it can furn-

ili—better however, as wél shall show, as gross
ather than as net production—an  essential
dagm for calculating the volume of the ex-

dhanges or that of the demand or purchasing

power of nations; and lastly it can supply a

- fffor for calculating-—even if on the basis of

pme suppositions—the time required for re-

iring war losses. :
It should however be barne in mind, for

this as for any other purpose, that until the
mtional organism has reconstituted its normal
walth and thus reacquired its economic equi-

- lbdum, the data dn production can only have

1 eomtingent. significance, so that one is not
nh:rimfé extend them to the future as
tough they provided a permanent substantial
dancteristic of the nation. e

- Apart from a curtailment of the snational
apital, many other circumstances may inter-

uze, in pathological periods, to make the cto- .

mmic future of a country uncertain, thus de-
prving the data on net production of that cha-

nateristic of expected permanence which ma-
a them'an index of the productive potential.
of the nation. : Qs

- Normally, while net in and preduction

pactically coincide, income is said to give the
measure of the productive potential of the na-
o, It would however be erroncous for the
rsons above explained, to deduce from this

tiat when this coincidence is missing—because

El‘pf production, before being reckoned in
ineome, has

n set aside to cover the loss-
sflered by national capital-cnet productiofi
tevertheless always upphes.l.;_indc: where-
it measure the uctive the

. Thus, it is quite impossible for Ttaly to de-

%z now her productive power from her pre-

"Emeemls ¢ Commercia ™', Kome, N PR ﬁ.!;lnl.lh
Blsien appeared in " Anales de b Academia de Ciencias
Bommicnt ", Seriey 2, Vol IV, N2 3, Butsoi Apeer, mgph
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sent production. Her present production is
secured not h%r her own means but by means.
of external help, whose continuance in the fu-
ture does not depend on the will of the na-
tion, and the cessation of which might lead to
the collapse and disintegration of her economic
organisation. This is clearly realised abroad,
and it is on the basis of this presimpti
- that help is given her, Let us be careful not to
_give, by illconsidered calculations that may
lend themselves to divergent inferpretations, a
different impression. '
_ 19, - The nation of income’ that we have
stated may be called a " dynamic " notion in
s much as it includes in income all desired
c¥Ents or even, as was said, a " transformise
notion jn'as ruch as all events of such a de-
scription consist in a permancnt or transitory
modification of static goods. i
This notion, which-afier all only defines
more accurately the current one, differs from
the two cxtremist notions, the materialistic and
the functional notions of income, which we
must take info comsideration so as to show the.
differences between themaand the current no-
- tion, and examine them to see iF it
is founded or unfo i |
- The so-called materialistic notion of income
- has the support of the Hungarian school and
more especially of Prof. Frederick von Fell-
ner (36) and it is adopted in the present offi-
cial estimates by Soviet Russia (37). The defi-
nition of income given by Adam-Smith was
_lso given this. interpretation. (38)

(35) Se= more: epecially © Die Schiteuwng des Volkeeimkone-
mest, ' Bulledn de Ilnitinis Internatiomal de Seatistiohe *,
Val, Ay, srd isvue, 1908, pu 10g o1 seq.; Dar Volkeimkommes
Derirrreichs und  Uapern, " Sratistische Mosaschrift *, XX
Pahrgang, sgrp. ;

{37) See P, A, Bunsy, National Incore snd Product of the
H:J.R. i rggo, in " The Review of Erosamic Sististics s

o Vel XXIX, N2 g, Nove 147, ppe mafeaay; 5. N, Paeserovics,
Funlands Volbuwirsiichsft water den Sowjes, Eumeps Verlag,
Ziirich-New Yeek, to4q, Kap, Vi: Dar Velkaiabommen, p. 353
3667 P. Smonmivecy and [ Wones, Nasional feconie Extinater of
Sowied Rusga - Theer distinguirking Chargererisiies and Frodlemi,
in ** Papers and Procendings of the LIX Annisl Meeting of the
Amer, Eeon, Aw., Atlantic City, January 23-26, ro47, American
Economic Review °, Vol XEXVIL Ne 2, May a7, pe 505
o e, : B
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* increase the human capital, and only super-’
~Auous personal services, which pass without

According to this notion, income is limited
to the increase of wealth. :
"Real " services, e, those directed to the
production, conservation or improvement of
wealth, are not incl income. Their ex-
clusion however is only apparent, as the ex.
penditures on fervices that have produced int
crements of wealth would not be deducted from
them as costs of production, nor would the
services  which have conserved  pre-existent
wealth be deducted as amortisation costs, Per-
sondl seriices are likewise excluded — and this
is where this gotion dilfers f:sn:ntirllll)'I from the
current notion of income, i
. On the other hand, the extent of the latter

services will depend on whether we limit the

notion of wealth to material goods, muvable
.or immovable, or whether human capital also
is included in it. In the former case, indeed,
uscful personal services would be placed on
the same level as real services in so far as.they

leaving any permanent trace in the shape of
dn increase-of ‘human capital, would be ex-

- cluded.

T

“produce of Lbour and

~The practical acceptability of this exclusion
may however be eusily contested, ;

Indeed, the personal services which woul
thus be excluded are constantly exchangeable
on the market with real services and materi
goods. The economic equivalence the exchange
establishes cannot thercfore be ignored nor be
unrecognised by statisticians. -

The functional notion of income was pro-
pesed by Irving Fisher, the w?i!;fnmun Ame-

mainssining, fine their fived and secondly thele Dreulusing
capitali o what, Withenit encroaching wpan thelr capinal, they
unﬂmmhmhmhmmtww‘
ot spend upan thedr subsistence, convenicncies and amusement,
'rl;:ﬁmu wealth, 1o, is in proporica, not o thir gros, bt
L meat fevemue, 0 i, imie the Natwre and Couprs
of the Wealth of Natious el
1865, p.ovzy. It i dmtery

R

d in the

senic for

instinge by Wrias, INe meweiir Eutivicklvap e Wolkiein- ¢

dommenachiizmepen {in * Sehweizeritche Zeluchrift filr Volks
wirtichal w. St *", Februar, 148, p. 5} and, srrodding o
Wyler, the Rumbin etmate have been inspired by it throughi
Ihﬂ:ﬁhﬂﬁhﬁﬂﬁ;ﬂ]ﬂ

@n bo spent on amisemenns,
Iod 10 2 different conclusion, s
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 their utilisaticn,

By Awast Suren, Edinburgh, Black,

- rican economist (39). He limits the income g
services, taking the word "service” iy g
broad sense as meaning a utility derived frop
human labour as well a5 from movables and
immovables, animate or inanimate objcets, and
not only, as is usuaily done, from durable
goods but also from such single-use commod;
ties a8 bread and coal, for whichi the value of
the service is the same as the value of (he o
modity itself, :

At first sight this notion secms com
mentary to the materialistic one, as it leads 1
the exclusion of increments of wealth: but a

a matter of fact it superimposes”itself on i 5

the increment of single-use producer’s or oo
- sumér's goods is computed in both cases, thmg-a'
at-different moments: according to the mae.
rialistic notion, at the time of their formation,
according to the functionalist, at the time of

 The difference between the flnmlimu]jn
notion and the current notion of income con
sists in the increase of durable goods of pr
duction and consumption, which wunldp'l:

., reckoned by the current and not reckoned by

the fuctionalist onc. Thus a house, 1 machine,
a utensil, a dress, produced during the yer
would not form part, according to the func-

 tionalist notion, of the annual income except

 Uig) See. Tihe Natwre of Capissl wind Incorss, bsch

Hew Yark, 19190 e : 5

. Indeed, Fisher has-only deiven to jo logicl coscleiian

4 theary of foha Staart Mill's on the double toion of mwd

m;me. 1 — oheerved Mill — 4 eax i3 levied otall incoee

whatewer be the wee 10 which it b pu “foomumprion " or =

wvingsl, savel dncome will be maxod teics; once whea it b

earnied and after ft has been sved, fn as much s dhe fniem

Irl.::u will be tamed, Fair tréstment therelore = he e

ij—*!’mhﬂhﬂﬂﬂ waved i and tax

o 'I - pt - saved  income =3

Eronomy, Vol, 11, § 4.
This has

£ di wm siccia df impane l redidite conrowata, Sepgis 4
umn teoris. delle imposte dedetta ecturivoments dal penslis
ol bum subeniied o the Acdemy of
Sﬂ“;""d Turin, Tuarin, Bocsa, 1gr2, reprinied in Sapp sl
rirparesi ¢ I'tmpona, Tusin, Einadi, o) abd by Pre
Wﬁ'&:"m recenti eorie il gapitale ¢ sl reddis
- ronstgurnsr pabwiere, In ! Riforma Sedge 'y
Hﬁﬂ'ﬂm’, LTEYE : = E : "
Mow, Fisher remarks that the so-rsllsd saved fncome
should not be considered s+ income ar all, ax it is 6ot o
sumed and  therefore  pot enjoyed, 1t
when it will be emjoyed and lnle by linle a1 it is enjoynl.
income would therclure be peediicad vely by serviees readersl
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 guithed students

* . come (40).
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i been revived and fully developad By
Einaudi (L. Ematos, Intorns o cowertto di reddino pmposihile

i the extent to which their use is enjoyed dur-
ing that year, while.their future utility will be

reckoned in future incomes. :

To this notion also it may be objected that
the goods in question, which would be excluded
fram the: caleulation of income except in so
far as the wrility they represent is enjoyed dur-
ing the year, may be.cxchanged on the market
with services which would be included in the
reekoning of the income, and may be thus ex-

changed for their whole walue, inclusive not .
oaly of their present utility but also—even if
dilly discounted—of their future utility,

And a simifar objection’ may be raised to

_ g third restrictive notion.of income known as
*pure income ™ or " net income ", a notion

which has the support in Italy of some distin-
; economic sciences, in whose
opinion only increases of consumption goodi
whether of single or durable use, and hluuar:
personal services should be included in in-
T e e
M{gfﬂiﬂm" goods would be reckoned at
their value, without deducting production
coats, their value thus reckoned would be in-
dhusive of single-use producer's goods (ie. raw

- materials) and réal services, whethep human or

.ot (e, both the human labour used in their

production and the use of durable producer's

goods), so that the difference from the current
notion of income would depend on the increase
of durable producer’s goods and on non-human
personal services (e.g. the services rendered by
a dwelling house or by a picture), which in the

 On the other hand, the exclusion of these

. pensonal’ services would be reduced to that of

siperfiuous personal services, should human ea-
pital also be included under the heading of
wealth. e
i) S A, Dy hwﬁ_wﬁmﬂ
. i [ b 1 ol L=
O & B polic rapavatin, Yol 1, B, 2o

of the “Fora aliano ©, p, 207 of seq. G, U, Pam, Sal con-

reddite, in " Atsi della VI e VID dusione sclentifiea
o Seatisbcs ™', Rome, [January ioq3 and June

Rome, tp4s, p. 17 ot s, The addition of fueman
slways explicicly made, bint in auch
are intluded a1 consumption
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-In addition to" the said incangruity, which it
shires ir.common with the other restrictive no-
tions of income, the notion of pure income pre-
senits the difficulty of determination for, birief
intervals of time;, such as the usual one of a
year, as consumer’s goods often mature in years
other than those fn- which the raw materials
and the labour were utilised, or in which the
instruments, machinery, and other durable |
ducer’s poods were used.  1f we were to reckon
such consumer’s goods in the year in which they
mature, instead of computing the duly discount-
ed quotas, imputable to the year, of the-con-
sumer’s goods that will mature in future years

(which ultimately are equivalent to the value -

- current notion of income are included, and in
the notion of ' pure income ! would be i

of the producer's s obtained in the year),
we should obtain the same result in the case of
a “stationary. economy. In a different case—
which is the normal one—we should n’t_afuin a
result inferior to the real one if the econonty is
progressing, and superior to it if it is declining,
and, in international comparisons, it would
lead to more favourable results for-the more -
highly advanced or less seriously regressive na-

- f/’

20. - All the Trestrictive notions of
income—materialistit, < functionalist . and  pure
—start from the objection that the current no-
tion of income is one which allows of dupli-
cations these restrictions are intended to cli-
thinate.  The three restrictive notions of in-
come correspond to different solutions—more
dr less consistent—offered for sequring this eli-
mination. i

Income, as understood by the current no- |

tion, may be divided into. 8 component :
1) increase of single-use producer’s guii.m:
increase of durable-use prodicer’s goods; 3) in-
crease of single-use consumer’s goods; 4) in-
crease of durable-use consumer’d goods; 5) real
.human services; 6) real pon-human scrvices;
7)- personal human services; §) ‘personal non- ¢
human services. :

The materialistic notion would exclude—
as we have explained—the components 7 and
#: the functionalist notion the components 2
G0 G oo il ik B4 diceniont Tolewlag O
aforesald - communication hfﬁuﬁ._?m.ﬂp..ﬂld’lhr

- wolume ahove cibed, i
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and 4; the pure income notion the companents

2 and 8.
From a logical standpoint, the objection
- rabsed by the restrictive notions of income

+ geems to be well foun

- tion of income re

Indeed, if-the curfent notion be accepted,

there-is undoubgedly duplication when we in..

clude in the income of a given year the real
and personal services and, at the same time,
the value of dufable producer’s or consumer's
goods. There is duplication in as much as pre.
sent value of the durable goods is but the sum
of their present services and of all their future
services duly sliscounted, which in. their tumn
will be reckoncd in the income of the year in
which they will be utilised, S

But however logical this objection may scem,
it is unfounded in as much gs the current no-
ponds to human psychology.

. Itis a fact that our psychology values the dur-

 independentiy

able ducer’s or consumer’s goods for the
sum of their present utility duly discounted, and

. +later on will value in future income their fu- .

ture utility little by lirtle as it matures. (42)

_ -'_":’It should be noted that in conformity with
this psychelogy, the Treasury levies taxes on the =

present incredse of durable goods and also on
their future utility. Thus, if this year you arc
in receipt of a certain ‘amount of money, it is

calculated, for. the purposcs of income-tax, in-

clusive of the portion saved, just asin future

years the interest you-will receive on the por-

tion saved will be included.
- Leaving this psychology out of account, all
saved incomes should be exempted from tax-

- ation, because, when turned into eapital, they

(42) The erucial poim of the di wesil the
porters * of the - theds  shove rdde the :uamlmnrt.'
cansumed [ncome (J. Swart Mill, Fisher, Finaudi, Prato), and
the supparier. of lhI! raditloaal praciice of Hiing (B whole
income fiee, in’ pardoalar, U, Raccr, Eeddire ¢ Fmipona, Athe-

* nacsm, Romsc, 1gty, . Fuoma Manwsle deils | seass delly

.ﬁl‘d‘u.rr_. op. ik, pp. athary, sfia nowe) lies preciely hoer
da svingy ceste or do they not creass mew wealth? Logically
speaking, wvings only procesftimes the enjoyment of poods,

. but do nae ereate new goeds, and thezelare ibe theory of he

tamation of eonuamed seems ko have wand foundations.
‘Papchologieally, however, we have the. fuet. that the Expectation
dpfmmhmuwﬁlmimwlpm:uw,
fﬁ&wmr‘ﬂﬁcﬁum OCOUITENCE - of  TON-GomurFense. of
the furire crjoyment, A pleasing event in indeed  enjoyed
of the fact that it har or hav not been forceecn
bﬂhﬂhﬂ.h]}uhﬂm,mhﬂjﬂgwdw‘
‘ProcEres on it occurrence; there has undoubtedly been
:ﬁjgffmnlpﬁm.rtdbr ity expeciation, e

5 A '.| :
i fiiiik e :

i
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will pay taxes t!m_:ugh the future incomes ini:F-L
that capital will yield; or else all incomes from .

capital should be exempted, because capital iy

nothing but saved income, and as such by

already paid the tax when it was earned, ;.
How, ﬂu!;a statistician and the economist n;;i}
undertake to modify human psychology, but
must register its proceedings and their effecy
as they occur in reality, - i
Indeed our psycholagy, in estimating the
valuc of goods commits not only one but some.
times several duplications, :
An enierprising agricalirise,
patient fabour dcm::f‘t? Hﬁpﬁﬂgﬁﬁi?:mﬁ
fertilising, siiceeeds in :
.nto @ promising orchard. The increased yal
of _ghgfcarth'ghm obtained undoubtedly .
sents, to humin . psychology, an inerease of
wealth and is included in the income of the
pcrmd in whith it is obtained, wBut this value
is attributed to the earth.in view of its possi-
bility of producing in the Future Fruittrees
whose value will be reckoned in-the income of
their respective years. In their turn, the fruir
_trees have a vahie not so much in themsclve,

turning a sterile dune- .

“but above all in o far as they will succeed jn _

producing fruit in future years, whose value in
its urn will however be teckoned in the in

“tome of the years in which it will be available’

for consumption, Thus the utility 6F the fruit

had been discounted directly in tlu:.?m

of the fruit treeg, and before, indirectly,

the valuation of the fruit-trecs in the valution

of the earth itself, and in spite of this it is val-

ued in the income when it is enjoyed.
The illogical character of huinan

logy depends on the fact that, in the last re

sort, we enjoy goods not only in the form of

the consumption to which' they give rise, bat_:_i_\;{:

also, before that, in the expectation of such

G4a) 1F it be difficult 1o give offect 1o the fir scluas,
the sceoeul_presents no special pracical difficulsics, * Indend, in
many gountrits incomnck From labeur and incomet from epinl
are maged ey, It may therefore seem irpehaing  that

- the sconndd solutice has not been propoed, o far i | know,

Fiduhfsmutm. h-bnrcﬁﬂﬁd.ulbtdlﬁmilhiﬂﬂ'

in guevtion, altheugh it i theosetieslly ‘no len
iht farat. mﬂﬂdl-pnﬁn[ﬂqtinﬁmw & in
:Jh..;mﬂw. solitian v mot slways the eme thar cn be oo

.
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oo tha I % an index of progress, but in reality it is an

b
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consumption, ot in the mere idea that we shall

fe ahle, if we 3o wish; to consume them in

" The miser does not consume his wealth; on
the contrary, he avoids the idea of. consuming
it, but meantime he enjoysit. The milljonaire
knows very well that he will pever tonsume
ol his property—indeed he would be unhappy

at the idea that it might be consumed; but the

. mere idea that he could, if he so wished, con-
ame it, makes him gatisfied in spite of the
wark, the bothers, and the annoyances that its .

administration entails on him. ¢

" The primitive man who lives in forests full
~of valuable treed from which hang wild Fruits,
_and on land which yields spontaneously, by
the banke of rivers full of fish, with abundant
around him, is considered by us as poor

becinse he does not know how to foresce the
we he might make of those poods in the
fumre. A Westerner takes possession: of his
lands, and apart from the fact that he may or
not be dctually enjoying their resources,
be is held by us to be rich for the miere fact that

be has The idea that he could enjoy them.

- The idea of being able td cnjoy accumulated
wealth is, however, disturbed when public order

- no longer assures its conscrvation and future
- e, and then the value of goods declines and
“disap % ? Ao e
+ We may say that expectation muitiplit;‘
&tﬁ, but it is public order that conditions

Heére is a society which is prosperous and
in the full enjoyment of the ahf.mdgtnrt of ac-
aumulated wealth. But a barbarian invasion ;
-or an unsuccessful war strikes it, or a
decline in the population progressively under-
mines the efficiency of the government, and
tht wealth disappears like mist before the sun.
_mn‘ it is the sun of the future which is

appreciation ‘as

i =P

ognition of human values and consequently
index that the very foundations on which the
wealth of a society rest have been shaken,

J 4

A idial What a shaky  foundation—
when i5 it not protected by ordér—for human
wealth, and for our society which is based
on itl

a1, « It should be noted thit inthe courss
of time there isian increase of the portion of
income represenited by the inceease of durable
production and consumption goods whose in-
clusion in income, in so far a:_ﬂwir"u:ﬂu;*ln-
presents the' capitalisation of services to be én-
joyed in future years, would, represent a du-
plication. #And this duplication s greater in
l']\_\t ticher than in the -‘,pmparati?:ly poorer
countries. It is.in the increase of such goois
that the savings of a nation- substantially con- ©
sist. Therefore, even tha duplication which
arises from their inclusion in the estimate of
income; contributes to accentuate the differences
which occur from land to land and from one
age to another. L

We are led to the same conclusion if, in:
stead of referring the duplication to the. act
of saving, we refer it to the act of enjoying .

~ the services of durable goods. With the ex-

ception of patholagicil periods, average wealth
increases in the course of timie and it grows
from one country other along with aver-
age income, and in cases,. the .portion re-

" presented by durable-goods is the one which

grows most. This means that, the efficiency
of human and material capital being equal, the
importance of the services—which come to be
included twice—rendered by such goods grows
in time and spacc.with the growth of income
more than does the importance of the services
rendered by work and by the consumption of |
single-use goods. = : i

33, - We have already referred to the in-
fluence exercised on the determination of in-
come by the inclusion or exclusion of human

. capital in the reckoning of wealth. In the
first case, uscful personal seryices should be -
treated by the same standard as real services,
and thercfore they are implicitly taken into
account, even by those who adopt the mate-
rialistic notion of income, and they are also
implicitly taken into account by those who ac-

- cept the notion of pure income, not only when



- increase of services

b |

“rendered by men but also when rendered by

animals or inanimate objects.

Another consequence s that an increase or
decrease of the population represents for those
who include human capital under the heading
of wealth, an increase strdéchease of wealth,
although neither the one for the other of these
alternatives exercisés in itself an influence on
wealth in the opinion of those who exclude
humarn capital from that notion,

This is a circumgtance of capital imposs-
ance in times like these when the dynamism
of pu{;mlatin;n differs so widely and promises
to differ yet more widely in the future from
one nation to anotlier.  And as in our day this

dynamism has manifestly declined and is gen-

 erally speaking less marked in the higher in.
come cduntries, we may say that the result of
the exclusion of human capital from the items
representing wealth is to cause, under like con-
ditions, the increase of wealth to appear great-
er today than formerly, and greater in the rich-
cr than in the poorer countries. :
* Morcover, as civilisation advances, there s
a marked tendency to replace man by machin-
cry both for purposes of production and con-
sumption, that is to say, to replace real or per-
sonal human services by real or personal sery-
ices retdered by mechanjcal apparatus.  This
tendency has become particularly marked, in
. 50me countries—more EIP(ﬁi!l]I' in North Ame-
rica—but it is making itself felt more or less
in modern times in all countrics. The techno-
i!':'g'ii:nl progress of mankind consists fargely in
this. :

Now for the purpose of estimating incom=

it is of no consequence whether the services
. be rendered by man or by other animated: be-
ings or by machines, and it is also a/matter of
indifference to those who include huma
pital in their definition of wealth whether there
be a corresponding increase'in the number of
. machines or of animals rather than of men; but
this is not a matter of indifference to those who
- exclude human capital, as in their opinion an
inc b nds to an increase
of wealth if they are rendered by machines or
anifmals, whereas.there is no increase if they e
Those who would exclude human capital
from wealth, will therefore
i .-"I o : T
_ e , :

_income, using for this

find themselves in _ ling price and cost of _Iiﬁ.ngi index numbers, :
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a serious difficulty when they are asked 1
comipare the wealth or income of countri
where slavery exists wiihi those of countries iy
which it is abolished. — The fquestion—it may
be ohjected-—is onie of exclusively historical . -
terest as slavery no longer exists in civilised
countrics,—Even if we admit that this be trye,
“ithe question anyhow arises when making his.
torical comparisons, as, for instance, when com.
paring the incomes of the present-day Europess
countries with- those of the populations of 4n
tiquity or of the Middle Ages. In reality, how-
cver, this is not true, because—whether author.
ised by law or protected by custim—slavery
really does exist in many countries, and in some’
forms, even in countries which no onc refuses 1y
cosider givilised and which indeed boast very
:nnieni-eiﬂiminm, We have already recalled
that in the-Far East if times of famine, fathers
scll their daughters, and that there are areas
where famine is chronic. “The proteeds of the
sale of a daughter provide a receipt for the fa-
mily, considered legitimate, i not by law yet
by custom, and which corrcspdnds undoubted-
ly to a service rendered. Why not include them.
imincome ! And how can we draw up thé?
fit and loss account of the family if we fail o
take them into account 7 It should be remem-
ht',';d that, in the Far East, Japan and China

© are countries for which estimates of wealth and

income have been made, and which morcover

acquire, from many points of vicw, a Special =
“interest in internafional comparisons.

Thus both for the purposes of estimating
income and for those of estimating wealth; the
inclusion under wealth of human capital Jeads
to more logical solutions.

23. -'Before closing, some remarks are ll-
ed for on the purchasing power of money, as
affecting the estimates of income and their
comparison. : e
i In modern times the preater consideration
in which huma p:rmus:‘l? is held in con-

junction with the higher yield of work has

led to an upward trend in the remuneration
of scrvices, this increasing more or dndiuin‘g"x
less than the prices of other goods, so that if
‘we reduce the nominal income to terms of real
thie

The Contenr amd Uae of Eatlmates of .'Iu Hatloal !n:wr}-

which are not inclusive of such n:mum:ritiun.
we obtain an upl'!mis‘til: impression af the 4}-

: qnamics of national income. This perturbing

4

. iond of income the results are usnally unified

cireumstance is absent from those estimates

“pased on the materialistic notion which ex-

dudes services from national‘income,

In: the case of territorial comparisons, in-
dex numbers for the general purchasing power
of money are not calculated, nor could they
be without overcoming serious difficultics.
Therefore, in making ifternational compar-

oa the basis of exchange rates.. But a whole

- yrifs of factors which have been repeatedly

amlysed, the printipal of which can be reduced

 suiwtantially to the inertia of stickiness of prices

on the one ‘hand, and to the diversity in the
remuneration of libour in the several countries
an the other, generally make the purchasing

er of the depreciated cirrency lower on ¢
ﬁ:ign markets than on the home one {44).
And as depreciated currency countries are gen-
«erally the poorer opes, the result of this is that

| the unification of the estimates of income made

on the hasis*bf cxchange rates, exaggerates the
differences. that occur in income from one
aguntry to another. _ i
_ Variations in price may also exgreise an
influsnce on the estimates of war losses which,
as we_have seen, cannot be neglected in deter-
mining the national dividend. So as to have -
1 ynthetic index of the diminution of wealth
we must indeed weigh the various categories
of wealth on the basis of prices, and in doing
my it 1 not a matter of indifference whether'
we wse for this £ pre-war or post-war
pricss,  As, generally speaking, the prices—

* which have increased most from the one to the

other perind are those for the categories of
wealth that suffered most from the war, the
syuthetic index of the reduction of wealth is
sbstantially lower when quantities are weight- -
o on the basis of pre-war prices, and: higher

. When they are weighted on the basis of pog

i mpjm:. And a3 pre-war prices are better
known than post-wir, and as ;Jﬂu\\iil:tm
the limited '-"alidl of fiat prices, are n

o : :

{44} This subject has Been dealt with more especially in
LEagutic de ls Sociéié des Mations sur fa quenson des ma-
e permibrrs ot des denrdes elimentaives, in O Metson :
Vol W, e 1 oand 3, June 1, a3, p, 123 et g

: 5
difficult to-determine, the pré-wa.r prices are
those generally useil a basis, with resulis which
as | have Had occasion to show, may lead us
far from reality (45). :

24. - Estimates-of ificome are often used
for other purposes’ besides that of measurin
the degree of ﬁggﬂuf'th: pophlation, :

First of all, as an index of the capacity of a
country to make foreign payments for debts|
reparations, tributes, or for making internal

-payments in the shape of taxes and duties,

And in this connection one should specify wht
is meant by capacity of payment. Does the
expression refer to lump payments made onee’
and for all, or to payments of a continuous

_nature ? And is the capacity o make theim sub-

ordinated or not to certain conditions, such as
that-of assuring the life of the population, or
of not cutting into its wealth or not lawer-
ing its standard of living ? The answer will
evidently differ with the adoption of dne or
other of these hypotheses. - - ;
Lf the enquiry refers to the capacity of mak-
ing lump sum payments not subject to any -
condition, such as am inexorable enemy might
demand of the vanquished @f war reparations,’

then not only the imﬁ"n[ one year but all
 the accumulated wealtlE the country may be
«called on to contribute, _

If made subject to the condition of assur-
ing the life of the population, payments, if they
be of a continuous nature, may be made out
of income, net of direct taxation and of the
maintenance costs of the population; if the pay-
ments are o be made in a lump sum, they
may be made'by drawing also on wealth, ex-
clusive of the part necessary for paying those
taxes and expenses. = e

If, on the other hand, the condition is that
wealth should remain constant, then the amount
that can be counted on is that assigned for op-
‘tional iture and for the annual incre-
ment of wealth, in which case however 1'_1:1::;
further ne to specify whether we in
or not to ndil I'tmr?l:mnf}trapﬁal in our defini-
tion of wealth, as in-the sccond is we
may count for the purposes of transfer abroad,
in countrics where slavery exists or where emi-

" (g} Sec the article cited in_pote (357,
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gration is possible, on the economic value of
the surplus population, and also for these pur-
poses as For those of internal levies, if the nation
should renounce increasing it population, on
the saving of the expenditure that would have
been necessary to secure such increase,
+ Finally, if the condit that the stand-
ard of living is not t6(be lowered, the only
amount available é’!l“ be that n:prntntmg the
increase of wealth,
It is true that very often the levy, even if
it have not the declared purpose of lowering
the standard of lmng‘ .J-:u:s not shrink from
that result: indeed it often counts on it, as
when laxes’ and duties are expected to lead to
a reduction of superfluous expenditures,
Mor have the Guestions thus been exhausted,
We must enquire if we are justified in con-
sidering the variations of _population by the
same standard as the variationg of wealth, and
“therefore as dependent on homan volition: or
- whether they should not rather be considered
as dependent on practically uncontroliable bin-
logical and social factors, in which case the
. maintenance of the p-upuiauun must he rcpla.ccd
by that uf the. maintenance of its rhythm of

5

of . maith by that of the majntenance of aver-

age per capita wealth,
“We must look 1o the -:unsbqul:nc:s of inter-

national competition, as a result of which a
_ stationary country in a progressive world is

losing ground, so that the conditions for the

maintenance of the poplilation or for its growth,

for the maintenance of total wealth nt average
per capita wealth, should, if regression is to
be avoided, be replaced by conditions which
- will avoid-the danger that in such respeets the

country remain below the l:wI.:a_/}ne:Lan the

. gtn:ﬂhqr of other countries,

In any case, the difficulties that
the way of levying large portions of i w:nm: or
large lots of poods must be considered, diffi-

culties whose range has been shown by the |

experience of many countries in which church
~ property was scquestrated. i

. These difficulties are, of course, more keen-
.h’MJ:mpnﬂqug}:alpmudsmwlunhth:wv
ganism is less resistent, and any sacrifice it is
-"rcqmmdtﬂmak:maym&h}rmumgltm
4.
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injury much greater than the momentary ad.
vantage secured thereb

In addition to all I]:ll we have to consider, -

in the case of payments to be made abroad iy
foreign exchange, the effects of the disequili.
brium created on the exchange market by the

cconomic disequilibrium of - the nation, which - -

reduces the purchasing power of the national
goods on international markets as compared 1

! their purchasing” power on the home markey,

Farcigh “Pa].rmcnm can but accentuate these of.
fects. have moreover the difficulties beseir.
ing the transfer abroad of large quantides of
goods.
their results were indeed amply ﬂtpmm:td ir
the case of the German ie aum}s [ymen

at the end of the first wo

Lastly, in international relations one should

not igngre the consequences that the absolure .

or relitive unpmerlshment or the arrest or e
tarded growth of one country may have on
atiters, so thot the payments it is called on to
make, particularly when its economy is in 3
precarious condition, may represent for the

_claimant not an advantage bt a loss,  This is
a truth often forgotten that always ends, soaner

or later, by forcing itself on-the attention, com-
pelling the creditor countries, in the list resor,
to come to the help of their debtors to correct

the effects of the payments demanded, as hap-
pened, in a covest manner after the first world |
‘war, and as is now, when this I:nnthu lndl i

recognised, happening openly. -
We must convince oursclves thatpow
the countries of ‘the world form one sole eco-
nomic body, whose parts are solidary in their
development.
made great headway, and is bemmug
erally accepted, even if all are not yet

. = dm’" ’-u the Hesktaaty mn:luulnm
25. - The data on income are often lud -1

for other purposes for which they are also. ilk
suited. !

Th:r'immnd,fmmmnn: furmuun‘mﬁ

the amount oi exchanges (47) or the volume

{ﬂMn[hmns:h:MHFM

. lews ounrily in the sporch mlhm\d«rmmpﬂm

maziond, cited in note (7).

m}nmﬂmmﬁefzul}mhﬂuqinhiﬂr

English, American, snd Canadisn statisicians wha mel 2
Wabington in September 1544, already mentined in soio (1)

The range of all these difficultics and

war, (46) = ©

.. dnnged for products,
savings be equal, it is obvious that the greater

Fortunately this conviction hay

‘The Consemt and Use of Estsmaves of M.Ntlml nionme ¥ PNy

of demand or the purchasing power of a
country.

It i¢ not income hut production  which
counts for exchanges, and not nct but gross pro-
duction, and not the whole of the gross pro-

. dixetion but only that part of it which is not

_wed by the producer, which part must more-
 gver be multiplied for this %n;rpmc by th: aver-

ige velocity of circulation o
Likewise it is- pruclun:r]un, and not m.:-ume
which must be taken into account for the pur-
of ascertaining the demand or hiasin

of a country, and here again not the m_-t _

'P;.-,-clucimn but the grossh and always the

not wied by the producer himsclf. It is in uctl
uction cotts that determine the more ur-

gent demand. This is in keeping with the
known aphiorism that products are ex-

I net production and

wmlume of pirchases will be made by countries
 that incur th: heavier upcm Iur raw mau-
nalé and power.

Pruductmn--rctknn:d acmr-rimg to the
purpascs of the enquiry, inclusive of or net of

= rosts to be specified in each case—may there-

fore serve many poses but-it miust aiwayl
be borme i mind 5“11-1-; when, in abnormal times,
the national capital has been substantially im-
poverished “or when, for other reasons, serious
uncertainties are impending over the,ceonomic
futiire of the nation, it can only have a contin-
gt significance, and cannot afford a measure

of the productive power, nor an index of other -
nlbﬁannnll:,r permanent chur:ctt:ruuu of the

'_I'hl: m_umnus of national ircome or di-
widend have also been used for measuring the
time required for repairing the destruction or

. decrioration of national economy, such as that‘" to country, so-that they cannat su

camsed by war; but that implies a vicious circle
if we accept the above said definition of income,
_ fmn which it fu]luw;_ that such losses must hc

ﬂmﬂ‘hlwpnrpmniumﬂmglhbdr

ihmﬂﬂ, remed nl‘herlnmdr * national | imcome sta-
faties s ® set of scoounts that poriray, in sum-
- mary form, irzn In the nasioeal economy and Feciffat
imiys of i strocruee and . The satisticiani
who were coavened R. Seone, Bmglish, G. Luxion, Cara-
dan, M. Gilbert, E.F| Denlson, G - TCh. P, Schwariz,
W.H. Shaw, D, B, Yieems (Cfr, the report already cited of
Desizon, p. 3 and 4)./

o

deducted before the income can be calenlated.
On the contrary, one can rightly make use for
this purposesof the data on net production, after
deducting therefrom the ordinary charges for
direet taxation antl the maintenance and edu-
cation costs of the population.

. o, -, Let us draw the conclusions from this
long study and see what use cah be made and
what cannot be madt of the estimates of in-
come, g

They cannot be ﬂud to mmurc the h:ppi
riess of the respective populations, as h
depends essentially on intermal factors whic

. entirely escape estimates of income and any

other estimate, and also on the kngtll and heav-
iness of the \wrk necessary to realise the in-
come. A

: They might measure the cohtribution mad-:
to happiness by external factors, ie. by what
is gcmrall}r called welfare or rmpcnt}r,
vided it be possible to include in income all ex
ternal - rational dynamic goods, or, in- nrdur
words, events external to our go that are ra-
tionally desired.

But, as a matter of fact,.these fnct.uu can
only. be ially taken into account. Ths,
all strictly personal goods, which assuch ‘are
not :mh:ngcnblc a-&ﬁ superabundant goods.
which also cannot. give rise to cxchanges, and
goods of widespread in so far as this
utility is not incl in other productive
_goods, escape such ate, and so also do
goods of direct cnjoymént which are exchange-
able but as a matter of fact are not exchanged,
with the dxception, in many estimates, of rent-
able values and, in some, of domestic services.

On the other hand, the account in which
these estimates are taken differs from country
ly an ac-
curate mcasurcment nor even a hl:lhclndﬂ
of the ng de of -prosperity of the sev-
eral @w .Elr? matter of g-:t. ‘between
goods of widespread utili depending on na-
tural factors, and those depending on social
factors, Ihﬂ:nmmzdegrccnfmpmm
but the former escape inclusion in estimates

of income to a much larger extent than the ~

latter. Superabundant goods no less than
» goods mdp‘::wm directly enjoyed by the

numwhd;hmmlm:mdm:al

x
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. culating income, are, though with some ex
i of less importance in the countries
where technology, economic organisation, and
 the division of labour are most advanced, And
the importance of strictly personal goods is, 10
.some extent, independent etary income
and some are in a ive relation thereto,
Thus, for various, circumstances, we may ex-
pect that the monetary estimates of income ex-
aggerate the differences that exist from country
to cointry between real incomes, understood
as being the sum total of external rational dy-
namic goods, and exaggerate’ also their growth
in timé, L
_ Estimates ofsincome are vitiated not only
by the undue omission of Factors which should
be taken into account, but also by the failure
to deduct fictors which should be omitted, such
as receipts which, Tully or partly, do not eor-
respond to a production of goods or a prestation
(of services, expenses incurred for the mainten-
ance of the number and economic cfficiency of
pupullatixpn and that part of taxes and other
_contributions, obligatory or optional, or of
other public and private expenditures the

proceeds of which are not used for the advant-

- age of the consumer but constitute a cost of
ol production necessary for securing other cate-
gories of income. ' : '

These drawbacks also'tend, as . general rule,
to exaggerate the differenced existing between

“incomes in space and their growth jn time.
Fortunately, a means of corrcction, howeyer
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physiological, and social factors from the eitl.

mation of which we cannot eliminate subject.

ive bias, and if such an etimate can he made

with some degree of reliability by persons wel]
acquainted with . their own muntriu, it is dif.
ficuit to find anyone capablé of malting i with
like reliability for several countries.  We shoyld

.. add that the linc of demarcation between s

 perflious and essentlal maintenance costs is in

approximate, cxists: a great part of the afore-

wdguods of which account is not taken when
- csimating income in terms of money, are need-
__ed for the maintenance and economic cificiency
of the population, so that if the estimates of in-
come are made net of the costs of miinténance
~and of
of the population, which must be
by the standard of the costs of
. mu;:tmarm:, and amortisation of human ca-
*  pital, we can correct —even if only a im-
! tely—the factors of pertorbation i
- =, and thus make the estimates of -income of

- the several countries less heterogencons.
.+ We should not however disguise the fact
that the estimation of the costs of maintenance
_~ and of professional education and training is
ﬂ?.u_ng but easy, as they depend on physical,
: ./-1.' i T ] :

b:l_mi.ﬂi;!l'td
uction,

.J i ¥ .r o

sional education ‘and training

. atical tends to

“duction may practically coincide in normal

SOMMIE CA%es 4 very uncertain one,

The objection, raised on many sides ang
well founded in logic, that the current noting
of income implics a duplicativn in as much as i
includes the value of durable producer’s or con.
sumer's goods which are added to the pre-exiy:
ing wealth dusing the interval considered, and

at the same time the services they renderin the

said intcfval or will render in the future, This
objection can beanswered by observing that
this inclufion 15 in keeping with human oy
chology whicli indecd leags us to gnjoy durable
gp-l:ld! twice over, first when ﬂbu}ning posses-
sion of them through the expectation of future

utilization, and a second time when they are

actually utilized, :

. This, however, does not remove the. fact

that the duplication exists, and acquires grow:
ing importance with the growth of wealth, thus
leading us to exaggerate the differences in in-
come
period to another, as compared to
would otherwise be obtained.
~ Inaccuracies ip the measurement of
due to the varying purchasing. power of mon-
ey in time and space lead to the sarfie result.
For many reasons, therefore, monctary in-
come is an untrustworthy index of the pros
perity of a population, and one which system-
exaggerate historical and ter-

variations.

rhm:w_].rﬁ;h

ritori

The notion of net production is different

from I{lat uffml:inna! income or dividend.
Naumjl income, or dividend, and net pro-

times, but they diverge widely in_ exceptional

, for in income we must take into ac
count not only net production, but also the
gains afid losses that wealth undergoes apart

. From the actions directed towards its

To confuse net production with national di-

- vidend, without taking into due account war

o

one countey to another and onc

e

S

; apression- " di
_ were constantly nsr-].'n_n:zrru. Therefore,

- amic equilibrium in
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Josses, leads to a fallacious and dangerously
imistic view of a country's possibilities,
. In estimating production of the individual

~or business concerns-we leave ‘out of account,
morenver, the effects of contingent or other-

wise accidental factors only in so far as they
come into action when the product is finjshed,
but not whén they come into action during the

of production, whereas variations in
walue, determined by such factors, are neutral-
ded o an ever greater extent by external and

“internal measures of insprance, so that they

influence through other ways national net pro-

- daction. ]

_ The data on net production, if they cannot
i normal times? ¢ data on the national
ineome or dividend for the purpose of measur.
ing national prosperity, have howewver their
ﬁd of application, no less than those of gross
production. We must’ have recourse to the lat-
ter for meaturing the amount of exchanges
ad the volume of the demand or purchasing
mﬂ of a nation; we have recourse to the
former—on the gupposition that they can ex-
tend, even if with congruous variations, to the
future—se~fs o realise the time required for
regonsituting the national eapital which has
deteriorated or been destroyed.

- 1:: - The analysis we have so far made al-
lows us to draw one safe conclusion,

The traditional notion of national income
i an instrument which has been devised in

normal times and which answers the needs of
normal situations, Proof of this is offered by
the characteristic of continuity which is at the
kasis of that notion. It is also certain that the

. the
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All thm h}'pﬂthruﬁ. explicit or implicit,
no longee held pood in abnormal times, cha-
racterised by a lack of equilibrium.  The fow

of goods and services is subject to alarming in-
terruptions. - Capital sufférs far severer curtail:

merits than those entailed by normal wear and

tear and obsolence,” Economie sctivity is no

longer the practigally exclusive cause of the
variation of goods aid-as a resubt of both these
circumstances, dividend and net production fol-
low definitely divergent lines, e
We must ‘admit if not the divoreé at least
tion of the two notions, whilst h
ing that the re-establishment of normal condi-
tions will allow them to unite once more in
the near future. - , ; :
- When the two notions are separated, it is
desirable that the attention,of the statistician,
while neglecting neither, should be directed,
in ‘making esimates of income for which he is
qualified, more especially on the notion of
" dividend ", which not only avoid theoréti-
cal uncertainties and incongruities but presents
the advantages of being more prictical, less ex-
posed to personal appraisements, and more pre-

e

“cise in its meaning, as, in abnormal periods,

monetary estimates-of net production no longer
afford an index of the productivity of a country,
i.e. an index of the e y of a country’s eco-

nomic system, and ve a contingent valoe,
 The comparisons of the customary mon-
clary estimates of income imply moreover im-
plicitly that the component parts of the said
income are stationary, so that the importance
of the super-abundant, strictly personal goods,
or goods of widespread utility, which escape

_such estimates, may remain constahit, as should

wodition of the maintenance of capital was-— “also be the case with the importance of unpaid

~ peoerally understood as implying the repair of

rarmal wear and tear or obsolescence, and tha,
i speaking of the increase of 5, one usual-
Jy meant to refer essentially, if not exclusively,
ty the increase of goods determined by eco-
temic activity, j.e. by production, so that the
d" and " net

the traditional notign of incomic pr , if
ot 3 stationary situation of a country, 3t least
dstation developing on uniform lines; it sup-
posed if not a static equilibrium, at least a dy-

ﬁprﬂdmﬁm of income.

Pt
PR

services, whether rendered by oneself or by
others, of the use by their owners of durable
consumption goods, the cost of production of
human capital, the assignment of public ex-
penditures for the benefit of production or else

_of consamption,

* Roughly speaking, in rmmalﬁmn these
conditions are assured in the several countries
for brief periods of time, and therefore the usual

*monetary estimates of income may be used for

comparisons, even if only approximate, of the
pmsﬁt}' of the population at different pe-
riods provided the -interval between one and
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the other be not very long. But in abnormal

times none of these premises exist.

_ On the other hand, it must be admiteed that
~ these premises often day ist even approx-

imately in normal times for the comparisons

* between  differerf coufitries, and that in ab--

normal times. they are more than ever distant
~ from rc:l.f[l:}r. h ; :
The use also ofidata on income and wealth
for ﬂlenFurIm of measuring a country’s ca
pacity of payment—always subject. to limita.
tiopns—becomes_ problematic in abnormal pe-
riods of cconotmic disequilibrium, and mare
than ever so when the payments have to be
made abroad. G
This explains. why, after world war 11, as
~after world war I, it Kas been thought necessary
to call the attention of snidents of such matters
" to the necessary precautions to be observed in
the use of monetary estimates of income and
_more especially fin drawing comparisons. in
* spaceand time between incomes and between
~wealth, which is their premise (48).
. #Crises always lead to a revision of values. It
would seem only natural that crises of excep-
tional importance such as those represented by
thie ‘first and second world wars should lead to
a revision—let us hope a not useless onc—of
the hasic notions of economic science.
Such a revision was, indeed, all’the. more

necessary in this post-war period in which there.

i such a general desire, now to some extent
being fulfilled, for international collaboration
which requires a comparison between economic
- forces, available resovrces and needs of differ-
ent countrics, : : ;

- But even before practical n@ﬁi called for

it, this revision was required on theapetical

(4%} Sex the speech on Lasmrheiis comparara defly ma-
mioni, cited En note (7, the two reports cited in notes (8a)
and [(ar), preentd io the XIX and XXI1 sessions ef ke

- Intermutional Imsitute of Stathitic, and the lecture La eimpa-
rabilid del sempa ¢ nclo ypasin delle ralutawions del reddita

 miigaale, held 3t the Ganeral Confederation f falian Induery

(on Februsry 19, 1yl and published in ** Rivioa, df Polities
Econsenics ', Marck 1548, e o

]

grounds. It is not cnough for scientific pur.
poses to make use of current terms or to adoy
some of the terminology used in technical Ly,
guage, and then define them. [t is above 4
necestary that the notions so defined be logic.
ally connected with the needs to meet which'
they were introduced and to the other notiog
which recur in thic same science, and with the
purposes to which they are applicd for secur.
ing practical results, and if possible they should
be coordinated also with the definitions given
of them in kindred branches of scignce,
Therefare, in writing this dissertation, I hive
had in view two essential purposes: to find 2

consistent solution, by following a puiding line,
to some questions (49) raised by the estimatn
of national incomé; and, in the second place,
to call attention on general lines to the disturh
ing influence that the avoidable br unavaidsble
defects of such estimates ‘exercise on interms

. tional comparisons, and on the comparisons of

one period with another, and also to the prac -
tical bearing that a defective solution given to
Df:x'ﬂj

_some questions (which apparently is

theoretical importance) may have for some
countries, and more especially for Italy, a3 af
fecting the setilement of pending matters tha .

- concern them, and consequently the cooper

ation they are expected to give to a fubire in-
ternational :;cl:xl;:nu:nt. o

{44} The main purpose of this disscrtision bas bem B
cuamine seme qontons, which seem 1o @ fundatennl, -
ing to the content and the wse of the meonctary nsmen
Encome, with special reference e same  jsiliclogical poswr
srustions.. 1t doo not claim o exsenine alf these Uit
and uifl less to disouss all the cpfnices exprencd or metissel
in the grery mimeroas works oa the subjees, which have

f

the result of ibhe presest imposnence thin matter has sl
durlag the last war and the present poit-war period, Bells
the publications o which we have bad occasion 1o reier, e
with w mention, among those weinten in the L [ow yan,

the Sradicr fn National locome, cdited by AL, Bownay (e
tianal, Intitute of Economile snd Seclsl Reiearch, Cambeidpr,
Unbversity Prem, 2044} and the volume Le Reernn Navasdl,.
eostxining contributions by F, Pasoux, P, Usi, . Missgws,
published by the Tastiuz de Scence Ecomomique Appliqer,
ofited by Perroux  (Preses Ussivemitsires de Franee, P

L i both wocks of 2 specially comprebemive characters




