3
i
! . '
‘ g" « ImAno /osé‘ !cs/a |
i : 62 |
v | |
; | | a
| STUDENSKI, PAUL 1
; ;
o |
r "PHE AREA OF PRODUCTION" i
| ¢ ;
X - ) .~ I
f (capitulo 12 de "THE INCOME OF NATIONS") !
] Péginas 175 a 188 i
(New York University Press 1958)
t3
? |
!
GURSO: DESARROLLO ECONOMICO 1
PROFESOR: JORGE AHUMADA |
; ' i
} i
i
S0LO PARA DISTRIBUCION INTERNA i
|
! 4
A | 1
! .
‘ N
; i
s '
. | g
] : ‘i
| |
B ] 1
.
i il
| !
C | |
i . ) | J




o e




@

27

c.Only rented dwellings.

i

12, THE AREA OFP PRODUCTION |

i
In Chapter 1, we traced the emergence, after a long period af@mlution-

ary development, of two main concepts of national income: the co?prehen-
sive production concepty which defines national income or produet as an

aggregate of both commodities and services produced over the year' and
the material production concept9 which defines it as an aggreg&te of -~
material goods only. A thlrd but comparatively unimportant concept exe=
ists in addition, the marker production concept, according to which na-
tional income or product consists of both material goods an&!services9
but only to the extent that these are produced for and are distributed
through the market. The méin'differenees between the composition“of =

these three production c¢oncepts are shown in Table 12-1. i

I

| |

]

Table 12-1. Compoaltlon of the Natlonal Income According to
Three Production Conceptso ]
ﬁ Compre-~ Restricted Restricted
hensive  Market v Materlal

Market goods < x %

Certain goods produced within -
the household for own or family

consumption X 0 0
Market services i x X 0
Services of dwellings x x© 0
Civil goverment and military %
services x 0% 0
Profits of goverment enterprlses x b4 x
Direct taxes x 02 x
Indirect taxes 0 X fb

xs Item included.
0: Item excluded.

2 In the only estimates based on this concept, the Kalecki and Igndau
estimates for Poland, the -cost -of public education is inecluded. On the
other hand, individual 1ncomes are deemed to exclude personal taxes,

Certain profesclonal services are excluded in the Natolcsy—Varga
estimates for Hungary.

i
il

In this Chapter, each of these three concepts will be analyzed and the
various issues arising out of their application will be crltically -
reviewed,

|
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1, The Comprehensive Production Concept

r The comprehensive production concept recognizes the distinction
between material goods and immateriasl ones (services) as being signifi-
cant in certain types of economie analysis, but considers it completely
irrelevart to the central issue of what constitutes production and natio-
nal income and what doesy not. Production is deemed to be a process con-
cerned with the creation of utilities having economic value, ic€cy eoe«
things capable of satisfying human wants and having a determinable eco-
nomic price or cost. These nay be either material or immaterial in natu-
reo  Servicese-which may be either those of persons or of durable capl-~
tal goods are declared to be just as capable of satisfying human wants
as directly'eonsumable material goods and, therefore, ae included in
production and national income. This conclusion is further supported by
reference to the fact that services and material goods continually in-
terclange in the markeg; that the creation of both requires the invest-
ment of capital and labor; and that the sstisfaction of many wants of-
ten requires the combined use of both, e.g.y, medical care, where the
services of the surgaon are used in conjunction with such specialized-
material goods as instruments. Many material goods have no clear%y ’
identifiable wuse value without some accompanying services, and in or-
der to sgcount for their contribution to economic welfare, it is neces-
sary to include the services they implement in the national income
totalo, The labor engaged in the production of services ie deemed to
be just as productive as the labor engaged in the production of mate-
rial goods. Briefly, then, production is viewed as the creation of
consumable things and of things facilitating their production; whether
they are material or noto

f’ National income, therefore, includes all freshly produced mate-
rial goods and services that (a) are created by human labor ang capi-
tal, (b) are capable of satisfying human wants directly or, &8s pro-

duction goods, indirectly; (c) are comparatively scarce and, theres-

fore, need to be "economized" and have economic valuej and (d) either
have definite monetary price or cost or can be given one by imputa--
tion. National income by this definition includes (a) all goods and
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services produced for the market by private and governmental enter—
prise, including services of certain durable consumer goods, such as
dwellings; (b) 8ll services produced by government FPor collective
use, although those of the armed forces have 5een generally recogniz-
ed as economic production only since World War II; (c) 2ll goods and
services produced by nonprofit-making organizations, such as churches,
educational foundations, etc., for the benefit of the general public
or of their own members; and, finally, (d) certain goods and services
produced by members of the household for their own and one another's
use, outside the mazrket mechanism. National income includes all these
goods and services net of capital consumption {>r depreciation) and
Lyithout duplication of values-

Within this comprehensive concept of national income exist cert-
ain variants resulting from differences in opinion as to whether cert-
ain items of unpaid goods and services, particularly certain services
rendered within the household and within the government sector, should

be treated as production and hence as national income by imputing mo-
ney values to them. These unpaid goods and services may be classified
into five main groupss:

1, Foods and other goods produced on the farm for the farmer's
own consumption

2, Unpaid personal services of housewives and other members of
the family or of broader social groups

30 Unpaid services of owner-occupied dwellings

4o Unpaid services of other consumer durable goods owned by
households

5. Unpaid services of tangible wealth owned by governments and
by benevolent organizations

e shall consider each of these items in turn.

&, Inclusion of Value of Foods and Other Goods Produced on the Farm
for the Farmer's Ovn Consumption '

r It is now generally recognized that food and certain other items,

such as firewood, which are produced by the farmer for his own and his
family's consumption, represent the farmer's income in kind and should
be included in national income. Nearly all contemporary estimates do
include them in order to obtain comparability of farm with nonfarm —-
incomes and comparability of incomes of sgricvltural countries with

coan b,
A ahE e
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| those of nonagricultural ones. An additional argument for their inclu-
sion rests on the fact ttat the farmer is often in a position to choo-
se- between selling his entire produce in the market and retaining a
part of it fbr his own family useo. If he chooses to sell everything, he
must then buy the produce he needs out his money income, If, instead, .
he keeps some produce for his own consumption, he reduces his money in-
come, but, on the other hagdg also reduces his expenditures. The retain
ed produce, therefore, has a definite morey value t0 him and must be
added by imputation to his money income.

r In some estimates these retained goods are evaluated at the 5?61;“'
sale prices tley bring in the market, while in others they are evaluat-
ed at the ?E?gfl prices that have to be paid for themo Of the two me—-
thods the latter is preferable because it makes farm income more compar

lgble with nonfarm income. What is important in such comparisons is to
obtain a meaningful valuewfor those goods produced and consumed on the
farm, and this is better accomplished by evaluating them at retail ra-
ther than at wholesale prices. .

Foods and other goods produced on the farm for the farmer's own
consumption are often conslderable, In Ireland in 1953 they represent-
ed 26 per cent of the total farm income;]-and in Canada in 1950, ap=w-
proximately 18 per cent.2

bo Unpaid Services of Housewives and of Other Members of the House-~«
hold. ‘

The classic example of unpaid personal services rendéred in the
family circle is the activity of the housewife. Specifically defined,
household work, whether accomplished by the housewife or other family
members, consists of the preparation of meals (kitchen work and serv-

ing) and the formation and maintenance of "household capital"

;/ This percentage is for goods valued at agricultural prices.
When these goods are valued at retail prices, farmer's own consumption
rises to 34 per cent of total farm income (Central Statistics Office,
Irish Statistical Survey, 1953, Dublin, 1954, pp. 50, 57) .

g/ Dominion Bureau of Statistics, Reference Paper No. 25, Hand~-
book of Agricultural Statistics, Part II, Farm Income, Ottawa, Febru-
ary, 1952, PP 460 TT7e '
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(cleaning, washing, mending, tailoring, carpentering, painting, etc.).
In giving the goods produced in the market economy the final touch that
makes them ready for use, household work is the very last stage of pro-
duction. It is the remnant of older and more extensive domestic product
ion that has succumbed to the market economy in the course if its deve-
lopment. Household work is easily replaced in the modern economy by the
paid services of commercial establishments, public services, laborsav--
ing equipment, and paid services of domestics. Some of the increases in
national income over time represent no more than this substitution of
such paid services for the unpaid services of housewives. Similarly,
some of the differences in the size of the national income ~f two count

Ties do not necewsarily indicate differences in the productivity of ~--
their labor but do reflect differences in the extent to which the unpaid
services of housewives satisfy the wants of househclds.,

During periods of accelerated business activity and rising employ
ment or of wartime labor mobilization, housewives take on Jobs in indus
try without necessarily neglecting their domestic duties. They rely
more heavily on outside help for the care of their home needs and ey
for these services out of their earned incomes., When peace returns, or
in time of depression, they go back to their unpaid home duties. Nation
al income, when calculates without inclusion of the unpaid services of

‘»housewives, rises in the first instance and drops in the second. The
omission of unpaid services of housewives from national income computa
tion distorts .he picture of both long run and short run changes in the
national economy in addition to making intertemporal and interregional

| comparisons of national income more difficult,

r In the face of this situation, most scholars favor, in principle,
the inclusion of the unpaid services of the housewives in national in-
come, The difficulty, however, consists in finding a fair measure of
the economic value of the housewife's services. In a few estimates that
have attempted to impute a value to these services; the arbitrary as--
sumption is méde that 211 housewives do the same amount of work and
that their services can be evaluated at the same average sum. The ag—-
sumption is manifestly false. To include such a doubtful calculation

in national income would greatly lower the reliability of the total and



6=

. the ' ' .
. reluctance of moést estimators to include thls 1tem in their computa-m
et Lylons is, . therefore; understandablé. R TS P R

Yy~ P . - o8 -

Table 12-20 Imputed Value of Unpeid Domestic Servioee in Certain.
o Estimates as Related to National Income_

Ty i dn e e iy
> v %

\ o P A i A Ty ;»:»
o - S e g P N ) ) ) -0 ‘ (Per Cen Addition S ,‘,i, -
v T ith N.I. computed
E . e w
u.’ R stimate - : AR before addltlon)
Addition actually made.. S -

" Hungary (Mat, Varga, 1930),
. including ‘paid -domestic -

services .. . SRR (eI VSRS SR
Ttaly (videi, 1938) = 275 . .
Sweden (Inst. Econo Res,, e T e
. 1930)a T, :20.7
2. Addition.éstimated, but T
not mades - SLT K
Finland (Lindbergo 1930) N 19,0 :
"~ - United States” (annet39 _ ’ o o
1939) L e A L2663 .t W e

Fot this "reason only a few estimates have attempted to 1mpute a
‘value to the serv1ces of housewives. These few9 as shown’ in Table 12=2,
<+ .indicate that we are by no means’ dealing w1th a negligible 1temo The
inclusion of housewives services can raise natlonal income by 20 per
‘cent or mofes -~ e R b -
© Household work is only the most obvious of the many activities
carried on in the family that have a counterpart in the market.: ‘The

care and education-of children; the‘"selfmservices" people perform in

shaving themselves dress1ng their own hair, acting as their own chauf-
feurs; gardening and the pursuit of other "do-it-yourself" hobbie99 waman
such as carpentery, painting9 etec; are all of this nature. Professor

Corrado Gini proposes to include 21l such activities in natlonal rncan

- [

- " come inasmuch-as they have a potentlal merket valueo He even compWetes

o

the- list, facetlously perhaps, by addlng the "matrimonlal" services =

D a8

- rendered to each dther by husband and wife on the ground that these =

, PR . .
- . [
. . : ¥ L

%
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-2/ The Swedish' estimators, rea11z1ng the ‘crudeness of their“f
imputat10n9 presented the national income totals both with and-
"without the imputed services of housewiveso ) T :

- ot
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can be substituted for by:the use of paid services of male and female
prostitubes.> o ?

Logical consistency would demand reachlng out even further to

include similar free services rendered outside the famlly,_eegogineigg :

borly advice and co-operation versus paid professional servicessj the

company of a fridd versus: that of a paid companion, volunteer care of
the sick and the poor versus that by paid nurses and social workers,
Tetc. But such a supercomprehensive concept of national income, takam
ing all these human actions into account, would embrace the enti;eam
content of human life and would, for all practical purposes, rob9 the
national income concept of any meaning and render it- tseless as  an

Lexpression of economic production.

co Inclusion of Services of Owner-Occupied Dwellings i

r Services of rented dwellings are traditionally included in'all

comprehensive national income estimates inasmuch as the renting of ==

i
dwellings is considered to be no different from operating any other

"type of business, Dependlng on the phase in which national income is
considered,; services of rented dwellings are accounted for either by
(a) including the value added in renting or the incomes paid outlin
renting (net rent plus mortggage interest plus wages, etc.),‘;; (b)
by including the gross or cash rent paid by the tenant as the value
&gf the final product (services of rented dwellings)o l
Until a few years aéo9 services of owner-occupied dwellingg
were not as widely included in national income. In some estimatee
made by the income-distributed method, they were represented onl#
by the mortagage interest paid, and in others, were completelyacw
omitted on the ground that no money payments were made in their !

instance. This was true, for example, of the estimates made in tﬁe

United States as late as 1945, as well as in New Zealand end Jagan

QZ/ "The Content and Use of Estimates of the National Ineome"

Banco Nazionale del Iavoro Quarterly Review, No. 5, April, 19489\Ppo
271 f£f.
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prior to World War II.4

This difference in treatment between rehted and owner-occupied
dwellings was unsupported by logic as the two performed idéntical
economic services and generally had véry similar underiyiﬁg costs,
Individuals frequently can choose between owning and renting a dwel=-
ling and they make their decision on the basis of which course appe-~-
ars to them to be more advantageous. Those who have become owners ——-
often have a further choice of whether to occupy the dwelling them —==
selves or to rent it out, and with the resulting proceeds to rent an--
other dwelling for themselveso
(’ This interchangeability between rented and owner-occupied dwel-
lings makes complqtely unwarranted any sharp differentiation between
their services in national income accounting. The exclusion of the
services of owner-occupied dwellings is unjustified on practical -
grounds as well as on theoretical ones; for informetion on the po~-
tential rental values of owner-ocdupied homes can be just as readily
obtained from census data and tax records as information on rented -
lgwellings.

The English and French economists of the seventeenth and eighte-
enth centuriesy; who treated national income primarily as a measure of
consumption, were cognizent of the fact that the difference between a
rented and an owner-occupied dwelling is immaterial from an economie
point of view. Théy ineluded the rental values of both in their esti

mates, hHut in later years thelr successors abandoned this point of

view.

-i/ The exclusion of the services of owner-occupied dwellings
was thus rationalized by the U.S. Department of Commerce in its first
" official estimates: "The services yielded by such items are not or-=-
dinarily paid for in the usual course of business, nor are they com-=
monly evaluated as a result of a bargain in the market place. Usual--
ly the motive behind the acquisition of such owned durable goods for
personal use is not concerned with a pecuniary return on the invest--
ment, as is the purchase o? securities" (U.S. Department of Commerce,
National Income in the United States 1929-35, Washington, D.C., 1936,

Do 4)0
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'The issue was finally resolved in favor of the inclusion Ef the

services of owner-occupied dwellings as standard procedure in 1944 a%
a Washington conference, of representatives of the official estimatlng

agencies of the United Kingdom, United Statesg and Canada.> Home owhe-
ership was assumed to be a bus1ness producing housing services that
are sold to the home owner in his capacity as tenant. This de0131on
influenced most of the subsequent estimates in the world. Only Ithe'
countries subsecribing to the material production concept (Sovie% e
Russia and her satellites and Yugoslavia) still continue to ignére
this item just as they do the services of rented dwellings. *

Generally, the imputed value of the services of ownerooeeupied
dwelllngs is first estimated as gross renty, in line with the gross
rentals earned by similar dwellings in the area. Next, in more eare—
fully constructed net output and income-distributed estimates, the 7
owner's expenses for malntenance, supplies, mortgage interest Jmn
(wherever possible), indirect taxes (including real estate taxes),
and depreciation are deducted from this gross rental figure, The
resulting imputed net reﬁt is deemed to constitute the imputed %ental
income of the owner-occupier, and is included in national.income in
this form. Mortgage interest paid, wherever sepsrated, is aecounted
for in the inc0me-distriﬂuted estimates under the net interest catego
ry of income. On the other hand, in the expenditure or final products
estimates, the imputed gross rent on owner=occupied dwelllngs is
included in national 1ncome at market prices as the value of th”isenz

ices in question.

d. Treatment of Servicesfof Other Private Consumer Durables

r’ There are many other consumer durable goods in addition tozdwel

lings involving substantial initial 1nvestments whose treatment in
national income involves a special problem—wmotor cars, paint1ngs, -

]
musical instruments, furniture, and household appliances; etec. Should

|
2/ See Bdward F. Denison, "Report on Tripartite Discussions of
National Income Measurement,"” Conference on Research in Income and
Wealth, Studies in Income and Wealth, vol., 10, National Bureau of
Economic Research, 1947,

i
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the services of these goods be treated as those of eapital goods, 1i.e,
as current services spread over the life of the goodé, with a portion
of their price allocated to each year>of usey, or should they be treat
ed as services consumed in their totality durihg thé yéar 6f the acw
quisition of these goods, i.e.; as direct flows of consumer g00ds ===
evaluated at their full purchase price in the year'df acquisition? ==
When these goods are rented, as some of them are, they are treated -=
fas capital goods and their services are included in national income -
jduring the years of their use either at gross rentals of at net ren -
tals but when they are used by owners, they usually are treated as
igoods flowing directly to consumers. Their current services in +that
Lsase are generally not included in national income. In only two este=
imates both of them prepared before World War II——that for Sweden w«=
prepared by the Institute for Bconomic Research for 1930 and that for
Italy prepared by Vinci for 1938 were the current services of such =
consumer durables included in national income. In exceedingly round—-
about method, while in the Italian one it was done by a crude addi--
tion. In both estimates the result added less than one half of one
per cent to the total national income. In neither country was the ex
periment repeated. The theoretical issue, hcwever, is by no means ==
settledo It is still a subject of discussion among national income
scholar and practitioners.

Kuznets discussed this issue in a paper published in 195296 and
even made some computations as to what changes might occur in the nat
ional income of the Unites States if the current services of such com
modities were included. He found that net capital formation would -
rise on the average from an 11 per cent share of the net nationel in-
come to a 13 per cent share, while the flow of goods to0 consumers --
would show an average drop from 88.3 per cent to £€6.7 per cent of the
national income total. National income computed in constant prices,

would be on the average 5 to 6 per cent smaller.

. _g/ International Association for Research in Income and
Wealth, Income and Wealth Series II, Bowes & Bowes, Cambridge,
England, 1952, p. 164,
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Kuznets admited that his calculations were based on exceedingly
debatable assumptions as to the average life of consumer  durables
(which he set at ten years) and @s to their average yield (which he

(%ook to be the same as that of prime grade bonds). However, he con--
cluded against any change in the existing treatment of consumer dura-
bles on theoretical rather than practical grounds. "Indivuals," he
said, '""do not in fact seem to treat purchases of consumer durable -
commodities as investment similar to that involved in purchasing a
house; nor do they, at least in the United States, have as much
opportunity to choose between buying and renting consumer durable ==

Lgommodities as they have between renting and buying residences.” 7
(’ It is difficult to agree with Kuznets' first postulate. Cer -
tainly the purchases of automobiles, Yaluable paintings, rare books,
fur coats (not even necessarily mink or sable), and the initial fur-
nishings of a home, involving substantial outlays made but once in a
number of years, are treated by the average family, whether in the
Lpnited States or elsewhere, as investments. The annual flow of these
goods to consumers is highly irregular and, thereforey; is not a proper
meagure of their current contribution to the national economic welf-
are. The flow is often interrupted for a time, as in the case of war
or depression; but the contribution to economic welfare assured by
these goods is not necessarily terminated therewith, as the existing
stock of these goods continues to rander services; and vice versa,
when the flow is resumed upon the return of peace or business pros-=
rerity, economic welfare may not rise as sharply inasmuch as the new
1y purchased goods may merely be. replacing the existing stock which,
though worn, still renders services. Oppositely, when a country's -
durable consumer goods have been largely destroyed by bombing as was
the case with Germany in World War II, nationsl income is reduced -

. not merely by the stoppage of the flow of new consumer durables,; but
much more substantially by the disappearsnce of the services of the
destroyed consumer durables. Consider the case of a nation, a large

number of whose pcpulation has lost a roof over their nrends,

7/ 1Ibide, pp. 164 F£f.
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all furnishings, and most clothes. Is the drbp in the income of such a na-
tion by the mere drop in the flow of additional dwellings, furﬁishings and
clothing,or by considerably more than that? Moreover, the replacement costs
after a devasting war or other calamity may be expectionally high because
of the resulting scarcity of materials, equipment, and skilled labor. These
high cos*s shculd be spread over a period of time. If assessed againts the
@ ireat period, they would scarcely constitute i proper measure of the con
tribution made by the production of these goods to current economic welfare.
Finally, some countries, such as Switzerland, have a large inherited wealth
in the form of valuable homes, furniéhing89 jewelary, etc. They do not need
to acquire large amounts of additional wealth to maintain a high level of e-
conomic welfare. A computation of national income that does not take into
account contributions made by the services of this inherited wealth to eco
‘nomic welfare considerably understates the national income of the country.
Kuznets® second ohservation, referring to the infrequency of choise
between owning and renting these types of durable consumer goods, is eorect.
But it only establishes the fact that since the renting of these goods is
infrequent, the failure to account for their services during the actual
time they are rendered to their owners does not create as much of an incon-
sistency as failure to account for the services of owner-occupied dwellings.
(’ Theoretically; the argument for incluéing the services of consumer dura=-
bles is unassailabley; but the difficulties of doing so are immense. They
are much greater then those faced in accounting for the services of owner-
occupied dwellings. First of all, the variety of goods In gquestion is co-
lossal and information on their nature, quantity, original cost, age, use-
ful lifey present condition, and, hence, value, is exceedingly écant. Se-
condly, most of subh goods have no set of readily ascertainable rental va-
lue that could be used in the evaluation of their services; as is the case
Lyith dwellingso‘Even if one takes one item——automabiles-—on which more in-
formation is available than on any other, it would be extremely difficult
to estimatés their gross rentalvalue bzcause of the Wariety of their
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makes, agesy and conditions, and the inf;equency with which they ars

rentedo A . b

. . !
On the other hsnd, it may be possible ét least to estimate the

net rent of a number of these items by applylng to their capltal e
values an average 1nterest rate or net rent rate. Any computation of
the value of the services of these consumer durables would ne?esamm
sarily involve a great many questionable assumptions, be exeee?innon
ly crude, and reduce the reliabllity of the national income totalso

f, The conclusion must be reached, therefore, that until more in-

formation becomes avallable on consumer. durables other than dwe11o=w

I
-ings, it would be wise toexclude their serv1ces from national incomeo
Until that time, the ex1so1ng practlce of 1nclud1ng the values L of oonem

these consumers' goods dlrectly at the time of their produetion and -

Lgcqu151t10n appears preferableo ’ _ g
N i

o Ireatment of Services of Government Properties

In the case of government properties the same issue arlses;

Should their services. be ineluded in natlonal 1ncome9 In the case -
of revenue-producing properties this is generally done, 1nasmuch as
they are operated as business enterprlses with separate Operating -
and capital accounts, making possible the identification of the e
value of the services of capital invested in -them. But in the éase

of properties whose services are furnished collectively, such ”as -
most of the publie highways, parks, bridges9 sewer systems, museumsg
scﬁools9 public hOSpitals, and administrative buildings,; not t@ e
speak of military properties, no such clear separation of capital -
from operating expense is generally made; or is, at best, madefonly
in part. Government accounts generally are not constructed to éermlt
an accurate evaluation of the current services of these propergieso

There are some significant exceptions t0 this rule, of which tﬂe oo
1930 Swedish estimate is one. Publie admﬁaistratlve buildings Jere -

operated there like enterprises, charging rent to the various govern

mental departments occupying them as tenants, and complete busfhess -

accounts were kept. % : - : " -

b

b e
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Where the construction of government properties is financed by
earmarked loans, information is available on the interests payments
and sometimes on the annual amortization or rédemption of the debt.
These figures may be teken as indications of the capital yieldsof the
properties and, with considerable reservations, as indications of =
depreciation of the properties. On the other hand, in the case of -
properties whose costs of construction or acquisition are financed =
from current revenue or from unidentified portions of general loans
which is frequently the case no ‘comparable information existse wew=
G overnments do not generally publish>or maintain, in convenient form,
information regarding the original costs of such properties, their -
age, depreciationy, allocated debt intérest and debt amortization costs
eteces Of course, government accounts cover the outlay for maintenence
and repair,; but these are not necessarily separated from other accot=-
nts in published data. Military plant and matériel are seldom account
ed for in a way that would clearly distinguish them as durable goods
or identify the extent of their durability. Obsolescense plays an =
exceptionally large role in their ccse 2nd is often difficult to -
estimate. All these and other factors make the identification of cap
ital formation in government, and the evaluation of the annual serv-
ices of capital invested therein, exceedingly difficult. It is not -
surprising, therefore, to find that national income estimators tend
t0 evaluate the contributions of government to national income, un--
like those of private business, in terms of labor only, without the
services of capital. '

In several prewar estimates, such as those of Germany, Switzer
land, and the Netherlands, interest on the national debt was includ-
ed in national income as a measure of the yield of capital invested
in the properties of the national government. In the current Canade-
ian estimates the values of public buildings, highways, ferries, and
certain national inventories are ascentained directly, and interest
on a proportional amount of the national debt is included in the mat
ional income as a reflection of their capital services. In the cure-

rent Swiss and Danish estimates the same is done for public buildirngs
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mates proposes the inclusion of imputed rent on public building
the national income total. This JS not difficult to do in count

I
that operate their public buinlngs like enterprises, charging

to the various governmental agencles which use themo® i

1

'estiw

s in
ries

rent

All these expedients cover, at best, only a part of the value

of the services of public properties. Complete evaluation would be

achieved only if and when government accounts are conSLderably

fo Ireatment of Services of Durable Properties of Churches and

-

Other

Benevolent Organizatlons %

The same basic problem exists regardlng the services of durawm

ble propertles of churches and other bhenevolent organlzatlonso\
h

These

services are no better accounted for in national income estimates ==

: . . . |
than those of government properties, yet, in a number of countries =

where these properties are substantial, the omission of their sepve-

|
ices understates natlonal income significantly. This situation,

can -

be corrected, as the difficulties in accounting for their serv1ces -

are not overwhelming. For one thing, obsolescence is not as great a

factor there as it is in government properties. |

I
‘In addition to the question of treatment of unpaid servié

go Other Issues v- | |

es of

dwellings, consumer durable goods, the services of govermment propeni

ies and of institutional properties reviewed above,; many other

have arisen in the aﬁplication of the comprehensive production

'issues

CONQ==

ept that require further clarification.-Among them are the tre%tment

of intermediate services of government, taxes, subsidies, intefest -

on government debt, and services of financial intermediaries.
!
. L

§/ OEEC, National Accounts and Research Division, A Stan
ardised System of National Accounts, Paris, 1952, p. 64 p

problems'are discussed separately in succeeding chapters.

|These

d ==
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An entirely different set of issue arises under the material produce
tion concept of national income, whether of the Smithian or Marxian
variety. These will be touched upon in this chapter and in that on -
Soviet Russia and Yugoslaviu (Chaps. 25 and 28).

20 Adam Smith's Restricted Material Production Concept

r’ According to Adam Smith, the first economist to FPrance the =
concept of restricied material production, productive labor was liri
ted to that lsbor which (a) produced a marketable materisl produat;@)
produced a commodity whose price could command a quantity of labor -
equal to the labor necessary to produce it, and (c) which added the.
value of its own maintenance plus the entreprcneur’é profit to the -
raw materials. All other labor was "nonproductive" and was, in fact,
supported by the forrer. National product, therefore, consisted only
of salable material guodse. The labor engaged in rendering services =
and the services of dwellings could not, Smith felt, fulfill these =
requirements and were hence excluded from production and national in

Lgomeo )

This definition of production and national income was‘both ine
consistent and narrow too narrow to permit an adequate analysis of
the economy's operations. Smith erroneously concerned himself with
wealth primarily in terms of a 'stock of goods,;" seriously neglect-"

e ing its aspect as a"flow"of utilities. He did not perceive that the

‘kﬂﬂi::0¢531. capacity to produce services was also 'wealth" and tht '"income" was

b . a flow of both material and immaterial wealth. His concept of ine-
come was affected by the then prevalent ngtion (and alive in scme -
quarters even today) that wealth can only be a stock of things, esg«
only an accumulation. His distinction between material goods and -
services from the point of view of their relative utilities ( the -
supposed durability of the first and perishability of the second) -
was both inaccurate and irrelevant. He also failed to see that the -
production of services as well as of commodities gives rise to the
creation of profits and to the circulation of entrepreneurial cap--
ital. Even at the time he wrote there were many services being precd
uced with hired labor and the use of capital that yielded profits -
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to the entrepreneurs opérating them, e.g.; the services of inkeepww

ers, stage coach operstors, shipowners hankers, owners of boarding
schools, and the like. In accordance vith the first of his owaltwo
definitions-—the one relating to the production of profitSnmthése-n
services should have béén classified as '"productive," but Smlth =
couldn't or wouldn't see the inconsistency. |
By restricting the concept of production and national income
to material goodsg aloneg Adam Smith reduced the usefulness of | - N@=—
tional income estimatec as measures of the economic welfare of the na-
tion. His very admission that "unproductive labour has its vaaue -
and deserves its rewards" was the best testimony of the inadequacy
of his concept as a basis for measuring the economic production;and
prosperity of a nation, ‘ ' :
Smith's contention that materialgoods a;e more useful than sery
ices because they are more lasting was incorrect. Durability is by
no means the most important attribute of utilityo Moreover,-it(is the
durability of the effects ofa thing that counts in the measureient'u
of its usefulness and not the durability of ﬁhe thing itself. ﬁSome
services have more lasting beneficial effects than many materi%l ==
goodse. The effects of education may last a lifetime or may evek be =
transmitted to succeedlng generations, whereas the effects of Jthe -

consumption of many material goods are only fleeting. ]

r" Adam Smith also overlooked the reciprocity between servi%es cren
and goods; where one impsrts utility to the other. He stood reédy to
include those services in national product that helped to compléte ==

the utility of material goods, such as trade and transportatiogg but

he was not ready to include those services that constituted final util

ities in themselves and' in whose production material goods were usedo
He included only the auxiliary material goods, accounting for them -

without any indication of their use leav1ng them, so to speak | SuSe-

'Lgended in air, According to this notion, classroom furniture and =

!
equlpment would all be part of national income, but the instruétiong

through which these goods alone acquire utility, would not be ineludc

ed. Stage scenery, costumes, the curtains that separate audience from
players, would be part of national income, but the perfbrmance@af the




]88

ivters and the work of the director and producery Whlch along give mesning
to these articles, would no+ be part of it. This exelusion of services wder
the Smithain concept made any meanlnghul analys1s of many material goods in
terms of their role in consumption well-nigh impossible. Such an analysis
could be completed only by tracing the eXpendiﬁures of the producers for
the services of the nomproducers, i, e., by analyéing_the gso-called "deriva
ti- incomes' and reintrodﬁcing the ékcluded services by the back door, But
48 so0n as these"excluded services are brought back into the analysis, and
the derivativative incomes are set up in parallelvalignment 10 the so=called
national income proper, the problem arises of how to combine these two cate
gories of income in a meaningful total and how to break down the total into
categories of expenditure. Smith‘never ackownledge theis problem, nor did
any of the statisticians who adopted his concept as a basis for their egtima
teso? |

2/ One of Adam Smith's followers among the national income estimators, Col-
quhoun, got himself invoived in this problem of derivative income. He first
calculated naticnal income, or the 'mew property created every year" as the
aggregate of *the produci. of agriculture, mining, manufacturing, trade, ship
ping, fisheries, and fine arts. Next he proceeded tocalculate the derivative
incomes, of unproductive labourers, whose exertions do not create any new pro
perty, namely of the royalty, nubitity, gentry, government officials, army
and navv personnel, pensicners, the clergy,legel and medical practitioners,
school and university employees, and paupers. He concluded that "more than
one fif ¢h part of the whole community are unproductive labourers, and that
these labourers receive from the aggregate latour of the vroductive about
one third part of the new property created annually." Having thus presented
the twc categories of income, Colquhoun was wmable, however, to reconcile
them in some single total and limited himself to the observation that "it
does not follow.oceooothat a very great proportion of these unproductive la-
bourers are not highly uselful in +heir different stationsin society. On
the contraty, with 2 few exceptions, in addition to the benefits derived
from personal exertions, they eminently tend to promote, invigorate, and
render more productive the labour of the creating classes” (P. Colgquhoun,
Treatise on the wealth, Power and Resources of the British Empire, London,
1815, p. 109)
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National income restricted to material production may be an
adequate measure of the economic production and economic welfare of
and extremely primitive society which is almost wholly concerned -
~with the production of material goods for the satisfaction of +the
most elementsry physical needs of its members. But it is not arn ale
quate measure of the economic production and economic welfare of
and advanced society, which is generally concerned with both the
creation of services and the creation of material goods, and where
both of these cater to a wide range of human needs, beginning with
the most rudimentary ones and ending with those of a most sophige-
ticated character.

r National income conceived in these narrow terms is a pPooOr ==
tool for comparing the volumes of production and levels of econo-
mic welfare of two societies that differ widely in the degree of
their economic development, or of the same society during different
pericds of its development. Inasmuch as services come to dlay an -
everincreasing role in a developing society, national income res~—-
tricted to materisl production may tend to understate, by an ever-
widening margin, the degree of advance in economic production and

{ economic welfare achieved by a country over a period of time.lo

;!l/Josiah Stamp recognized this as he wrote in 1934: '"As civi
iization advences, it may well Go so by the very fact that merely
materil production in wealth tends to render a less and less pro-
portion of total human enjoyment" ("Methods Used in Different —-
Countries for Estimating National Income,” Journal of the Royal
Statistical Society, vol. XCVII, 1934, pe 426). Colin Clark in his
Conditions of Economic Progress postulated as a general proposi-
tion that with the advance of civilization, the proportion of serv
ices; 1.e., of tertiary production, in the total national income
is increasing. Thus he wrote: "From Sir William Petty's day to the
present time the transfer of working population from primary pro--
duction to secondary and tertiary has been continuing, and per---
haps will continue for as many centuries more' (London, 1940,p.
241). Motolesy and Varga in their Hungarian estimates confirmed —-
this proposition, saying: "The importance of the latter (immaterial
production) is inereasing with the advances of civilization t0 such
an extent that the proportion of the value of the production of
material goods, although still the buik of the national income, is
constantly diminishing" (The National Income of Hungary, l924/25~
1936/37, London, 1938, po 7).
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This general proposition, nowever, requires some qualification, as
shown in Chapter 16, Section 5b, below.

30 The Marxian Restricted Materisl Production Concept

In this historical section (Chapter 1, Section 8), the Marxisn
restricted material production concept was shown tc¢ be largely 2 re-
plica of Smith's earlier notions, differing from them only in part -
of its underlying rationale and in a more precise and elaborate ap-

plication,

a. Emphagis on the Sole Productiveness of Hired Iabor

According to Smith, both the hired worker and his master asre -
productive agents and receive due rewards for their contributions *o
production. On the other hand, Mark attributes a productive role only

| o the hired worker. He postulates that labor alone is productive, =-
denying any productive function to0 the entrepreneurial class. All va--
lues, he maintains, are but congealed labor time. Labor reproduces the
value of its own maintenance and, in addition, creates, "surplus value
for the exnloiting capitalist who appropriates it to himself in the -
form of profits and net rent. Marx does not believe that the worker =
receives his due reward; and does believe that the master receives his
income without warrant. The material product, he declares, is created
solely by the exertions of hired labor. The proprietor has nothing -
whatever to do with it. Through his control of the means of produc—w-
tion, he merely appropriates to himselfthe value created by the hired
worker which, in all justice,; belongs to the latter. The profits =-e-
(which in Marx's conception always include interest) and net rent ob-
tained by the entrepreneur or proprietor are nothing but the "surplus
value" created by labor over and above the value of the wages paid to
l}t. Marx’s definition of hired workers includes mental workers, such
as engineers, as well as manual workers,; but does not include the =
entrepreneur who manages the enterprises The self-employed farmer and
craftsman working withovt hired help is neither produc tive nor wn-
productive, since his work is altogether unrelated to the capitalistic
process of production. Here Marx makes the gualification, however, -

that as far as the self-employed person uses capital, he may be w~-
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creating surplus walve by exploiting himself. In fact, the self-employ
ed person is funectionally split, being part capitalist and prt worker

snd his wage income is reduced by an imputed profitoll

r’ The values of all commoditiss, according to Marx, can be split
into two major parts: (&) the pert embodying three distinct items

the cost to the entraprensur of the ygggg_paid to his workers, the «-
cost b hiz of the raw materiuls and other auxiliary supplies emply---
ed by him in production; and the cost to him of the portion of his |
gifgg capital consumed in the course of production (i.e., deprecig -~

tion); and (b) the port embodyingz the surplus value created by the --

worker fcrthe capitalist and providing for him income for personal w-

Lgonsumption or for addition to his existing capital.

In thus redefining the roles of workers and masters in material

,production,; the bases of ths product shares each receives, and the -
%elements making up the values of the commodities, Marx, in fact, re--
'defined the substance of national income. In his hands, the material
;production concept of nationaul income became a tool for the destruc--
itive enalysis of the ethical foundations of capitalist society. It
also became e convenient vehicle for the enunciation of Marx's polit
ical program, one calling for the laboring class's expropriation of
the capltalist’s ownership of the means of production in order to end
the explaitation of the worker by the capitalist.

Ve are not concerned here with Marx's political program, and -
are mentioning it only to provide the necessary background for unders
tanding the reasons that prompted him to carry on his analysis of =
economic sroduction in capitalist society in strictly material terms.
It must he clearly undersiood that, for Marx, economics was but a
handmaider of politics, und his economics was dominated by his polit
ical beliefs .nd objectives,

ll/ Suid Marx: "In the capita’ist made of production, the in-
dependent peasant or artisan is divided into two personc., In the
role of possessor of the means of production he is a capitalist;
in the role of worker, he is his own hireling. As capitalist he
pays himself his wages and himself gains the profit of »is capital,
exploita himself as a wage worker and pays himself, out of the —w-
surplus value, the tribute which lasbor owes to capital. Perhaps
he even pays himself a third part, the rente..." (Theorientiber den
Mehrwert, eddited by Kurl Kautsky, Stuttgart, 1905, pp. 422-23;
also its English translotion, A History of Economic Theories, Lang
land Press, Yaw Yorl, 1952,pp %24-25).
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;{These looked ;30 the creation of a_society in which the workers, act-

ing through arperty representing their interests, would control the

. means - of production and receive ‘all the fruits theréof. °

bo Clearer Dlstlnction Between the Various Elements of Gross and et

Natlonal Income
I"‘V“- .'J & B

r:q _ Marx improved on Smith’s dlstinction between gross and net nse-

tlonal 1ncome, and the elements making them.up. He broke:down the

value of national output more clearly than Smith had done into its «-

-

three main elements. (a) the costs of raw materialsg auxiliary sup=eme

R

plies9 and other operating capital resulting from past produection and
advanced by the entrepreneur (1oe., the costs of repairsy, maintenan--
ce, and replacement of ‘used=-up. inventorles) .and reproduced in the new

cycle of production' (b) the costs of the used-up . portion- of fixed --

‘A. capital (provision for depreciation) similarly, resulting from past

2%

production and reproduced in the new cycle of production, and (c) the

nenbrcreated product or value, available for. consumption and for new

L&nvestment9 which alone constitutes the year's net national incomeo12

In deveIOping thls analy51s Marx uses hls own terminology. Thus

he refers to what we now call "gross value of the output" simply as =

’

i the "gross productg" while calllng what is now generally termed et

value of the output" or "value added in production," "gross income."
He refralns from using the term "net national 1ncome" on the ground

that in cepitalist society, the term "net 1ncome" is used generally

-
H
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S %g/~ In Zur Kritik der Sozial Demokratischen Programme von -
Gotha Borlin, 19209 PPe 14-15) Marx defined the "social product” as
“consisting of:' (a) ‘the costs of the means of production; (b) addi--
tions to capitaly reserves, anx insurance; and (c) the rest,; which
is for consumption and from which must be deducted the costs of =-
government, schoolsy health care, poor relier, etco
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by the entrepreneurs to designate their share of income from produc—
tiono13 In the several volume of his work Marx uses the term "nation-
al income" only oncey; when he writes: "Viewing the income of the —w=-
whole society the national income consists of wages plus profits, plus

renty that is of the gross inaomeo"14

co Specific Definitions of the Area of Production

warx does not add much-to Adam Smith's definition of the area
of material production. In some respects he is more specific than =
Smith, in c¢thers, less so. Thus, like Smith's, his concept of mate—
rial production includes agriculture, mining, and manufacturing,l5 -
but he is not as positive as Smith was about including trade in this
category. On one hand, he maintains that trade does not create any
use value by itself but merely helps to realize the use value produ-~
ced in industrys on the other hand, he observes that trade "is immedia
tely productive for the capitalists," is often paid by a share in -
their profits; and forms a part of the selling or exchange values of
the commoditiesol6 He recognizes that transportation of commodities

13/ Marx does not use the term "met national income" in reference to
the sum of wages, profits (including interest), and rent. He prefers
to call this aggregate "gross incomel On the other hand, he uses the
term "gross product” not in the modern sense of factor income plug ==
deprecistion, but in the sense of total receipts from sales including
the value of raw materials and unfinished products and services of -
other ent:rrrises or branches of production consumed in the Produg=e-=
tion of a good. This concept of "gross product" was similar, there-—-
fore; to the modern concept of business turnover (what the French call
"chiffres d'ctffaires"), inclusive of the value of sales at all stage
of production; from the raw material stage, through manufacturing, -
wholesaling, and retailing. All these terms were first used by the «=
physiocrats and rext by Adam Smith, but Marx gave them a different --
Mmeaning.

14/ Marx, Das Kapitel, Co H. Kerr & Co., Chicago, 1909, vol. III. p.
979; also Ibido, p¢ 971, where Marx says: "The value of the annual o=
product; in which the new labor added during the year is incorporated,
is equal to the wages, or the value of the variable capital, plus the
surplus value, which in its turn is divided into profit and rent.”

15/ 1Ibid., p. 328.

16/ Ibidop ppo 330“"560
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is material production because it changes the location and, hence,

the use value of commodities and increases their exchange value, but
he is not as élear as to whether the transportztion of persons is -
properly a‘part of meterial productior. In fact, his argument on this

lends itself to either type of interpretationol7
Merx excludes government services from the field of production

Just cg Adam Swith did, but his reasons are somewhat different. He
wzcludes them not only because these services are not marketable -
and not governed by the principles of capitalistiec production general-
lys but also becuse he questions their utility. He regards government
as a repressive agent helping the exploiting classes to oppress the «-
workers. |

Finelly, Marx adds nothing to Adam Smith's distinction between
"primary" and"'secondary" incomes; between the original distribution -
of the national income and its subsequent redistribution, He accepts

Smith's distinctions without modification.

~do Application of the Marxiam Concept in Soviet Russia's Estimates

The marxian concept of national income recelves its fullest ex-
pression in the national income estimates of Soviet Russia. The basic
works on Soviet Russia's national income; prepared and published in
1939 end 1940, under the auspices of the Soviet Academy of Sciences,; -

ldefined national income as "that part of the social product, evaluated
in money terms, which is newly created each year by the labor of the -
society and becomes available annually for consumption and accumula-—-

_tion," adding that this social product consists of material goods w~—=
[gnlyola

;Z/A History of Economic Theories, ope. Cite, pp.328-29. Marx says:

"In addition to mining, agriculture, and heavy industry, there exists
2 fourth sphere of material production. This industry is transporta--
tion, whether of men or goods. The relationship of the productive or
wage workers to the capitalists is absolutely the same in this as in
other spheres of material production." But in the succeeding passage
he says that "the transportation of mankind, one might say, is simply
& service rendered by an entrepreneur," thus indicating that it belongs

in immateriasl production. )
18/ D» I, Chernomodik et =1l., Narodny Dokhod, U.S.5.R., Akademia Nauk,

Institut Economiki, Moscow, 1939; M.B., Kolganoff et al., Narodny Dock-
hod U.S.S.Re., Akademia Nauk, Institut Economiki, Moscow, 1940.
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A more recent official publication of the Ministry of Finance

q -

defines the nationsl income of Soviet Russia even more succintl& as
"that part of thg social product which is created by newly appl%l.éd
labor of the workers engaged in material production and is devoted to
{the purpose of capital agcumulation and consumption." 19 Natioéal in-
gome is calculoted as the sum of the net outputs of agricuiture; min-
ing, mznufscturing, construction, services of freight transport%tion,
trade (ineluding restaurénts), and apparentlj, some branches of com=
mumications. The last three items.are included on the ground that —-
without them, material production cannot achieve its purposes; %n cmen
other words, that goods have no value unless they are delivered to -
dﬁhelr ultimate users. ' ' |

!
The net output of these branches of preduction is computed ag -

the sum of (a) the wages and other forms of income paid to thegr work
ers and members of comop?ratlve organizations; (b) social secur%ty and
housing ccatributions and costs of various facilities furnished [to =«
producers in these branches in connection with their work, suchias o
gservices of factory clinics, nurseries, and restaurants as well;as e
technical instruction and training; () net interest of short-term lo-
ans of the enterprises and the cost of their insurance; (d) profits -
that supply new capital to the enterprises and the means to promote w

the welfare of the workers as well as revenue to0 the government' and

i =

(e) the turnover and other taxes paid by enterprises that are treated TN e

. i
On.the other hand, national income does not include the (4) ci=

vil and military services of government; (b) the services and benefit

as the collective profits of the national society.

payment of the social insuraice institutions; (c¢) the services Jf ras
senger transportations (d) the services of ihdependent physiciaqs, e

dertists, teachers, artists, barbers, laundrymen, and other worﬁers =
performing strictly personal services; (e) servieces of domesticéﬁ

! Vs

19/ Finansovy Institut, Ministerstvo Finansov, Finansy i Kredit
SSSR, Gosisdat, Moscow, 1953, pe 36 ]}

A
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and (f) services of dwellings.

o The omission of government services and of other services items
from the Soviet estimates tends to understate Soviet national income.
This understatement, however, is not as great as may be expected be-

cause of the peculiar nature of the Soviet economy in which a wide -

array of services is provided within the organization of the facto —-
ries engaged in material production, e.g., factory restaurants, fac—-
tory housing, nurseries for children of working parents, etc. These =~
services ére treated as part of material production and their costs =
are embodied in the price of the product and included in the net out-
put of the branch of material production involved, Moreover, under --
the Soviet concept, indirect taxes (generally excluded from national

income in capitalist countries) are included along with direct taxes

and may more than offset the effect of the exclusion of services.

. Soviet economists, however, place far too much emphasis on the
effects of the conceptual difference existing between their estimates
and those of capitalist countries. Those scholars who have ecriti-
cally examined the Soviet estimates generally recognize that they =
greatly overstate the size of Soviet national income and the rate of
its growth. This is largely due to the use of imperfect price index-
es, overemphasizing new products, and the evaluation of them in the
higher prices of former years. The overesiimation of Soviet national
income on this account is far greater than any underestimetion result-
ing from the employment of the material production concepto

As if to further compourd the error, the Soviet estimators as=-
sume, in rather highhanded fashion, that their estimates are unders-
tated by 25 or 30 per cent in comparison with capitalist estimates,
This figure is obtained by estimating the supposed overstatement of
national income in countries employing the comprehensive production =
concept. The "overstatement" is computed as the proportion that ine--
come from services countributes tototal national income. This propor-
tion, amounting in some countries to 25 or 30 per cent, is then de==—=
clared to measure the degree of overstatement. These national income

totals are then reduced by that proportion, and the Soviet estimators
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present the result as a corrected total comparable with Soviet es@ima“n

t@go20

|

This adjustment is incorrect. It ovérloqks the fact that s%rvicaa

- play @ much more important role in other countries and that theiﬁ elie=

mination from national inqome'affecfs the estimates in their casé_quite
differently from Soviet Russia's. It also ignores the offseftﬁngqgoveng
valuztion effects of certain Soviet procedures discussed above, ?ending
to overstate Soviet Russia's relative economic strength, !
Dro Ivo‘Vinskig the;estimator of Yugoslavian‘national inco%e, pla

. | X B
ces the understatement of his estimate, because of the employmengiof the

I
mzterial productior comeept, at the much more moderate figure of, 11

|
h
[
It is impossible here to establish a percentage understatemfnt =
that would apply to 2ll situations, or even to set up a standarderocqg
5 i
ure that would make the estimates derived under the two divergenéﬁconm»

per cent (see Chapter 28, ‘Section II)o

cepts comparable., One thiﬁg is elear: the gop between the figureéicanue
not be closed by simply adding the value of the excluded serviceég to =
the national income totals based on the material production concépto e
It would be necessary, on the other hand, to exclude from the sa@; t0=e
tal a proportion of the ineluded indirect taxes that would makegithe -

treatment of taxes comparable to the estimates employing the comﬁrehenu

sive concept. Even then the differences due to the employment of the=a=

different concepts may not be completely eliminated, necessitating ei--

I
ther additional edjustments or the employment of some other reconcilig—-

. ' . - l
tion methods. : I
|
i

¥
55 e 23 e e : l
t

20/ The Kolgenoff study reduces the 1929 estimate for the United)|
States from $81.0 to $55.9 billion and the 1928 estimate for Ger
many from 75.4 to 55.5 billion Reichsmarxs to adjust them to the

UoSeSeRs concept of national income (Op. cit.y pp. 67=71 and PO0= I -
8l). On the other hand, a later work by Prof. A. I. Petrov. Naziot’
nalny Dokhod, Moscow, 1949, p. 13, places the so-called "overstate ~
ment" of the national income estimates in non-Communist countries)

due to their inclusion of services at approximately 15 per cent.

i
if
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e. Conceptual Differences Among the Marxists

Professor Strumilin, member of the Soviet Academy and noted
scholar, and some other prominent Soviet economists departed from a
literal interpretation of Marx's view and took the position that --
governmental, personal, and other services are Just as produetive as
material production and should be included in national income on an
equal footing621

Professor Chernomordik, in the above quoted study published by
the Soviet Academy of Sciences in 1939 (see note 18, pe 531), though
not going quite so far, argued in favor of including the services of
passenger transportation in national production and national income.22
Marx, he said, never intended to exclude all services from national
production. He intended to exclude only services of a strictly perso-
nal nature, such as exist between a master and a domestic servant, --
and which are not sukject to the rules of capitalist production, and
deemed the distinction between a physical good and a service to be —-
economically unimportant. The only important distinction according to
Marx, wrote'Chernomordik, was between production organized under the
preveiling rules of the society and flowing through its channels and
that notisc cﬁnéﬁcted, thus making the former a part of national pro=-

duction and national income, and the latter not a part of it.

21/ Strumilin maintained that "it is incorrect in estimating national
income to consider only the net value of the outpul created by tne ~=
economiC enterprises of the nation. The computation should embrace —-
the incomes of the entire populatione. The latter is comprised, howeven
not only of the net value of the material production, but also of the
services furnished without charge to the citizens by the socialist -=
State and the social organizations. Doctors, teachers, and other work
ers not participating directly in the material production receive a
part of the social product created thereby and fumish in exhange for
it the results of their own labor in the form of services. The repro-
duction fo the material product implies also the reproduction of serv
ices. In our socialist practice, the teaching trades are already being
treated in all the accounting of the economic enterprises on an equal
footing with the work of laboratories, repair shops, etc." (quoted by
Chernomordik, op. c¢it., ppo 75-76, Problemy Planirovania, Moscow, 1932,
P+397)o In June, 1957, at a national conference of statisticians held
in Moscow, Strumilin again raised some of these issues, but with no
greater success than before (Voprosy Ekonomiki, Moscow, September, 1%7,
ppe 99- 119).

55/ Op. ecit., pps 198 and 203.
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. 1ts exelusion would undervalue national income almost 1 per osube
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Since passenger transportation utilizes the institution of

be it capitalist ar.. socialist, concluded Chernomordilk, it
cording to Marx, be treated as a part of national proauct. y
Chernomordik maintained that neither theoritical nor ‘

considerations justified excluding, for example, the servisss offf o

useful an undertakingas the Mogeow subwgy. At least one half effpaﬁm

senger traneportation provides services to production, in thmi iwwﬂm
Sengers are traveling to or from work or on specific businsss “uLng=
mentse. The other half, though serving consumption, is just ar wxmduot
ive as consumer goods. Passenger service in 1935 engaged 600, U)b WOrK
ers, or one fifth of the three million workers then. engaged in %ﬁ@ e
transportation industry as a whole. As the value of their s&rmicLs o

must have amounted to at least 2 billion rubles at current price Lg e
I

‘Whether or not this broader concept of national produxijuflaﬂd

national income, as expounded by these several eminent Marxian m?tho?&
|
will 4in time gain acceptance in Soviet social accounting, is iuan&si -

ble to say. 7 i

If their reasoning should prevail in application to the Muﬂ%iGQ‘
of passenger transportation, 1% would have to be extended to mﬂn§ R
other fields of eervices, ineluding even the services of govexnuﬂnmo

‘It certainly appears anomalous that the services of governmatt vmw:ovr

es who plan and direct the nation's "productive" effort, snd wholool-
lect the taxes that provide the capital or operating subsidies ﬂfquirm
ed by the "productive" enterprises, should be treated as "anroin*tivd‘

[
labor. <

fo Critique of the Marx gg Concept
Every one of the criticisms advanced against the Smithizn ﬁ

6

r\':;

tricted material production concept of national ineome applics ,1¢h -
equal force to the Marxian concept, both as originally formulaw»d and
as now applied in Soviet Russia and other Communist countrieso. le e
tima tes developed under this concept measure only & portion cf. t“v woem
true national income of the country and fail to give a full pi&tl&ﬂ of
the operationsrof its national economy. They also fail to provide | oo

4
b . |

=
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a true measure of the changes occurrlng over a per1od of . time 1n the
‘ ‘m‘ 1 ‘:"j |~'

“volume of productlon and 1n the level of economlc welfare. R

a compromise between the comprehens1ve productlonlconcept and the ma-
terial productlon concept. In common with the first, it 1ncludes mark
- e .-,l" v,'.,'
etable services in national 1ncome, but it refus s to, include thg e
S Eh tu." Lo el

services of government and other collectives that are not controlled

yoi s P

‘1. " J

by market forceso

Comoa L0y PRI o e L
This concept uses marketabllity as the maln crlte;ion for the
gy ki Tothviiy EALT *

inclusion of products in national 1ncome on the ground that only Jhose

P Jow R

products have an ob;ective economlc value that baes throughjthe market

and whose value is determlned by the free 1nterplay of the forces of

O R W

supply and demand. The services af government'and other collectlves -

are said to have no obgective value, because both the supnly of, and

the demand for them are determined by politlcal forces oﬁéother pres-
sures that may have nothlng to do w1th the economic 1nterests of the

members of the societye The cost and'utility af government;servlces to
society are not equated as neatly in the polltical_or otherrcollectiw

A

processes as are the cost and ut111ty of products in the market. There

“is no assurance that government serv1ces are worth the money expended

- ,“‘? i

: ...—v

vupon them, and thelr inclusion 1n national 1ncome may give a wholly -

fip g

distorted plcture of the true national product or income of the .S0¢-
i u t..t’ - im kY B
iety. o '

LR SUE

This concept was employed, with some modiflcatlons, by Landau
and Kalecki in their estimate of ther nat10nal~1ncome.of Poland for -

1929; and by Metolesy and Varga in .their estimates for -Hungary for

1924/25"1936/37’ 23 ..... ot NS S l s BEwn et G Vedna?

;ﬁ/ Michael Kalecki and Tudwig Landau, Szacunek Dochodu' Spolecznego
weTs 1929, Instytut Badania Konjunktur Gospodarczych, Warsaw, 19313

and Motolesy and Varga, op cit., pp Ty (see” also below Chapter 14o
Section le'and Chapter 34, Section:II=12).- R I TS,

" a . - -, . . -t - L. . b
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Tnder this concept, nqtlonal incoms ineluded all goods and servioss

501ld in the market as we¢1 as farmers® incomes in kind. The Latﬁﬁr

wore included because they could be eval uwtwd An ghe prices of Tma
s i N . i
identical goods and se TVICG gold in {he manM%9 and also  bagause

faiiure o include them WOuld have resulted in an understatenent -
. [
of the incomes of the rural populations compared with those of

[}
) . : . . Il
bon 2o The servmees,of'government enterprises were included

wuesuse they were sold in the marketo In addition, the Polish eéﬁi

nators 1ﬁelmde& wie othexr {tems that did not fully square up with

their adopted eriteria: (1) public education, mn the ground thgt

educgtion was also provided privaiely and, consequently, its value

sonld be measuvred in ﬁerms of the market vamlue of private edu amm~
|

tion, and (2) the value of government investments, without any «S-

other explanation than that they "incfease national weslth just

musch as drn private inve"tmentuc

|
has hau iimited acceptance. Except for Kaleecki and Lendau in Pclgndg
‘ |

and Matolesy and Varga in Hungary, its only iecent chanpion hog -

The restricted market production coneept of national income

®

o

been the Germen scholar, Otso Fraus ?* The contention that pﬂlihi;gl

evaluation of services are not as objective as market ovaluatlnn* is

contradicted by innumerable exemples . Govermment decisions in ale-

free soclety may be os rational end Obje”thb ag the private daeiuéf_“
sions of producers and consumexs, and scmetimes may be more so. They
take intoe account the longmranﬁe interests of the members of sa&ﬁeﬁy
often much more closely than do the private decisions of ean#um@fs -
and producers meeting in the market. The servivbs of government erb

frequently more useful eoonomically and are worth more to sosicty -

.

than alternative outlays for privately prodused goods and serv1e%~;
[

€oZoy public education, hygiene and sanitetion, as againer “iivcgﬁ

expenditures for econspicuous consumption, not to speak of the aﬁﬂﬁua

‘,
[

tures for marcotics or vice. The ons field of government aze tivitj@
- . |

Y 24/ Otto Kraus, Sezialprauit und Volkseinkommen," Volkswirtachafm
$liche Schriften, Heft 3, Berlin, 1952, pp. 39 £f.
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however; that defies rational evaluation is war. But even this . ac=
tivity, wasteful though it may éeem in the long run,'must ‘be inelud-
“ed in national 1ncome, if the concept of natlonal income is to have -
any reality. The exelusion of government services, from whatever -
viewpoint, makes no senseo

5. Conclusion

It is seen from the foregoing analysis that of the three produc-
tion concepts of national income, the comprehensive production con-—

cept is by far the most rational, but that a number of unsolved pro--

"blems regarding the ‘exact scopeiof production to be-ineiéded:in Nojmen

tional income are still to be ‘dealt withe

| TR



