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Market goods
Certain goods produced within .
the household for own 01' fami,ly
consumptii.on
Market serviceB
Services of dwellings
Civil goverrrlentand military
services
Profits of goverment enterprises
Direct taxes
Indirect taxes

iIn Chapter 19 we traced the emergence, after, a long period of evo\ution-
ary development, of two roain concepts of national income: the co~prehen-

e--:: illsive production conceptp whieh defines national ineome or producl as an
aggregate of both~'commodities and servicesproduced over the year; and

11

the material production coneept9 which defines it as an aggregát+ oí
roa,terialgoods only. A third but comparati 'ltelyunimportant eoneeJt ex~

!I:ists in addition9 the marker production eoneeptg according to which na-
tional income or product consists of both material goods an~serJiees9

- '1but on1y to the extent that these are produced for andare distributed
through the market" The main differences between the eomposition I¡Of

Ithese three production concepts are shown in Table 12-1. :1

l'
i

Table 12-1" Composition of the National Ineome According t¿
Three Production Concepts o !~

Compre- Restricted Restrictedhensive Market Material
x x x

ir
o
o
o
:1
!~oIr

x
11

X
¡I!b

X
~I
!Ix: Item includedoo: Itero excludedo

a In the only estima tes based on this concept, the Kalecki and Landau
estimates for Poland, thecost.of public educatlon is ineluded.On the
other hand, indiv:Ldual indomes are deemed to exelude personal teies.
b' tCertain professional services are exeluded in the Matolcsy-Varga

estimates for Eungary.
COnly rented dwellingsQ
In this Chapter, éach of these three concepts will be analyzed a~d the

• 11"yarious issues arising out ot their application wil1 be critically
reviewedo
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lo ~ Comprehensive Production Concept

r- The comprehensive production concept recognizes the distinction
betwe~ll material goods and immaterial ones (services) as being signifi-
cant in certain types of economia analyais9 but considera it completely
irrele~ to the central iasue of what constitutes product1on and natio-

Inal income and what doe~ noto Production is deemed to be a process con-
cerned with the creation of utilities having eoonom10 valuel) i"eo, ••••
things oapable of satisfy1ng human wants and having a determinable eoo-
nomio price or costo Tnese may be either material or immaterial in natu-
r60 Service6~-whioh may be either thoae of persona or of durable capi-
tal goods are declared to be just as capable of satisfying human wants
as directly consumable l!l&terialgoods and9 therefore, a:-einoludei in
produotion and national income. This conclusion is further supported by
reference to the fact that services and material gooda continually in-
tercl:Bnge in the market; tbat tte creation of both requires the inveat-
ment ofcap1tal and labor; and that the sotisfaction of many wants of-
ten requires the combined use of both9 e"g" \1medical oare, whare the
serv10es of the surgaon are used in conjunction wi t}:, such epecialized"
material goods as instruments" Many m~teriaJ goods have no clear~
identif1able use value without Bome aocompanying aervices, and in ar-
der to eccount for ths1r contribution te economio welfare, 1t is neoes-
sar¡ to include the servioes they implement in the national income
totalo The labor engaged in fue production of sendces 1e deemed to
be just ae productive as the 1ator engaged in the production of ma~e-
rial goodso 'BrieflYl)'then, production ie viewed as the creation of
consu:m.e.b1ethings and of things fa011i tating 1he1r productionl1 whether
they are material or notor National income, thereforel) includes a11 freshl1 produced mate-
¡rial goods and services that (a) ere created by human labor and capi-
tal, (b) ~re capable of satiafy1ng human wants directly or, as pro-
duction goodsl) indireotly; (c) are oomparatively scaroe and, therep-
fore9 need to be "economized" and have economio value, and (d) either
have definite monetary price or cost or can be given one by imputa--
tion. Nat10nal inoome Oy this definition inoludes (a) a11 goods and
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serviees produced for the market by private and governmental enter=
prise9 ineluding serviees of eertain durable consumer goods, such as
dwellings; (b) all serviees produeed by government tor colleetive
use, although those of the armed forces have ~een gene rally recogniz-
ed as eeonomíc production only since World War 11; (e) all goods and
serviees produced by nonprofit-making organizationsg sueh as churehes,
edueational foundati.ons 9 etc. 9 íor the beneíi t oí the general public
or oí their own members; and9 íinally, (d) certain goods and services
produeed by members of the household íor their own and one anotheris
use, outside the rnarket mechanism. National income includes all these
goods and services net of capital eonsumption íJr depreeiation) and

~ithOut duplication oí values~
Within this comprehensive eoneept of national income exiet cert-

ain variants resulting írem differences in opinion as to whether cert-
ain items of unpaid goods and servieesg particularly certain services
rendered within the household and within the government sector, should
be treated as produetion and hence as national income by imputing mo-

ney values to them. These unpaid goods and services may be classiíied
into five main groups~

lo Foods and other goods produced on the farm for the íarmeris
own consumption

20 Unpaid personal services of housewives and other members oí
the family or of broader social groups

30 Unpaid serviees of owner-oecupied dwellings
40 Unpaid services oí other consumer durable goods owned by

households
50 Unpaid services of tangible wealth owned by governments and

by benevo~ organizations
We shall consider each oí these items in turno
ao Inclusion o~ Value of Foods and Other Goods Produeed on the Farm

.!.2!: the Famer,ª,=s:.m-ConsumptiOn - --

í It is now generally reeognized that food and eertain other items9

sueh as firewood, which are produced by the farmer for his own and his
íamily's eonsumption, represent the farmer's ineome in kind and should_
be inc;luded.j,-PJJationali~-,~om_e-"Nearly all contemporary est1mates do
inelude them in order to obtain eompa rabilit y of farm with nonfarm __
ineomes and eomparability oí incomes or egrieul-:tura1. eountries 'W1:tih

~- .' .~...•.......:-~~.", .
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lthose of nonagricultural ones. An additional argument for their inclu-
sion rests on the fact tbat the farmer is often in a position to choo-
se= between selling his entire produce in the market and retaining a
part of it for his own family useo If he chooses to aell ever,ything, he
must then buy the produce he needs out his money income. If, instead,
he keeps some produce for hia own conaumption, he reduces his money 1n-
come, but, on the other hand9 also reduces his expenditures. The reta~
ed produce, therefore, has a definite morey value to h1m and must be
added by 1mputat1on to his money incomeo

P':?f 11"~J~íí In some estima tes these retained goods are evaluated at the whole
sale pricea tEet bring in the market, while in othera they are evaluat-

lJ""'".Jt.'"ed at the retail prices that have to be paid for themo Of the two me--
thods the latter 1s preferable because it makes farm income more compar

~ble w1th nonfarm incomeo What is important in suoh oomparisons is to
obtain a meaningful valu~for those goods produced and oonaumed on the
farm, and thia ia better aocomplished by evaluating them at retail T8-

ther than at wholesale prioeso
Fooda and other goods produoed on the farm for the farmer la own

consumption are often cons).derableo In Ireland in 1953 they represent-
ed 26 per oent of the total farm income; land in Canada in 1950, ap---
proximately 18 per eent.2

bo Unpaid Serviees E! Housewivea ~.2! Other Members 2! lli House---~.
The olaasie example of unpaid personal serT1ces rendered in the

family eirole ia the aotiv1ty of the housewifeo Speoif1oally defined,
household work, whether aeeomp11shed by the houaew1fe or other family
members, consista of the preparation of meals (k1tchen work and aerv-
ing) and the fonnation and maintenance of "household capital"
-------~--.•_-l! Thia pereentage 1a tor goods valued at agr1eultural prieeso
When these goods are valued at retail pricea, farmerla own consumption
rises to 34 per cent of total farm ineome (Central Statistics Office,
Irish Statistical Survey, 1953, Dub11n, 1954, pp. 50, 57) .

g/ Dominion Bureau of Statistics, Referenee Paper Noo 25, Hand-~
book of Agrioultura1 Statistics, Part II, Farro Income, ottawa, Febru-ar,y, 1952, pp. 460 77.

I
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(cleaning, washing, mending, tailoring, carpenteringt painting, etc.)c
In giving the goods produced in the rnarket 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 produc1
ion that has succumbed to the market economy in the couree 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 housewivesc Similarly9
some of the differences in the size of the national income ",-r no COuft.!
ries do not neceesarily indicate differences in the productivity of _
their labor but do reflect differencp.s in the extent to which the unpaid
services of housewives satisfy the wanta of househclds.

During periods of accelerated business activity and rising emploz
ment or of wartime labor mobilization, housewives take on jobs in indus
try without necessarily neglecting their domest1c duties. They rely
more heavily on outside help for the care of their home needs and pey
for these services out of their earned incomes. When peace returns, or
in time of depression9 they go back to their unpaid home duties. Nation
al income, when calculates without inclusion of the unpaid services of

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

l-comparisons of national income more difficult.
r- In the face of this aituation, most scholars favor9 in principIe,
the inclusion of the unpaid services of the housewives in national in~
come. The difficulty, however9 consists in finding afair measure of
the economic value of the housewife'sservices. In a few estimates that
have atte~pted to impute a value to these services, the arbitrary as~
sumption is made that all housewives do the same amount of work and
that their services can be evaluated at the sama average sumo The as--
sumption is manifestly falseo To include such a doubtful calculation
in national income would greatly lower the reliability of the total and



the ~
re1uctance of móst estimatorsto iric1ude this 1tem in:: 'théircomputa~

....'~ ltions 1s~, therefore; understandáb1é.. ' ':..~: ~,

.~. .'

~ -;;'." "':.- .
Table 12-2" I~put~dValue of Unpaid Domeet1eServioee inCertain_

.. - , Estimatés as Re1ated to National In~ome, '
__r' ;'..J. ~':~J''"~'':: '~"'~ff"'-~" '.: .•.

Per Cen,-'Addition
(with ~'~I•."computed
before "additiori) ,Estimate, ¡,

~_~;. -' ,. .<1. ",.~

10, Additio.n .actoo11y made:. .....,',..
. ~Hungary (Mat 9. Varga, 1930)9

inc1uding"paid;domestic
sérvices •.::" l.'

Ita1y (Vi"nci'91938)
Sweden(Inst .• Econ••Res.9 ., •• '

1930)a

, ¡'.;

10.•7
_~,!o~

.,~:20••7 .,;'.., :.¡

,¡

• '".¡.-.-

2. Addition ..éstimated~ but
not made:,. ,

Fillland (Lindbérg: 1930)
, Uní ted- Statsé :(Kuznets ~

1939) ..

". i,:

.1900

260' .

'V. 'cent or moreó

, Fot this'~reáson oÍllra few estimates have a.tte:nPte'dto im~ute a
'va1ue to theservíces of housewives" These feW9 as shown"in'Tabi~ 12-29

_" ~ , - . • "¡i •• _._ < • ~ ••.•• -:; ••

.indicate that we are by no means dealing with'a negligible item" The
inclusion of ho1isewive'sservices can raise nati6n~i iríc'o~~by'20~per.

.- '

.
. ' Householdwork-is only th~ most obvious of ihe manyáctivities

,. ~. '. .
, carried ori in the family that have a counterpart 'ln the market.The
Care and education.'of children; 'the;"self-serviceslf peo;l'e"perfo~ in
. N ' ~..,~ •

shaviilg themselves dressing their' Ownhair'~ acting as-the1r own chauf-
~ ,,' • _ ••. F

feurs; gardening a:l1dthe pursui t of other "do';;it-yourself" hobbies 9 ---

.,.,sucrl'~scarpentery9 'painting~ etc:';! are ali~f thi~ nature:-'Profesaor
, . '. '.. 'C.' '. <f'" l' ~ '. -

Corrado Gini proposes to incl udeail such activi Ues. in na~ional in=~
'¡". • .~ .' _ ',' ••. .' .•. ~, .••• ", ,.' ',' ,~lJ..-.~-

~. come inasmuch'as they have a potential market .valueoHe ev~n completes
, ~.(' \., -~-'Io .~ • ,.'

the.list9. facetiously perhaps, by ádding the 'lmat:l-1monial'"s~Mi.c'es
- reildered to each óther by husband'and wi:fe on the gro'~d th;~' th~;~

-'
.••. 1'1'!

"

1 _

"

---~¡¡--;he Swedish'estimators9 re~rizing the~rud~ness of~their'"
imputation9 presented the nationalincome totals both with ando
without'the imputed services of housewiveso

, ¡. ~ • . •
,~'" '. -, .•..~-.'~ -



i,

-------------~---.,.:r---~"~
11 /

i
I

=7=

United States as late as 1945, as well as in

co Inclusion of Services Oí Owner=Occupied Dwellings

"

Ican be substituted for by:the use of paid services of male and female
1,pros titul-es••3 ;'

Logieal consisteney would demand reaehing out even further! to
include similar free services rendered outside the family,e ••g"9,¡nelgh

"borly adviee and eo-operation versus paid professional services; I the
company of a friefu versus- that of a paid companion; volunteer care of

, ~
the sick and the poor versus that by paid nurses and social work~rs,

, .
~etco But such a supercomprehensive concept of national income9 tak==

, ~ing all these human actions into account, would embrace the entire==
content of human life and would, for all practical purposes, rOb:~ the
national income concept' of any meaning and render it ",úseless as ~Ian

"~xpression 'of economic production"

il:
Services oí rented dwellings are trad1tionally included inrall

1Icomprehensive national income estimates inasmuch as the renting Of __
¡jidwellings i6 considered to be no different from operating any other
II'type of business" Dependipg on the phase in which national incom~ la

considered, services of rented dwellings are accounted for eithe~ by
(a) ineluding the value added in renting or the incomes paid o-g.t;lin/Jrenting (net rent plus mortjltgageinteres't plus wages, etc.);/or (b)

';¡by including the grosa orcash rent paid by the tenant as the value
k>f the final pr~duet (se~ees of rented d~ellings)o 11

Until a few years ago, services of owner-occupied dwellings
were not as widely included in national income ••In some estimate~

, Imade by the income-distributed method, they were represented only
,',by the mortagage interest paid, and in others, were completely==!

~mitted on the ground that no money payments were made in thelr 1
~nstance ••This was true, for example, of the estimates made in the

:rNew Zealand and Japan
, ,

-----;-~e Content and Use of. Estimates of the National IneJeu.
B 'r.anco Nazionale del Lavoro Quarterly Review, No ••5, April, 19489 jpp"
271 ff {) Ir
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prior to World War Il04
This difference in treatment between rented and owner-occupied

dwellings was unsupported by logic as the two performed identical
economic services and generally had very similar underlying costa.
Individuals frequently can choose between owning and renting a dwel-
ling eud they make their decision on the basis of which course appe=-
ars to them to be more advantageouso Those who have become owners
often have afurther choice of whether to occupy the dwelling them _
selves or to rent it out9 and with the resulting p~oceedsto rent an=-
other dwelling for themselveso
r' This interchangeability between rented and owner-occupied dwel-
lings makes compl~tely unwarranted any sharp different1ation between
their services in national income accounting. The exclusion of the
services of owner-occupied dwellings ia unjustified on practical ~=
grounds as well as on theoretical ones9 for information on the po-~
tential rental values of owner-occupied homes can be just as readily
obtained from census data and tax records as information on rented -

~wellings.
The English and French economists of the seventeenth and eighte-

enth centuries9 who trested national income primarily as a measure of
consumption9 were cognizsnt of the fact that the difference between a
rented and an owner-occupied dwelling is immaterial from an economic
point of view. They included the rental values of both in their eatí
mates, hut in later years their aucceasors abandoned this point of
view.

i/ The exclusion of the services of owner-occupied dwellings
was thus rationalized by the UoS. Department oí Commerce in its !irst
official estimates: "The services yielded by such items are not or---
dinarily paid for in the usual course of business9 nar are they com--
monly evaluated as a result of a bargain in the marketplaceo Vsual--
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 Commerce9
National lncome in the United States 1929-35, Washington9 D.C.9 19369
p. 4)0

•
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for in the income-distributed

do Treatment of Services lof Other Private Consumer Durables
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ices in question.

_c.> _

if
JThe issue was finally resolved in favor of the inclusion of the

rservices of owner-occupied dw~llin~s as standardprocedure in 1~f4at
a Washington conference. of representatives, of the official estin¡.ating

, .. 5 ,1agencies of the United Kingdom, United States? and Canadao Homf own=
ership wss assumed to bea business producing housing services that

- ~
are sold to the home owner in his capacity as .tenanto This deci~ion

" .' - . . tll

influenced most _of the subsequent estimates in the world" Only :~the
countries subscribing to themater,ial product~on concept (soVie~ =~
Russia and her satelli tes and Yugoslavia) stll1 continue te 19n9,re

11:this item just as theydó the services of rented dwellingso 1~
Generally, the imputed value of the services of owner-occupied

. ~dwellings is first estimated as gross_r~nt, in line with the grwss
rentals earned by similar dwellings in the area~Next9 in more c~re-

I~fully constructed net output and income=distributed estimates9 ~he
owner' s expenses tor mai*tenance, supplies, mertgage interestll:==
(wherever possible), indirect taxes (including real estate taxes)9
and depreciation are deducted from this gross rental figureo TJe

ul i' .. 'I¡res ting mputed net rent is deemed to constitute the imputed rental
'1'income of the owner-occupter, and is included in nationallncom~ in

11'paid, wherever sepsrated, ls accoúnted
[1estima tes under the net interest cat~o
l' -ry of income. On the other hand, in the expendi ture or fina.l products

. ~estimates, the imputed gross rent on owner-occupied dwellings is
included.innational income at market pricea as the value of thJl1ser.!,

i¡
í

I
11

I.-/. ,:
( There are many other consumer durable goods in addition tú dwel

'1 -lings involving substantial i~itial investmenta whose treatment Ir in
"l r ~'national income involvesa specia1 problem--motor cara, paintings,
rmusical instruments, furniture, and household a.ppliances, etco Spould

~ . '1' - It21 See Edward Fo Denison, "Report on Tripartite Discussións of
National lncome I1qeasurement," Conference on Research in lncome ahd
Wealth, Studles in lncome and Wealth, ,vol. lO, National Bureau .6f
Economic Research, 19470 :1

1

/
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the serrlces of these goods be treated as those of cs.pit!Ü goods, Le,
as current -services sprea.d over the life of the goods, wi th a portion
of their price a1located to each year of use, or should they be treat
ed as services consumed in their totality durin~ the year of the ac~
quisition of these goods, iee., as direct flows of consumer goods
evaluated a.t their ful1 purch8se price in the year of acquisi tion?

fi~en these goods are rented, as some of them are, they are treated
¡as capital goods and their services are included in national income ~,,
]during the years of their use either at gross rentals or at net ren -
ltala but when they are used by owners {I they usually are treated as
Igoods flowing directly to consumerso Their current services in that

~ase are generally not included in national income. In only two est--
imates both of them prepared before World War II~that for Sweden
prepared by the Institute for Economic Research for 1930 and that for
Italy prepared by Vinci for 1938 were the cur~ent services of such
consumer durables included in national income. In exceeding1y round=-
about method, while in the Italian one it was done by a crude addi--
tiono In both estima tes the result added less than one half of one
per cent to the total netional income. In neither country was the ex
periment repeatedo The theoretical issue9 hcwever, is by no means
settledo It is sti11 e subject of discussion among national income
scholar and practitionerso

Kuznets discussed this tssue in a paper pub1ished in 1952,6 and
even made some computations as to what changes might occur in the na!
tonal income of the Unites States if the current services ofsuch co~
modities were included. He found that net cap~tal formation would
rise on the average from an 11 per cent share of the net nationa1 1n-
come to a 13 per cent share, while the flow of goods to consumers
woUld show en average drop from 88.3 per cent to E6o? per cent of the
national income total. National income computed in constant prices,
would be on the average 5 to 6 per cent smallero

~ International Associatio~ for Research in Income and
Wea1th, Income and Wealth Series 11, Bowes & Bowes, Cambridge,
England, 1952, p. 164.
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Kuznets admited tbat his ca1culations were based on exceedingly
debatable assumptions as to the average life of consumer durables
(which he set at ten years) and es to their average yield (which he

(took to be the same as that of prime grade bonds)" However9 he con~=
cluded against any change in the existing treatmmt af 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 States9 have as much
opportunity to choose between buying and renting consumer durable =~

lc0mmodities as they have between renting and buying residences." 7
r It is difficult to agree with Kuznets' first postulate. Cer -
tain1y the purchases of automobiJes, valuable paintings, rare books,
~ur coats (not even necessarily m1nk or sable), and the in1tial fur=
nishings of ahorne, involving substantial outlays made but once in a
number of years, are treated by the average family, whether in the
LUnited States or elsewhere, as investments. The annual flow of these
goods to consume~s is highly irregulr and9 thereforej is not a proper
measure of their current contribution to the national econom1c 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 ex1sting
stock of these goods continues to rander services; and vice vers&9
when the flow is resumed upon the return of peace or business pros--
perity, economic welfare may not rise as sharply inasmuch as the ne~
ly purchased goods may merely be.replacing the existing stock whichv

though worn, still renders services. Oppositely, when a countryVs ~
durable consumer goods have been largely destroyed by bombing as was
the case with Germany in World War II, national income 1s reduced
not merely by the stoppage of the flów of new consumer durables

9
but

much more substantially by the disappearance of the services of the
destroyed consumer durables. Consider the case of a nation

9
a larga

number of whose population has lost a roof over
-----------------

11 Ibid., pp. 164 ff.

tlleir
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a.11 furnishings9 and most clothes. le the drop in the incorne of such a na-
tion by the mere drop in the flow of additional dwellings, furnishings and
clothing90r by considerably more than that? Moreover9 the repla.cement 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 co.s+s shcvld be spread over a period of t imeo If assessed againts the
(-".:;cut period9 they would scarcely consti tute 1. proper measure of the con.
tribution mada by the production of thess goods to current economic welfareo
FinallY9 sorne countries9 such as Switzerland9 have a large inherited wealth
in the forro oí valuable hornes, furnishings, jewelary, etc .•They do not need
to acquire large amounts of additional wealth to maintain a mgh level of e-
conomic welíare" A computation of national incane 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.

KuznetsV second oh~ervation, referring to the infrequency oí choise
between owning and renting these types of durable consumer goods, is corect.
But it only establishes the fact that since the renting of these goods 1s
infrequent9 the failure to account for their services dur1ng the actual
time they are rendered to their o,vners does not create as much of an incon-
s1stency as failure to account for the serv1ces of owner-occupied dwellings.

~ Theoretically, the argument for incl~ing the selv1ces of consumer dura-
bles is unassailable, but the difficulties of nOing so are immense. They
are much greater than those faced in accounting for the services OÍ ovmer-
occupied dwellingso First of all, the variety of goods in question 1e co-
lossal and information on their nature, quantity, original cost, age, use-
ful l1fe9 present condition, and, hence, value, i~ exceedingly scant. Se~
condlY9 most oí' subh goods have no set of readily ascertainable rental va-
lue that could be used in the evaluation of their services, as ia the case

~ith dwellingsoEven if one takes one item-automabiles-on which more in~
formation is available than on any other, it would be extremely d1fficult
to estimatés their gross rent~lvalue because of the variety of their
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ac'counts were kept.

eo Treatment ~ Services ~Government Propertie~

operated there like enterprises, chargingrent to
mental depa.rtments Occupying them'as tenants, and

There are some signiiicant exceptions to this'rule,
1930 Swedish estimate is one. Public adm1nistrati~e

I,
\
1

1

I

1
Il.In the case oi government properties thesame issue erises ~

Should theirservices, be included in nátional ,income~ In the cise ~
oi revenue-producing properties this is genera~ly done, inasmuth as

I1theyare operated as businessenterprises with separate operating _
" ,and capital accounts, making possible the identification of the ===

value of the services of capital invested iri-themo But in the Jase
of properti~s whose, services are furnished collectively, sueh il;as=

-, • Imost of the public highways, parks, bridges, sewer systems, museums
9

schoOls, public hospitats, and administrative buildingsf not t~ =_=

speak of military properties, no such clear separation oi capital _
from operat1ng expense i..sgenerally made;or 1s, at best, made !¡onlY
in parto Government accounts generally are not constructed to ~erm1t

. tan accurate evaluation of the current services of these propertieso
I1of which the -~
'1buildings ~ere -
'lthe various gove~
I[complete bus~ness
i

i'



Where the construction of government properties 1s f'inanced by
earmarked loans, informat10n is available on the interests payments
and sometimes on the annual amortization or redemption of the debt&
These figures may be taken as indications of the capital y1elasQf the
properties and, with considerable reservations, as indications OÍ =

depreciation of the propertieso On the other hand, in the caSe of =

properties whose costs of construction or acquisition are financed ~
from current revenue or fram unidentified portions of general 10ans
which is frequently the caSe no'comparable information exists&
Governments do not generally publish or maintain, in convenient fo~
information regarding the original costs oí such properties, their =
age, depreciation, allocated debt interest and debt amortizetion costE
etce Of course, government accounts cover the outlay for maintellenoe
and repair, but these are not necessarily separated from other accou-=
nts in published data. Military plant end matériel are seldom account
ed for in a way that would clearly distinguish them as durable goods
or identify the extent of their durabilityo Obsolescense plays an =

exceptionally large role in their C~~2 3nd i6 often difficult to
estímate. All these and other factors make the identifieation of ea£
ital formation in government, and the evaluation of the annual serv-
ices of capital invested therein, exceedingly difficulte It is not -
surprising, therefore, to find that national incame estimators tend
to evaluate the contributíons of government to natíonal income, un--
like those of private business, in terms of labor only, without the
services of capital.

In several prewar estimates, such ~s 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 af capital invested
in the properties of the national government. In the current Canad=-
ían estimates the values of public buíldings, highways, ferries, and
certain national inventaries are ascentained directly, and interest
on a proportional amount of the national debt is included in the na..!
ional income as a reflection of their capital services. In the cur~=
rent Swiss and Danish estima tes the same i6 done for public buildi~

•
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l'The new intemati;nal standardization af national income ['esti=
iI

achieved only if and when government accounta are
-l proved.--

,
j

All these expedienta cover, at best, only a part oí the ~lue
'1of the services af public p ropert1es. Complete evaluation wou~d be
1;

cons iderably!¡m=-
I
!
I

mates proposes the inclgaion of imputed rent on public bUildin~s in
the national income total. This ls not difficult to do in countries

l'that operate their public buildings like enterpr1sesSl charging¡,rent
, 8to the various governmental agencies which use them. '

f. Treatment af Services .2! Durable Properties of Churehes .!!1i:Q!;p.ez'
BenevolentOrganizations

go Other Issues

The same basic problem exists regarding the s erv1ces oí dura~
ble properties of churches and other bEmevolent organizations":,[These

i~ 1Iservices are no better aceounted for in national ineome estimates ==,. r
than those af government properties, yet9 in a number of countries -
where these properties are substantial, the omission af their ¡erv~=
ices understates natio~l ineome significantly. This s1tm tioni[can =

be corrected, as the difficulties in aecounting for their servlces =

are not overwhelming. For one ,thing, obsolescence is not as gr1at a
Ifactor there as it is in government propertieso I
,1

1I

[:

I h. In addition to t e question af treatment af uppaid aervices oí
,1dwellings, consumer durable goods, the services of government propert
I -ies and of insti tutional properties reviewed aboye, many other ';issues

have arisen in the appl1cation of the comprehensive prOductionlcone--
1

ept that require further clarification.Among them are the tre~tment
11'af intermedia te services of government, taxes, subsidiesp 1nterest ~

on government debt, and services of financial intermediaries. :These
problems are diseussed sepárately insucceeding chapters~ I

-----------------y OEEC, National Accounts and Research Divisionp A
ardised System of National Aecounts, Paris 9 1952, p'. 64
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An entirely different set of issue arises under the material produc-
tion concept of national incomej whether oí the Smithian or Marxian
varietyo These \vill be touched upon in this chapter and in that on -
Soviet Russia and YugoslaYib (Chape. 25 and 28).

20 Adam '3mithQs Restricted Material Production Concept

~ According to Adam Smith, the first economist to FrDhce th~
concept of restricted IIlc'1terialproduction, productive labor wab 1i'T~
ted to that l.oborwhich (a) produced a rnarketeble mater1.el 1'X':)dl.ct9ét)
produced a commodi ty whose prie e could comrrumd a quanti ty of labor ~
equal to the labor necessarJ to prG~uce it, and-(c) which ndded thc
value of its own maintenance plus the entreprcneur9s profit to the ~
raw materials~ All ot:her labor 'l/as Hnonproductive" and was, in fact,
supported by the fonre.r.,National product, therefore9 consisted on~
of salab le material gr.,odsoThe labor engaged in rendering services =

and the services of dwellings could not, Smith felt, fulfill these -
requirements and were hence exeluded from production and national in

~omeo
This definition of production end national iuceme was both in-

consistent a.nclnarrow too narrew otoperroit an adequa te analysis oí
the economyis operations. Smith erroneously concerned himself with
weal th primarily in terms of a 11stock of goods 9" seriously neglect=-
ing its aspect as a"flow"of utilities. He did not perceive that the
capacity to produce services was also "wealth" and tht "incomell was
a flow of both material and immaterial wealth. His concept of in=
come was affected by the then prevalent notion (and alive in semI!! =

quarters even today) tbat wealth.can only be a stock of things, e9g~
only an accumulation. His distinction between material goods and ~~
services from tbe point of view of their relative utilities ( the
supposed durability oi the first and perishability of the second) ~
was both inaccurate and irrelevant., He a180 fa.iledto see that the =,

production of services as well as of commodities gives rise to the
oreation of profits and to the circulation of entrepreneurial cap-=
ital. Even at the time he wrote there were many services being prod
uoed with hired labor and the use of capital that yielded profits =



\he was not ready to incl:Ude those services tbat consti tuted
ities in themselves and' in whose production material goods

.,.
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to the entrepreneurs op'erating them, e"g", the services of in~iep-=
ers, stage coaeh operators, ship~\ners hankers, owners of bOarring
sehools9 and the like ••In aecordance ~ith the first of his own two

11definitions--the one relating to the production of profits--t~~se--
11serviees should have be£m classified as "producti ve 9" but Smi th

couldn't 01' wouldn't see the in~onsistency. :~
By restrict1ng the coneept of production and national income

\-.lo. ~ ~)tlro~V\), ek ¡~
,,-ni L. to material goods alone.,'Adam Smith reduced the usefulness of ::'na--~ ~ ,~'~ l:I 9)C!M,Q.-s

""'o~atQS, ~ \)'V~ tional income estimatec as measures of tee economic welfare of tha na-
\' \ \11

bo<;;,\v.\¡~ eJ vW Q tiona fris very admisslon tbat "unproductive labour has its vall.ue-
~<:l <k t~~"YVIAS\\<1>. Irand deserves its rewards" was the best testimony of the 1na.deq:Ua.cy

of his concept as a basis for measuringthe economic prOductioril and
" 11:prosperi ty of a nationo . . . ::

SmithVscontention that materi:;¡.lgoodsare more useful than serv
I -o,k. ices because they a.remore lasting was incorrecto Durability 1a by

no means the most impor,tant a.ttribute of utili ty" Moreover,i tIis the
durability of the effects oía thing tbat counts in the measurement. _
oi its usefulness and not the durabi.lity of the tbing i tself" .1: Some

'!services have more lasting benef'icialeffects than mny material _. 1
goods" Tbe effects of e~ucation may last a lifetime or may even be _
'transmitted to sueceeding generations, wbereas tbe effeets of :tha _
consumption of many material goods are only fleetingo

IAdam Smith also overlooked tbe reciprocity between services
, , 11and goods~ where one imparts utility to the other" He stood ready to

:1.inelude those serviees in national product that helpedto complete
, ftbe utility of material goods, such as trade and transportation9 but

finll util
i

were usedo
11 'He included only the auxiliary material goods, accounting for tbem ~_

, witbout any indication of their use leaving tbem, so to speak,11 sus--
~ended in air ••According to this notion, classroom furniture and __
equipment would all be part of national income, but the instru~tion9

'1through which these goods alone acquire utility, would not be includ~
11edo Stage scenery, costumes,thecurta1ns that separate aud1ence frem

players f wo.uld be part oí'national inoome, but the performance lof the
1:

_L _~~I,
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l;:;torsand the work of the director and producer9 which along give meaning
to these articles 9 V'louldnot be part of ito This exclusion of services U1.1der'

the Smithain concept made any meáni:ng::"'ulanalysis of many material goods in
terms of their role in consumption we11-nigh impossibleo Such an ana1ysis
COtud be comp1et~d OI11y by tracing the expendidures of the producers for
thg servir.;:;sof the nomproducers9 i" e'9 by ana1yzing the so~cal1ed "deriva
ti? iucomes" and reintroducing the excluded services by the back dooro But
as 800n as these exc1uded services are brought back iuto the ana1ysis, and
the derivat1vative iucomes are set up in para1le1 a1ignment to the so=cal1ed
natlonal income proper9 the problem arises of how to combine these two cate
gories of income in a meaningful total and hOVi to break down the total lnto
categoríes of expenditureo Smith never ackownledge theis problem9 nor dld
any of the statisticians who adopted his concept as a basie for their e8ti~
teso9

21 One of Adam SmithOs followers amang the nationa1 ineome est1mators, Col-
quhoun, got himself involved in this problem of derivative income. He first
ea1eulated nationa1 jncome, aL' the "new property created every yenr" as the
aggregate of +'he producn,....."0£ agricul ture9 min1.ng, manufacturing9 trade, ahi.£.
ping9 fisheries, and fine arts. Ne7t he proceeded tocalculate the derivative
incomes, of unproductive labourers, whose exertions do not create any new pr~
pertY9 namely of the royalty, nubi-LitY9 gentrY9 government officials, army
and na~~ personne19 pensioners, the c1ergy,legal and medical practitioners9
sehool and university employees9 and paupers. He conc1uded that "more than
one fif~h part of the V'lholecornmunity are unproductive labourers9 and that
these labourers receive from the aggregate 1alour of the uroductive about
one third part of the new property created annual1y (J" Having thus presented
the two categories of income9 Colquhoun was unable, however, to reconcile
them in some single total and limi +'ed himse1f to the observation that "i.t
does not fo11ow.o.ooot,hat a very great proportion of these unproductive 1a=
bourers are not highly uselfu1 in +hoi.r rlit't'erentst,1.tioIlSin society.. On
the contratY9 with ~ few exceptionsg in addition to the benefits derivad
from personal exertionst they eminently tend to promete, invigerate, and
render more productive the labour of the creating c1asses" (P .•Co1quhoun9
Treatise on the wealth, POV'lerand Resources of the British Empire, London,
1815, po 109)
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National income restricted to material production msy be en
adequate measure of the economic productior. and economic welfsre of
snd extremely primitive society which is almost wholly concerned _

.with the production of material goods for the satisfaction of the
most elemerrtery physical needs of its members~ But it is not aL oJe
quate measure of the economic production snd economic welfare of
and aQvanced society~ which is generally concerned with both the
creation of services and the creation of material goods, snd 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 sophis--
ticated charactero

r- National income conceived in these narrow terms is s pOOl' __
tool for comparing the volumes of production and "levels of econo-
mic welfare of two societies that differ w1dely in the degree of
their economic development~ 01' of the Sarne society during d1fferent
periods of its developmente Inasmuch as services come to play an-
everincreasing role in a developing societY9 national incoma re8---
tr1cted to m.'lterialproduction 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.10

l()/Josiah Stamp recognized this as he wrote in 1934: "As civi
lizatiOñ advances, it may well QO so by the very fact that merely-
roa.ter:illproduct.lon ln weal th tends to render a less and less pro-
portion oí total human enjoyrnent" (''Methods Used in Different
Countries for Estimating National Income," Journal of the Royal
ST~tistical Society, vol. XCVII, 1934, p. 426). Colin Clark in his
Conditions of Economic Progrese postulated as a general proposi~
tion that with the advance of civilization, the proportion of seI~
icesg i.e09 of tertiary production, in the total national income -
is increasing. Thus he wrote~ '~rom Sir William Pettyis 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,po
341). Motolcsy and Varga in their Hungarian estima tes confirmed __
this proposi tion, saylng: "The importance oi' the latter (immaterial
production) is 1ncreasing with the ad,rancesof civilization to sueh
an extent that the proportion of the value of the production of
material goods, although still the bULk of the national income, is
constantly diminishing" (The National Income of Hungary, 1924/25-
1936/379 London, 1938, po 7).
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This genera.l proposi tion9 nowever, requires some qualif1cation, as
shown in Chapter 169 Section 5b, below.

30 ~ Marxian Restricted Material Prod1Ucti2£ Concept

In this historical sect10n (Chapter 1, Section 8)9 the Marx1an
restricted material production concept was shown te be largely a re-
plica of Smith's earlier notions9 differing from them only in part _
of ita underlying rationale and in a more precise and elaborate ap-
plicationo

a" Emphasi s .2!!..!heSole Productiveness of Hired Labor

According to Smith, both the hired warker and his master are
productive ag~nts and receive due rewards for their contributions to
production" On the other hand, Mark attributes a productive role only

fío the hired worker. He postulates that labor alone is productive, ~_
denying any productive function to the entrepreneurial class. All va--
lues, he maintains9 are but congealed labor time. Labor reproduces the
value of its own maintenance and9 in addi tion9 creates, "surplus value
for the exuloiting capitalist who appropriates it to himself in the ~
form of profits and net rente Marx does not believe tbat the worker
receives his due reward; and does believe that the master receives his
income without warrant. The material product, he declares, ie created
solely by the exertions af hired labor. The proprietor has nothing -=
whatever to do with it. Through his control of the means of produc---
tion, he merely appropriates to himselfthe value created by the hired
wor~er whiCh, in all justice, belongs to the latter. The profits ~~-
(which in Marxvs conception always include interest) and net rent ob-
ta1ned by the entrepreneur or proprietor are nothing but the "surplus
value" created by labor over and aboye the value of the wages paid to

l.it.Marxvs definition of hired workers includes mental workers9 such
as engineers, as well as manual workers9 but does not include the-
entrepreneur who manages the enterprise~ The self-employed farmer and
craftsman working withovt hired help i8 neither productive nor un-
productiveg since his work 1s altogether unrelated to the capitalistlc
procesa oí productiono Here Marx makes the qualification, however, _
that as far as the self-employed person uses cap~.ta19 he may be
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crea tinf surplus wl ne by e1Cp1oiting himself. In fact, the s~lf-emplSi
ed person :1.8 functionally split 9 being part capitalist and prt worker,
8nd his wege income 18 reduced by an imputed profit611

~ The valucs of a11 commoJiti8sv according to Marx, can bp. sp11t
into two major p3.rtct el) t'l\., p__rt embodying three distinct itema
the cost to the ¡mtr'lp..cen~3':)rOL the wafle~aid to his workers 9 the ~-
cost f;l h~,~,:nf ~h'J ~ JJ?ter'~ü.lf.)end other auxiliary supplies emply---
.;:lcl ~J;Y 111m in production, and the cost to him of the portion of his,
fixed capital consum~d in the course of prnduction (i.e., deprecio.-------. - - ~ -------
tion)f and (b) the port embodyip~ the surplus value created by the
worker fccthe capitalist an] providing for hinl ~ncoEe_for personal

l?onsumption or for a~51it~~~ his ,ex~~t~~~ _capi~~~
r In thus redefining the l:oles oí' workers and masters in material
,production9 the bases of tha product shares eo.ch receives, and the',
\elements making up the values of the commodities, Marx, in fact, re--
Idefined the substance of national income. In his hands, the material
'production concept of nationul income became a tool for the destruc--
ltive nnulysis of the eth1ca1. foundations oí capitalist aociety. It
also beca.me e convenient vehicle for the enunciation of Marx' s poli t
ical program, one calling for the Jnboring class's expropriation of
the cap! tfilist¡s ownership of thp means of production in order to end
the expldltation ~f the ITorker by the capitalist •

..ve are not concerned hera with Marx's political program, and _
are mentioninó it only to provide the necesso.ry background for under~
tanding the reasons that prompted him to carry on his analysis of-
economic nx'o(>w t;ion in cap! talist society in strictly material terms o

It must be c~,f\ürl.yunclerstood th'-lt,for Marx, economics was but a
handmaid¿l' of politics, élnd his C?conomics wa,s domimted by his polit
1cal belief's .•nd objectives.
_ ...----''"'"''------------,;:: ..--

111 St.•ic1Marx ~ "In the capi te'; <.t.made of production, the in-
dependent pe<.lsantor artisan is dh-:irl-edinto two person •...,.In the
role oí p08:Jessor oí the mei.1nsof pl'oduction he is a capitalist;
in the role of worker, he 18 his ONn hireling. As capitalist he
pays himsalf his wag~s and himself ga1ns the profit of ~is capital,
exploit.!'lhimself' as o.wage worker end pays himself, out of the ---
surplus value, tile tribute whioh labor owes to capital. Perhaps
he even pays hirnself e-t third part, the rent •••• " (Theorienüber den
Mehrwert, edd1ted by Karl Y~utsbJ~ Stuttgart, 1905, pp. 422-23;
o.lso its EnGlish trnnGlntion, /,History of Economic Theories~ Lan,g
land Press, ~;aw York9 19529PP 324-25).
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Smithis distinction between gross and net na--

¡" These _lQOk~~;.to tb;e.creation pfa.societyin which the 1/'Iorkers,aet-
ing through arparty representing their interests, would control the
means'oi productionand recei ve :13,11 the frui ts theréof ••

'.1' ;.
bo Clearer' Distinction Between the Various Elenients 0'[ Gross and Net

Natio~l Iricorne
.l:' '.- '. ..• ~
Iv'fz¡.:rx:improved on
"';'.';'" ...!..'':'. ~ J

tional income, .and the elements. making them up••He broke Ic!ownthe
t '- ~~ ."'~ >::. • ~ ~ ~~ l J _ ~ .- ,1

~value óf nati?na~ output more c~early than Smith had doneinto its.., , \,. . - .. .
three main elements:. (a) the costs of raw mat~erials9 auxiliary, sup---<. . r • ~ • ~ ,"

p1ies9 and ~.ther operating cap~tal resulting from past production and
advanced by.the '~ntrepreneur (i"e.9 the costs of repairs9 maintenan--

1) .".,., ;l :. ......3. _~'~, - , .,. ~ '1

ce, and replacementof used-up. inventories) ,and reproduged in, the new
";', < cycle ~f productiO~; (b) the costs of the used-up .portion- of f.ixed __

_ • • • '"' ••• ~ I • ':', _" ,;: ~,7 ...,. ~. _

capi tal (provision for deprecia tion) similarly, resul ting from past
--.. ---~~~roductio~ and -r~pr~duced in the new cycle o:f production; and (c) the

..... ".;...::: "'.~ "~ , '. i, .- ~.;".. r "

PI n~w1ycreated,product or value9 available foro consumption and for new
,¿ "l1:nvestnient~_'W1?-iCh~.loneconstitutes the yearis net .national ineome,,12

In developing this analysis Marxuses his ~wnterrp.inolog'y'oThus¡
'¿"'l. "h~'r~i~ri~to ~~atwe nowcan IIg;OSSvalue of t~e output" simply as c>

~. "-',~_:~r.,;J~~,~ '
the "gross product9" while calling what 1s nowgenerally termed "net

. '"
value Of the output" or "value added in production," ~lgross ineome."

- ~., . "

He refrains fram usingthe terrn "net national i~comeflon the ground
"that i'n"~~p.it~i'i~t:'society, the term "net 1ncome"j!'l used generally

"
-' i i ,

"

. 12/In 'Zur Kritik der Sozial Demokrat1schen Programmevon ~
Gotha 1Berlin~, 19209 pp•. 14~15) Marx defined the "social product" as
"consisting 'of:' (a) 'thecosts of the means of production; (b) add1-
tions to capita19 reserves~ anx insurance; and (c)'the rest, whlch
ls for consumption and from which must be deductedxhe costs of--
government 9 schools 9 heal th care 9poor rel ief 9 ,etc.."

~. ."' "__' .•..... , . ,fr,- _ • I • . .

,;

r, l ' ..'•. '-.1 ~:

l

!,

'.,.
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by the entrepreneurs to designate their ahare of income from produc-=
tionol3 In the several volume of his work Marx uses th.e term '\nation-
al income" on]y once9 when he writes: "Viewing the income of the
whole 8od,ety the national ineoma consists of wl!!lgesplus profits, plus
ren t 9 tm t ls of the gros sine ome ~,,14

Ca ~D~f.in1tions of the Area of Production

;:ÜUI"X dJes not add much-to Adam Smith's definition of the area
of material product10no In some:respects he is more specific than _
Smith9 in others9 les s SOo Thus9 like Smith's, his concept of mate==
riel production úlcludes agriculture, mining, and ml!!lnufacturing,15_
but he 1a not as positive as Smith was about including trl!!ldein this
categoryo On one hand, he maintains that trade does not create any
use value by itself but merely helpa to realize the use value produ-
coo in industry~ on the other hand, he observes that trade flis irnmedia
tely productive for the capit,üists," 1s often paid by a share in
their profits, 3nj forros a part oí the selling 01' exchange values of
the commoditieso16 He recogn1zes that transportation of commodities

ll! Marx dOl;!S not use the term "net national income" in reference to
the sum of wages9 profi,ts (:I,ncludinginterest), and rent. He prefers
to call this aggreRate "grose incomeJ' On the other hand, he uses the
term "grosa product" not in the modem sense of faotor income plus __
depreo1ation9 but in the sense of total reoeipta from sales including
the value of row materiaIs and unfinished produots and aervices of-
other ent~!Tr.ises 01' branches of production oonsumed in the produc---
tion of a good" Th13 ooncept of "grosa produot" WaS similar, there~-
fore9 to the modern concept of business tumover (what the French can
"chiffres d'(.ffaire6")~ inclusive of the value of sales at all stage
of produati.on~ troro the raw material stage, through manufacturing,
wholesalingp I.1ndrl'!ltailingoAll these terma were first used by the
physiocrats and IJext by Adam Smith, but Marx gave them a d1fferent
mean1ng"

1iI Marx 9 Das Kap1talj C" Ho Kerr & Co", Chicago, 1909, vol. 111. po
979; also Ibidop pJ 971, where Marx saya: "The value of the annual __
product9 in which the new labor added during the year ie incorporated,
ia equel to the wagesv or the value of the variable capital, plus the
surplus valU09 which in ita tum is divided into profit and rent."
121 Ibidop p" 328u

1&1 Ibid"9 pp" 330-56"
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is material p,roduotion because it changes the location and9 hence9
the use value of commodities and increases their exchange value, but
he is not as clear as to whether the transportation of persons is =

properly a part of material productior.& In fact, his argument on this
lends itself to either type of interpretationo17

Marx excludes government services from the field of production
just es Adam Smith did9 but his reasons are somewhat different. He
u:..ccludesthem not only because these services are not marketeble -
and not governed by the principIes of capitalistic produetion general-
lY9 but also becuse he questions their utilityo He regards government
as a repressive agent helping the exploiting classes to oppress the -=
workerso

Finally, Marx adds nothing to Adam Smith's d1stinction between
"primary" and"secondary" incomes; between the original distribution -
of the national income and its subsequent redistributiono He accepts
Smith's dístinctions without modiíication.

do Application Ef. the Marxiam Concept in Soviet Russia 's Estimates

The marxian concept oí national income receives its fullest ex-
pression in the national income estimates oí Soviet Russia. The basic
works on Soviet Russie's national income9 prepared and published in
1939 and 19409 lm.der the auspices of the Soviet Academy oí Sciences, -

Idefined national income as "that part oí the social product9 evaluated
in money terma, which is newly created each year by the labor of the =

society and becomes available annually for consumption and accumula~-~
tion9" adding that this social product consists of material goods
~nly()la

11IA History of Economic Theories9 opo Cit., pp.328-29o Marx says:
"In addition to mining9 agriculture, and heavy industry, there exists
a íourth sphere oí material production. This industry is transporta--
tion9 whether of men or goods. The relationship of the productive or
wage workers to the capitalista is absolutely the same in this as in
other spheres of material productiono" But in the succeeding passage
he says that I1the transportation oí mankind, one might say, 1s simply
a service rendered by an entrepreneur," thus indicating that 1t belong¡
in immateria! production.
~ D~ 10 Cherno~odik et ~l., Narodny Dokhod, U.S.S.R., Akademia Nauk,
Institut Economik1, Moscow, 1939; M.B. KOlganoíí et al., Narodny Dock-
hod U.S.S~R., Akademia Nauk, Institut Econom1ki, Moscow, 1940.
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I

!
computad as ~

1Ito their work
'1organizations; (b) social securlty and
iof various faeili ties furnished ¡:to

1'he net output of these branches of production is
the sum of (a) the wages,and other forms of income paid..
ers and members af co-operative

~
housing cCi1tri butions and costs

\
other wordsg tbat goods

\ltheir uItimate userse

It

A more recent official pubIication of the Ministry of Fin1nca
. ~

defines the national income of Soviet Russia eyen more succintly as
, i~

¡lthat part oí the social product which is .created 'by newIy appIied
'1labor of the workers engaged in material production and is devoted to

fthe purpo}Je oí capital apcuTIlulation and consumption ~II 19 NatioAal in-
come 18 calcu]nted aS th~ sum of the net outputs of agricul ture!l min-
ing9 &?,nufacturing9 construction, services of freight transportltiOng

1~trade (including restaurants), and, apparentIy, some branches of como;-
1Imunic:ations •.1'1'1elast three items are included on the ground that
'fwithout them9 material production cannot achieve its ptcr'poses; in

fwve no value unless they are deli vared,1 to ~

producers in these branches in connection with their work, such '.'as
l'

services oí faetory clínica, nurseries, ano. restaurants as wellias
technical instruction and training; (e;)net interest of short-tehn 10=

1[ans of the enterprises anO. the cost of their insurance; (d) pro:fits =

11'that suppIy new capital to the enterprises and the means to promote =

'1
1

:1the welfare of the workers as well as revenue to the government; anO.
:Ii ~

(e) the turn,o".!'Ell'anO. other taxes paid by enterprises that are treateo.
as the collective profits of the national society. Jf

11On the other hand9 ,inati.onalincome does not incIude the (a) e1=
vil and mil1tary services of government; (b) the services and b¿~eíit
payment oí the social insura1ce institutions; (e) the services &- pas

. . -sengertransportation; (d) the services of independent physicians, ==
'1de:r:tists9 teachersg artists, barbers, laundrymen, anO. other worléers

performing stric:tly perso,nal services; (e), services of o.omestlcJ:;

121 Finansovy Institut~ Ministerstvo Finansov, Finansy i
SSSRg Gosi.sdat9 MOSCOW9 1953, po 36

Kredit
If
"1

1,

11

¡
I

11 ,
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and (f) services of dwellingso
The omission of government servicee artd of other services items

from the Soviet estimates tends to understate Soviet nationel income.
This understatement9 however9 18 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 w1 thin the organization of the facto
rj.es eng<3.gedin material product10ng e.g.9 factory restaurants, fac--
toryhousing9 nurser1es for children of working parents, etc.' These -
serv1ces are treated as part of material product10n and their costs -
are embodied in the price of thE!lproduct and included 1n the net out-
put of the branch of material production involvedo Moreover, under --
the Soviet concept9 indirect texes (generally excluded from nationel
income in capitalist countries) are included along with direct taxes
and may more than offset the effect of th.e exclusion of services •

.Soviet economists, however, plaJe fer too much emphasis on the
effects of the conceptual difference existing between the1r estimates
and +,hose of capitalist countries. Those scholers who have criti-
cally examined the Soviet estimates generally recognize that they-
greatly overstate the siza of Soviet nat10nal income and the rate of
its growtho This i8 largely due to the tme of 1mperfect price index-
eS9 overemphasizing new products, and the evaluation of them in the
higher prices of former years. The overes~imation of Soviet nat10nal
1ncome on this account 1s fer greater than any underestimation result-
ing from the employrnent of the material production concepto

As if to further compound 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 estimateso
This figure is obtained by estimating the supposed overstatement of
national incoma in countries emplpying the comprehensive production -
concept ••The "overstatement" is computed as the proportion that in---
come frem services countributes tototal national income .•This propor-
tion9 amounting in some countries to 25 or 30 per cent9 1s then de---
clared to measure the degree of overstatement. These national income
totals are then reduced by that propartion, and the Soviet estimators
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present the resultas a co~ected total
. ~ 20te"o

tion methods"

r
¡!

I
1

I
I
l'
l'

comparable with Soviet estima-~

,11 .

This adJ'ustment is incorrecto I't overlooks the fact that semCa3
I[

playa much moI'eimportant role in other countries and that thei:z¡ eli~-, . f
mination fram national incorna affects the estimatas in their case quite

differently fraID S01riet R~ssia' s. It also ignores the offsetting':I: over..!

va~u,~ion effects oi certain Soviet procedures discuEsed above, tending

to óverstate Soviet Russia's relativa economic strengthp il
DI'o Ivo 'Vinski9 the .estimator oí Yugoslavian national income, pla

ir
ces the understatement ofhie estimate, because of the employmen.eoi' the

, ~
material productior: concept9 at the much more moderate figure oí 11

,
per cent (see Chapter 289 'SecUon Ir) o ;1

1
It i8 impossible here to establish a perc'entage understatem\:lnt =

that would apply to all.situations, oI' even to set up a standard Ibroced
1
'
,ure that would 11akathe estima tes dari ved under the two di vergentl, con--

II!cepts cornparableo Oue thing is olear: the gap between the figure~ can--
. ¡I

not be closed by simply adding the value oí the excluded services~ to-. t
the nat~onal income totals based on tbe material produotion concepto __

,.,
It would be necessarY9 on the oth~r hand, to exclude f~om the same to--

tal a proportionof the included indirect taxes tha t would make 11: the -

treatment of taxes compar~ble to the estimates employing the comprehen-
I

sive concept ••Even then the differences due to the employment of ¡Fe= ••..".=o
different concepts may not be completely eliminated, necessitating ei--

ther addi tional adjustments or the employment of some other reconcl~lia--
I~
11'

[l.

----- I
ggJ The Kolganoff study reduces the 1929 estima.te for the United1~
States froro $8100 to $55.9 billion and the 1928 estimate for Ger-
rnany from 7504 to 55•.5 billion Reichsmar.te¡;¡to adjust them to the II¡

U"SoSoR.• concept of national income (Op•. cito, pp. 67-71 and F'O- 11:,.

81)0 On the other hand, a later work byProfo Ao l •. Petrov. NaZio~'
nalny Dokhod, Moscow, 19499 p•. 13, p:laces the so-called "overstate-
ment" of the national income estimates i.n non-Communist countries'
due to their inclusian. of services at appróximately 15 par cento ¡



e. Conceptual Differences Among the Marxists

Professor Strumilin, member of the Soviet Academy and noted
scholarg and some other prominent Soviet economista departed from a
literal interpretation of Marxvs view and took the position that
governmenta19 persona19 and other services are just as productive as
material production and should be included in national income on an
egua1 footing .•21

Professor Chernomordik, in the aboye quoted study published by
the Soviet Academy of Sciences in 1939 (see note l8g p. 531)g though
not going quite so far9 argued in favor of including the services of
passenger transportation in national productiún and national income.22
Marxg 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 sutject 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
prey¡:iling rules of the society and flowing through its channels and. ;

that not so conducted, thus making the former a pa.rt of national pro-
duction and national income, and the latter not a p3rt of it.

1!1 Strumilin maintained that "it is incorrectin estimating national
income to consider only the net value of the outpu1 created by tne __
economic enterprises of the nation. The computat ion should embrace __
the incomes of the entire population. The latter is comprised, however,
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. Doctorsg teachersg and other work
ers not participating directly in th~ material produetion recetve a
part of the social product created thereby and furnish in exhange for
it the resultsof their own labor in the form of services. The repro-
duction fothe material product implies also the reproduction of ser.!:
icel:OoIn 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. cit., PPo 75-76, Problemy Planirovania, Moscowg 1932,
p.397)o In June, 1957, at a national conference of statisticians hald
in Moscow, Strumilin again raised some of these issues, but with no
¡:reater success than before (Voprosy Ekonomiki, Moscow, September, 1957,
pp" 99- 119).
~ Op. cit.g pp" 198 and 203.
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labor.

I

,1,

"Every one of the 01'1tioisms advancad against the Snd th:l,:::~n ,11'l:il'\~=
!I!tricted material production concept of national income appl1,etl 'vi,th =,

. :1'
equal force to the Marxian oonoept, both as or1oinally fOI'tnula"i;<:K1 a.nd

<:> '11
as nowappl1ed in Soviet Russia and other OommunistCOUl.l1trj.f'So 'nj¡~l ,az

timates developed under this conceptOmeasure only á portton o:LtJ.;; =='
true nat10nal 1noomeof the country and fail to g1ve a full pletl:L"($ (Ji'

Ithe operatione of i ts national economy.Theyala o fai,l to PI'ov:1Cí.€l I

r
I

Sinoe passenger transportation utilizas the inst1 tution o,e fii(j;,d,<:'jt;r;¡
be i t capit,alist ar" "socialist, concluded Ohernomordik9 Hxt!,,,.c; ('9 L(~\!i'~

cording to Marx, be traated as a part of national proüu,cto I~
Ohernomordikmaintained thatneither theor1t1cal nor px","',q,üD.l

considerations just1fied 'exclud1ng, for examplef the •.J(3I'vli~(~!J o:rj: 8~~

useful an undertakingas the MoscowsubwaY"At least one half' (if'h;a,'3~
'¡

senger transporta t10n providas servicesto produotionl1 i,n tál':ll l:i>;oHj'o,""

sengers are traveling to or from work or on specific business rl::J-tign,=, ' , If
l.: d

menta. The other half, though sarving consumption, ia juet ar" P¡'fldll(~j;o

ive as consumer goods. Passenger semoe in 1935 engaged 600~o:)()twor.!
ers, or one fifth of the three million workers then engaged :f.n th~~

transportation industry as a whole. As the valua of their seril.it~~,;s

mustbave amount~d to at least 2 bill10n rubles at current :pri(,:'",~9

, i ts exclusion' would undervalue nat10nal 1ncomealmost 1 per (>:m.t t
Whether or not thia broader co~cePt of nat10nal prOdUOi:tl."n11:'U}d,

national income, as expounded by these several eminent Marxian a11'tho!"s;¡
, " II

:~~\~n~~:" pin a••• ptan•• in Sovi.t .oc!al accounting, i. 1llIl'rSi

If their reason1ng should.preva1l in applicat10n to the s",.t'Wi(H~8

of passenger transportat1on, i t would haya to 'be extended to m~mfr
" T

other fields of s~rvicee, inoluding even the serv10es of g01H?lC'n.m(¡!nt;
111

It certainly appears anomaloua that the serv10es of goV'el"nm~)t.d; i:'llJ:p1",o're

ea who plan and directthe nation'e "productive" effort9 a.nd Wh(lrC01:~"'= ='=-._, <'

lect the taxea that provide the capital 01' operat1ng subsid:1.(~,\', J:~q\;d:t;b

ed by the "productive" enterpr1ses, should be traated as Htl.nfirCdl~tiverp
• 1,

'".¡}-

'-j
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t r ..."~'~.L~~:!"1:'.;t.~'~t~_\~;..:¿;" ¡i.}~c:,~:~~~:;:f'>~ ~~,!.>t£i~f:

a true measure of the changes occurri!fg Qver a' p~ri04,of, "time .,inthe
.). . ~.' ~,; .~~':-;'.:'.-:~:,~'~',.,/.'" ": ' ~:.>'}~':;"f- ¡; .~:= ,. ~ Y'_~I ;::":i : .•'.!L::-"" :t j ::.:1~

vo1umeof production and in theleve1 of economia we1fare.. ' '
~:" . ;,-, , . .':' 5;:",' ~-: .~' .",t \~~ P. ""::,i.:',. ~',d ¡:<:{:";,',:\~:, r. L.:r td;.:~.".\,:>

_ : ,.¡' .• -•... ~., .¡~"\~;>'~'j~>:,'~~.,".. .,.'.,~;::: ~-.~",p ..'.,;~'¡' )':~!'-~';-fp-1;:.{,~:

The restrictéd market production cpncept ,of",nationa1 income is
, ':' ';,' ~ ~".:>::r(,".~:~,,:':.',;' ,"-, ':',::.',:' v"; .• :. t-. ~'~L',' ti ,. i2-.';'< .::::J.~.

a compromise between' the comprehensive producticmqoncept ;3.ndthema-
'. ,,~: ,,' ';.~ ;.: " : <~',:! .. ;fr: ..'.~'.. ;-';': .;j"J"<"_o..,t-.' ;",.~.;'-~,:"'. J '~.:.' .•.

terial produc'tion concept •• In conmionwith the ,:f:i,rs,t9itin,c1udesmark
, ; '. <' ¡"~:. ~:~--::..:;'" '~"r"~ ~ :: .• '~<l<,._ti"" ',.•...... f., :~.•- 'C"_: . '.'

atable serv1ces in nationa1 income, but it reíuses to inc1ude the -__
.... ~ ' ~ ". i' ~:':.~~_'' •.' ; ,:. , ',' ; ._~ '.'~.::~¡;..-i/.....I--:~ -~. Li "f,,:, it ::-,\.; tl.: ..'£~:'

services oí government and other eo11ectives that are not eontro11ed
~J . ¡'~:~~f ,~ '<:.::j "l_~","l~,J.-,'. '~+:.~ /'

'. '~_':-"'. i', :~"J('::,~*(~l~ ~:Ll.." ~;~(\ ~ -;1:
This concept usesmarketability as the main criterion for the

1. t. ~~, i.t":::f~\: .', \ ~ ~ rh:F'iJ- !-~.f!.t ,.o~_..:_ f..,.,.:':-:-.,j ~

inc1usion of products in nat10na1 income on the ground that on1ythose
". ".' ,- , ••• -1" ;~ .' ;~- "', : ú'_~..,Ni..itJ~~:t."t::,f)',;.'¡ a; 0',/"::

products have an objective e90nomic.va1ue t~ t p.ass th,rough,,the ma;rket
. _~.' '\~"~","1; ~. : ~ '-., ; . "-':, '. UJ !': ~ -: ~, .• ~ ,-.!- ") ¡, r - ~'+').'"

and whose va1~eis'determined by'the free interp1ay of the forces oí
•. j._ .•.•• J .-,...._. " '; ',',: ~i::."'", O~:-:i '/ :;',.~,'f; "-J,.,'r '¡,''''. {' 1

SUpp1yand aemand••The services of- government and other co11~c~ives -
, J~' , ,~ .• ,-; -~' , .;~ • ,'-t'. _" :, .••'•. ! -.l ••.•' .1:, .•.~: -:,~ r

are said tohave nó objective va1ue, because both :the-supp1y of,and
. ,~,' i':,:f: ("_~ ,;," ,:". :~";., t'!~:.,,'~ ~¿i...f' ~.: •• '~_!_1J

the demandfor theIÍlare" determined by poli tica1 forc.es or' other pres-
.~ 1::-.1 ' , ~,' .~' '>~;n'

sures that may have nothing to do with the economic inter~sts of the '
;:- __ ' # :. '. ,!'f'cr~ ..",~~,".~.: ..... ""\""-.:.:t:~.•. "'c-'.::'Y4 iJ

members of the societyc The-cost and-ut11i ty of governrp.entserviqes .,to
_ f '_ -i -,. ~ . • • " ' t~::f~, ro ~~..••••. ~¡ .••¡~..r t~" '.. '~''''''' ~ ~.:~-J '. i".)

society are not equated as'neat1y in the politica1 or other\co11e~~i~
, ~r ._._ ir o •• •• "{~[f,': l. '. T"1~, _,':,...,~;' ':: .'"';~ ~.,. •.~ ':" :;..-t !~.A~~'J-...I

processes asare' the cost and utility oí products in the market ••There
, _,_ ,';_., ", "'_":" -',',"'1) J'

-1s hO assurance that government services are worth ..the moneyexpended
,. " ,'~ ,r .•.:~' W e • .'i'~J- _~.~ . , .. 4: -:1,. ~.i;/ .f'" "J"L-:¡,.j, • ~. _" J

úpon them, and t1;leir inc1usion in national income may g1v~ ar'~ho.l1, _
.: .•. ~ '\;.;. j , •.. '..' li- ' •.

distorted picture of the true natióná1 product .01',income oí ..the,s~c-
t...,. ~J;" '. ' ~~.' ~,~lt....,.,','J..' : ~- ¡ :.~ ~..}

This;concept was emp10yed, with somemodifications, by Landau
and Ka1ecld in their estillB te of ;the,:"hat-ioha1"-incóiite'..~,: Póla'nd-for '.t

1929; and by ~to1csy and Varga in :::~heir,,J~,st-ima~es.:foro'Hupgary íor

1924/25-1936/37 ••23 •. ~Tf)::,f ," ,", ~''':'' £_:-~.¡,"/',';:(, f'O';,"';)

-----~-------~~--ni Michae1 Ka1ecl?-andTJU<lwigL3.n.d~.u,Szacunek;Dochodut:Spolecznego
Wer•• 1929, Instytut Badania Konjunktur Gospodf,lrc~ych,.Ws:rsaw,1931,t
and Moto1esy and Varga~ op cit ••,;~ppll;-'¡f:.7 '(s'ee-alSo 'helow Chapte"r t4'e
Section le and Chapt~r 349 SectioIl'_},1~12)::o"'_,:;, .~~.:_ ....r' .,',!~;

,",

~. "'-.-,,~
-~ '.i ..' ,':,'~ \.
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musch as do priva,te investmel'1ts oH

1,

I
1

I

i
!
i

Un.der this O~]iCept \1 national :11"1001116.tneluded all goodf3 awi S l'i:1!",Y.J.e B,".:
;1

sold in 'the market as well as farmers ~ inco!T1es in klnd •. 'I':bG lattex-
:1
1

Wt~re included beeauf'le th(i;Y cou1d be evaluat,,¡¡l in :the p,rices (Ji' I

• "Ii ¡I'
~,dentical goods arid Be:rvice,:3 in the lí.1fH'h'1't 9 8.J:1d also bec;ause

failure to inc)lude them ~JOuldhay€( resul te~ in an undE:rstat<amf.m~ ~

f ".h < -" ~.... '~ " +.0 d °t" t .4> ito 'lJ ~:; :lncomes 01 ",tle 1'U1.'8.-,.. popUJ,a ,,~ons compare W~ rl ,hose Ü.L ~r~

b'a.n g;;;'.JílP'S:" '1:11e services,of' govermnent enterprises were includJ~d
1:;':}C9USe they were sold in the ID'lrket" In addition9 t11e Poli,ah esti
il,-

matoI's il'wluded -/:{W oth6'r, i tema -i:;ha'~did not fu,11y squStre up vd th

their adopted crit;e:.t'ia: (1) public educatiorl¡¡ on thl; ground th~~

edv,cation waB a180 pr0'IYided privat(;lly andlJ consoquentlY9 itsva~he
aould be measll.red in terms oí the market ':'1,üue oí prhn:~.t~~edu,úa='~-

, !~
tioYl\) ana (2) the value oí gover!lment imrestL')wnts" wit,hout any =w=
other explanation than tb.:'1. t they lIinci"'ease national .vealth just af'~

Ill'l'
~'he .•...estricted market production concept oí' national income

has ha\..<.l.i,mi ted acceptance o Except for Kalecki and Landau in PClj~,nd"

~nd Ma.tolcsy and Varga in Hungary9 lts only J:'ecent c11anpj';n hi;;,S!~=

been t11e German scholarj) Otto Krau'2l ,,24 'l'he contentiol1 tha"t poli t,:iCi.:'f.1
'1'evaluation of services are not as objective as m.arkat evaluat,ion~ 1a

contradicted by innumerable exa.mple8~ GO't¥'(?"I'l'iment de:is¡ons in 'a i.'I,=~
~ I~ ~

free society may be as rational and objective as the prívate dec1==
II

sions of producers and consumer-s 9 and SOIDI"times may be more so,., They
Ir

take intoaccount the long-range interests of "he membersof rwü~¡ety
often much more closely than do the prívate deoi.s:!..ons of C:O!lsumers ~

1I~and producers meeting in the market" The serv1,c:es oí' gover:J.nt\?;l1t e,rE:
'" '11~ .

frequently more useful ec6nomice.l1y and are worth more to r;Jc,~i(')t;r =,

than altemati ve outlays for prl vately produced goods and sex"Vic)ls;
il

eog" 9 public education, hygiene and sani tation9 as agai.nf¡+ ""':ej,vt¡.-~;(;#

erxpendi tures for conspíéuou::; consumption9 not to spcak oi lh,.:' (::; J"'1L:,J.lp

tures for narcotics ol' vice o The one field oí' gover!Hlent tic'ti,\Y:I.,ty.~

¡II:
Vol1cswirtschaf-

I
I
I

!
l'

1,
":1

, ld! Otto Kraus~ Sozialprcdl:.J<:t und Volkseinkornmen9"
tUche Sohriften\ Heft 39 Berlin9 1952 ~ pp., 39 ff"

1/I

\".
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viewpointp makes no sensee

50 Conclusion

however~ that daíies rationalevaluation is waro But even this ac-
tivitY9 wastéíul though it may s~em in the~ong rm, must -be incIud-

.ed in na tional income, ií the concept oí na tionál income is to have
'._ ,,1 _any reaIitYe The. excIusion oí go,!ernment servi.ces~ írom whatever __

~ " ~
:i
[
r

It is seenítom the foregoinganalysis that oí the three produc-
tion concepts oí national incómej the comprehensive production con-~
cept is by íar the most rational~ but that a number oí unsolved pro--

'bIems regarding the :exact SCOpé¡óf production to beincIuded in na~--
"tional income are still to be -déalt wi th"

•.....

:'.>¿;".

I ~I
I ;

l
~ ;

f
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