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l. DEVELOPMENT OF CONCEPTS

The concept of national income was first formulated in the
seventeenth century by Sir William Petty in England and by Pierre
le Pesant Sieur de Boisguillebert in France. It was a natural ex-
tension to the nation as a who1e of the we11-estab1ished custom in
those countries of comparing the wea1th and power of individua1s
of substance or riva1ing houses of nobi1ity in terms of their year-
1y incomes. From the very beginning, this broader concept took on
the specific meaning of the monetary va1ue of the nation"s annua1
production and consumption. This meaning was further extended, in
time, to inc1ude annua1 additions to the nation's capital.

The deve10pment of nationa1 incorne estimatel, since Petty
preparod tbo first one in England nearly three hundred years ago,
has depended as much on tho formulation of meaningful concepts of

'national incomo as on tho accumulation of reliable statiltics and
the devolopmont of effoctive Itatiltical techniquel. The develop-
mont 01 moaninglul conoopt., in turn, has depended on the formula-
tion 01 ratioAnl theorios of eoonomic production, innsmuoh as
nntioAal iAoomo 1. morely a monetary oxpro.sion 01 nationa1 produot.

('Sovor.1 thooriol 01 ooonomio produotion, nnd henoo 01 nationa1
inoomo, havo boon advnnoed during thele palt throe hundred year"
but 01 thom only three havo lurvived: the oomprehenlive produotion
oonoopt, which inolude, amons the objectl 01 production both
material and immaterial good. (i.e., commoditie. and .ervice.);
tho rOltricted material production eoncept, which includol only
material goodl; and the restricted market produetion coneept, whieh
includel both material and immaterial goods, but only to the

~xtent that theso are produeed lor the rnarket.

l. The Sequenee ~ the M~in Ideas
It i8 somoti~es stated that the material production eoneept

antedates tho comprehensive one, but thi. i. not true. The seven-
teenth-century founders of modern poli'Lcal economy, England's
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Willi8;IDPetty and -France's Sieur de ~oisguillebert9 conceived of. . . ~.

production and national, income ~p,~omprehen,si;ve.terms as embracing
both goods and services. Tbe later restricted materl..al" l _, production
concept of Adam Smith succeeded in tempor_arily crowding the compre=
hensive productionconcept off the scene, le~ving some historians
with the impression tbat it bad sorneíirst. The third theoretical
survivor, therestricted market prOduction copcept, is an alto-

. ' "-o:¡ ,:"

gether recent development and is_oí compar~t~vely minor importance.

The cou,rse of deveIopment of these ,c0l1:ceptsof production
and national income, like thedevelopment of thought on otheI

l' •.

important economic questions, was not always smooth. There were
many rough spots, bUnd dctour'S9 and frustrating periods of lit-
(tIe or no progre ss. The three-centuries:-long.devel?pment of
thought can be roughlY,divided into six periods or stag~s9 each
one c1}aracterized by a different notion of the nature of product-
ion and national income. 'l'hefirst of tbese was the mercantilistic
doctrine oí the sixteenth centure, which viewed national wealth
as a stock oí gold und provided no clearly discernible notion of
national income. In the la'te seventeenth centure, ~etty and
Boisguillebert formu1ated their more rational theory that viewed
wealth as u stock oí both consumable goods and the meuns oí their
production, and that a.lso originated the concept of national in-- -

come as a £low oí goods and services. Theirs was a truly compre-
hensive production concept that defined production as the creation
oí al1 useful things whether material or immateria1. However,
their theory reaehed only a limited audiencf and never influenced
~he official architects oí económic policy oí their time.

'fhe third period was marked by the Inid-eighteenth-century
development in France oí the phys~cratic doctrine that narrowed
the definition oí production considerably. According to this
theory, agriculture was thc mother oí a11 production and, in íactD
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the only truly productive activity, for it alone was capable of
producing a "rev,enu net" to producers. ,National income, according
tothis doctrine consisted whol1y.:~n the "net product"?f agr~
culture. The fou"rth stage of..-dev~lopmentsaw_ the emergente of
the theory of material prod1l.ct~on.first.formulated by ~ Smith.
This doctrine denlt thefiniü. blo,y to mercantilism at,the same

. . ~
time t-hatit exposedthe glaring fallacies of.the phydocrats.
It swiftly gained IJOpularity thi:'o~~hou.tthe Western- wo~ld, and for
the next hundred years or so served as the basis for most .national
income estimates, completelyover~hadowing other notioris of product-
ion and national income.

In the last quarter of the nineteenth century, the fifth and
sixth theoretical.developments occurred. They paralleled rather~ .

than succeeded each other and were representative of two complete-
1y different trends of thought. One involveda repudiation oí -the

..0:..- __ --~---.l ,
Smithian viewpoint and a return, dnsteád, to the earlier compre---'--~--_._----'------ ~._--------._~~-.---- - ~----
hensive production concept of the seventeenth century~ The other---."'-"- - ~ .. _~----._--~~---------
authored by Karl Marx, involved r.eformulating and significantly--. .-- ~ . ~
extending Smith's original.restI'icted material production concepto

.' ,... ---~--;. toi<"- - -.--~ --

The Iirst 3I these theoretieal positions was quickly aecepted
by a11 ~conomic schools except the Marxian, and in the~twentieth
century was udopted as the conceptual bas~ for national income
estimates in all countries but those dominated by Marxist philo-
sophy. The se~ond conceptual ap~aratus, reworked in Marxian
philosophy and language, was absorbed into the official dogma of
all Marxist couritries and was adopted as the base forotheir na-

~ional income estimates.

~ In the mid-1930's another doctrine put in a brief appearance.
Formulated by the Polisheconomists Kalecki and Landau, and the



4

HungariansMatolcsy and~Varga, this restricted market production
cóncept did not emerge fromthe main stream of development and was

~ot related to either of the major trends. It did not attract
any following to speak of in IIllngary-'or-~oland and seems to have
made no more lasting impression on economic thought in other coun~
tries. (1)

Finallyp after World War 1, and particularly since 19409 a
new dynamic concept of national income came into being as a result
of the influence of J. M. Keynes and his followers. Under this
concept, national incomej in addition to bein~ a measure ofpast

. , .

or current national production was also seen as a forecast of or
, .•.~.

program for future national production.
I .

Thus, at the end ~f sev~ral centuries of effort ~e are lef~
with just two main and one subsidiary concept oí natural income,
and we are"using them'for neW dynamic purposes. The merits and
demerits of the two main conceptswere actively debated through-

_ out the nineteenth ce~tury in Western Europe, but in the present
century they are, to all practica! purposes, no longer a subject

\

Of discussion. Al economists with the exce~tion of the Marxists
have agreed on the soundness of the comprehensive production
concepto Disagreement among them is limited to details of its
application, Leq to thé treatment ofcertain items of income
or producto Among the Marxis'ts there is a similar unanimity of
judgment as regards the soundness of tIlarestricted material pro=
duction concept, but this unanimity, al least in Soviet Russia
and some of her satellites,is more required than voluntary. The
reasons for the widespread acceptance of the comprehensiv~ pro-
duction concept and the limited appeal of the material production
concept cannot be understood by a single examination of the logic
supporting each viewpoint. .They can be understood only in refer-

(1) See Chapter 11, Section 4; and Chapter 13, Section le.

-~ ..•..~_ .••....~_._--------_ .. --, .....
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ence to the historical forces that have helped to shape the two
concepts.

With this broad panoramic survey to provide background we
can now explore each of the conceptual development in detailo

2. ~ Yercantilist Concept
The mercantilist school of economics, which reached its

zenith in England and France in the sixteenth and seventeenth
centuries, had a well-defined though erroneous concept of nation-
al wealth» and no notion whatever of national income. As ex-
pressed by John Hales (d. 1571), Thomas Mun (1571-1641), and
Josiah Child (1630-1699) in England, and by Jean Bodin (1530-
1596), Barthélemy de Laffémas (1545-1611), and Antonie de

!Yontchrétien (1576-1621) in France, mercantilist doctrine held
I that overseas trade and shipping were the two most productive
occupations because they were the most capable of increasing the
countryVs stock of gold. Government was an important agent for
increasing the nation's wealth through the control s it was able
to exercise over exports, imports, and gold movements as well as

'over its domestic production and tradeo Indirectly, byempha-
••.....

sizing the inherent unity of a national economy and the import-
ance of centrally directed economic effort, the mercantilists
laid the foundations upon which their successors could build a
concept of national income.

3. Origination ~ National Income Concept kI Dissenters ~
Mercantilism

Petty and Gregory King in England, and Boisguillebert and
Seigneur Sébastien le Prestre de Vauban in France, the first
social scientists to advance the notion of national income, broke
away from the mercantilist school of thought and constructed
fiscal and economic theoreis and programs for their countries far
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in advance of their times. Petty's tracts and Charles Davcnant' s
summary of King's national income estimates appeared in England
a few years before thp pu11ication of Boisguillebert's work and
sorne ten to sixteen years before the appearance of Vauban's in
France. It is quite possible, therefore, that the two French-
men had read the works of Petty and of Charles Davenant and were
influenced by them. Boisguillebert's second book, Factum de la
France, contains definite evidence of his having read one or both
of the English works. (2) However, it is also possible that
Boisguillebert and Vauban developed their particular ideas of
national income entirely independetly of Petty and Gregory King.

William Petty (1623-1687) was the true originator of the
concept of national income. At least no mention of this concept
by any earlier political economists has been discovered so faro
In his Verbum Sapienti, thought to have been written in 1665 but
not published ulltil 1691, four yeara after his death, and in his
Political Arithmetick, believed to have been written in 1676, and
similarly published posthumously.(3) Petty defined the "income
of the people" as the sum of the "annual Value of the Labour of
the People" and of the "Annual Proceea of the Stock or Wealth of
the Nation," antic:ipating the modern distillction between labor
income and capital income. Ile identified capital income as the

(2) See reprint of Boisguillebert's works in Eug~ne Daire,
Economistes Financiers du XVIIIme Siécle, Paris, 1843. In chapter
Ir (p. 273) of the Factum de la France, Boisguillebert says
(translation i8 ours): "Just as it is possib1e to estimate the
income of a househo1d, a farm, and a vil1age, so it is possible,
for one competent in matters of this sort, to compute the income
of a nationo Such a computation has been made for England, whose
national incoDle is but one fourth of France's in whatever way
one may measure it; and theclaim i8 .nade that this income amounts
to 700 millions (livres) ayear. '" Manifestly, Boisguillebert
could had PettyOs or KingOs estimates in mind, which fixed England's
national incorne at between 35 and 43 million pounds sterling.

(3) William Petty, The Ecollomic Writings of Sir William Petty,
edited by Co Ho Hull, Cambridge, 1899, vol. I, pp.l08-10
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sum of rent and other income from ownership of real and personal
property, interest, and profits. He included the services of
civil and military government officials in national income as
well as the services of professions and other occupations. He
a1so defined nationa1 income as the sum of the "Annual Expense
of the People" and of the surplus remaining after the expense,
1aying down the broad propositions that "where a people thrive,
there the income is greater than the expense," (4) and that
"what we call the Wealth, Stock, or Provision of the Nation, be-
ing the effect of the former or past labour •••" (5) In estimat-
ing this national income -- a thing never done before -- he
sought to measure the extent of the nation's economic power and
welfare, or as he put it, lito show •••that the King' s subjects
are not in so bad a condition as discontented Men would make
them" and also to show "the great effect of Unity,industry,
and obedience, in order to the Common Safety, and each Man's
particular Happiness." (6) The one possib1e fault in his
construction of national income theory -- which was corrected
by his immediate successor, Gregory King -- was an inadequate
treatment of the sources of increase of the nation's wealth.

Gregory King (1648-1712), who was more a statistician than
an economist, was the first truly scientific estimator of nation-
al income. In his Natural and Po1itica1 Observations and
Conc1usions upon the State and Condition of Eng1and (dated 1696,
but circulated on1y in manuscript form for the next century
except for a summary of it made public by Charles Davenant in
1698), King used the terms "annua1 income of the nation," 'ánnua1
expense of the nation," and the "yearly increase in the nationUs
wea1th." (7) He first prepared separate estimates of per capita

1
4
5
) Ibid., p. 306.
) Ibid., p. 110.

6) Ibid., p. 313.
7) Gregory King, Two Tracts, edited by G. E. Barnett,

Ba1timore, 1936, pp. 30-31.
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income, expenditure, ando savings lor eachsocial and economic class
in Englª-nd, totaling these to obtain a single national income ag-
gregate. In this way he obtained an estímate of the distribution
of national income as well as estímatsB for each of the three ~tems
surveyed. Bis computations were, in effect,' a national balance
sheet foreshadowing the -social accounts of today. (See Chapter 2,
Section2, for a fuller discussion of King'~ work.) King's boncept
of national income was broadc.r than Petty' s and his statistical
estimates and analyses of .national incoroe were much more elaborate
and precise. In many respe~ts,"t~ey were on a par wi th those develop-
ed in the twentieth century.

The comprehensive production con'6ept of national income thus
advanced by Petty and Killg became the basis of'a whole series of
national income estimates made by óther explo~ers of the subject
in eighteenth-century England (s~e Chapter 3).

Boisguillebert (1646-1714) and Vauban (1633-1707) did for. -
France what Petty and King didcfor England: . namely, introduced
the concept oí a measurable national incoroe, provided a broad and
rational definition of economic producti~n, and initiated the first
estimates of their countryis national illcome. The two of them
must be given equal credit for this pioneering work, with the dis-
tinction, how~ver, that Boisguillebert's contributions were mainly
theoretical, whereas Vaub~n's were principally statistical.

In his D'tail de Franee, written some time in the early 1960's
and published in 1697, and in 11is Faetum de Franee, published in
1707, Boisguillebert laid down his di~tinction between national in-
come ~"revenu national") and income oí the ~tate ("revenu du roi"),
identifying the latter as a derivative of the first, and defining
production, national ineome, and national wealth in the broadest
possible terms. Thus, he postulated the "basié principle"that
,oconsumption alld income are one and the same thingO';
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that "consumption is the foundation of all wealth," inasmuch as
"a11 the riches of the world, whether belonging to the sovereign
or to his subjects, are useless if they are not consumed"; and
that "the growth of the national income is proportional to the
progress of consumption." (8) \Vealth, he wrote, is merely "the
power to procure for oneself the means of a comfortable life as
mu..~hin luxuries as in necessities.lt (9) It consists of ~ "complete
enjoyment not only of the necessities of life, but also of all super-
fluities, including all things catering to the pleasures of the
senses which the continued corruption of the human heart invites
and refines from date to date". (10) In a primitive economy in
which land is sterile there are but three or four occupations, but
in an advanced country, he wrote, "there is a multitude of them,
beginning with those of the the baker and the tailor who produce
necessities and ending with that of the actor who represents the
last word in luxury and superfluity," for the task of the actor is

(8) Translated from the reprint of Boisguillebert's works
in Eugéne Daireos Economistes Financiers du XVlllme Siécle, Paris,
1843, pp. 174, 180, 212, 279, 281-82. Even more effective1y than
Petty three decades or so before and just as effectively as Adam
Smith three quarters of a century later, Boisguillebert exposed
the fallacies of the mercantilistic concept of national wealth as
a stock of gold and of national income as the annual accretion to
that stock. He defined the true function of money as a mere medium

(of exchange. Thus he wrote (pp.162, 209-10, 2l4)g "Wealth does
not consist, as you may think, of gold and silver but only of
consumable things, including the raw materials furnished to you by
agriculture. Gold and silver are wealth only for the countries
which produce them. For a11 other countries they are but the
traditional means of payment for goods, which alone makes the
acquisition of these media worthwhile. The richer the country, the
more readily it can dispense w~~h precious metals, for it has just
so much larger proportion of people in whose case the use of
metallic money can be supplanted by the use of pieces of paper

'called 'bilIs of exchange.u"
, (9) Ibid., p. 210.

(10) Ibid., p. 403.
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litoflatter the ears and to sa~isfythe spi~it often by a fanciful
tale which everybody knows has no relationto real ity; and only a'
people who feel perfectly secure in the1~ necessi ties can afford to
buy pleasant lies. Justas in timesof~ opulence oriereaches for
the services of actors as the highest mark of luxury, so when
misery strikes a people their services are the first to be dispens-
ed with in an effort at a retrenchment oí e,xpenditurea." (11) In
proclaiming the services of actors to be a mark of a high level of
national income, Boisguillebe~t was lUuch closer to twentieth-century
thought than was Adaro Smith, who, guided by his Scottish philosophy
of thrift and austerity, declared a hurtdred years later that actors
were unproductive laborers.

Boisguillebert turther ass~rted as a basic principIe that "all
occupations in a given country, whatever may be their nature •••work
for each other and maintain themselves reciprocally'''and that "once•
having become a part of the social body in the course of historical
evolution, they can no longer be disjoined or separated without
causing a fundamental alteration in the whole social body." (12)
Thus, with a clarity unequaled in any economic writing of the next
hundred years or more, Boisguillebert~xpressed the concept of the
internal unity of the economic system snd the interdependence of
its various parts. Naturally, he classified agriculture as the
primary branch of production but he did not elaim that it was the
only productive occupation. In this respect he was wiser than the
physiocrats were half a century or so latero But he made one pos-
sible mi stake: unlike some of his Bri tish cOlltemporaries he did
not sufficiently emphasize the importance .of saving and capital
formation 'in aehieving greater national prosperity. This failure
was probably due to Boisguillebert's overridi~g desire to improve
the economic status of the lower classes forthwith rather than to
inerease the wealth snd power of his country ~n the long runo The

Ibid., p. 405.
Ibid., p. 404.

1
~,

\. \

j



11

most urgent economic problems of the time arose out of the intoler-
able tax burden that was ruining production and plunging the
common people into ever greater misery; and it was this condition
that he sought to ameliorate.

While identifying national income with a flow of goods and
services, Boisguillebert also defined it as a flow of money incomes.
He believed that national income consisted of two approxima~ely
equal parts~ (a) income from property ("revenu des fonds"), such
as land, houses', milIs, toll houses, revenue-producing public of-
fices, and moneyed capital, in other words incomes from rent, inter-
est, profits, and fees; and (b) income from "industry," meaning
income from labor. Among the latter he included the income of
peasants, artisans, factory workmen, petty tradesmen, and profes-
sional people. (13) The similarity between Boisguillebert's and
PettyOs ideas is striking, and, as already stated, may possibly
have been due to Boisguillebert's acquaintance with Petty's work.

Vauban in his book, Dime Royale, published in 1707, spoke of
national income as the "income of the Kingdom" (revenu du royaume),
similarly treating it as the source from which the tax revenue of
the King was derived; and he defined it just as broadly as
Boisguillebert did, as being composed of incomes from agriculture,
commerce, industry, and all other occupations. (14) Moreover, he
was the first in France to attempt to give national income a
definite statistical expression (see Chapter 4, Section 2).

(13) D~tail de France, op. cit., Chapter V on the "Great
Interest Which the King Has in the Improvement of the National
Income," p. 175. The editor of his works, Eugéne Daire, a fol-
lower of Adam Smith, 150 years later (1843) in his annotations
to the Détail (p. 175) took Boisguillebert to task for committing
the "grave error" of including immaterial products in national
income.

(14) Reprinted in Eugéne Daire, op. cit. See particularly
Chapter X, p. 149.
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4. fu Ph;ysiocratic.Concept.2!. Production ~.2.! National Income

The phsiocrats of eighteenth-century France, as represented
by Francois Quesnay (1694-1774), Mercier de la Rivi~re (1720-1793),
Comte de Mirabeau (1715-1789), and Dupont de Nemours (1739-1817)
advanced a concept of the nature of production, national income,

)
and wealth that was much narrower than Boisguillebert's. First
of all, it was a materialistic concept, defining national income

1"'-- -

(~~ealth_~~ an ~ggreagate of consumable commodities only. Sec-
ondly, it treated agriculture as the only truly productive occupation
by virtue of the fact that it was the only one returning more to
producers than their investment of capital and labor, actually
yielding them a net income ("produit net") that represented the free
lcontribution of nature. This notion of net income, later to play
such an important role in economic theory as "net rent," was first

(éonceived by the physiocrats. As to the nonagricultural occupations,
the physiocrats took the position that although these were not
necessarily useless, they were sterile in the sense that they did
~o more than return their costs.

The physiocratic doctrine did not develop in intellectual
isolation from its economic, political, and social environment. It
was, rather, a logical expression of ita time and place. First of
all, France was then the richest agricultural nation on the European
continent and its most prosperous inhabitants were landowners who
regarded themselves as the most productive members of society.
Secondly, Franceis industry and overseas commerce had been ruined
by a series of unsuccessful wars, while her agriculture had gone
unscathed. As a result, the French economists, in their debates
withtbe English, whose country was growing ever more prosperous
industrlally and commercially, tended to emphasize their nation's
superiority in agricultural pursuits. Most of the physiocrats were
themselves landed proprietors, albeit the "left wingers" of that
class, and their outlook was unmistakably that of the'agriculturist.

I
I

I
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One of the most important contributions that the physiocrats
made to the concept oí national income was Quesnay's construction
of the "Tableau Economique." This "Tableau" was a "model" demons-
trating the flow of national income in the economic system. The
flow was shown to begin with the farmers and their workers (the
productive class)p then to reach the landowners (the controlling
and distributive element in the economy), and finally to end with
the people engaged in the remaining nonagricultural activities
(the sterile class). In thus tracing the flow of national income,
the physiocrats emphasized the great role that capital played in
its formation. At ~hat time large capital investments in improve-

~
menta ~f agricultural landp livestock, and agricultural implements
were markedly raising the productivity of French agriculture. By
emphasizing the role of capital in the formation oí national in-
comep the physiocrats made a new and lasting contribution toward
a sounder and more realistic concept oí national production and
national income.

The physiocratic concept of national income provided the
basis for the famous estimate made by the scientist Antoine Laurent
Lavoisier (1743-1794) at the order of the French National Assembly
in 1791, which decapitated hi~ for this and other services three
years later (see Chapter 5, Section 4, below). (15)

5. Italian Economists Going Their ~ Way: Galiani, Verri, ~
Palmieri

In Italyp during the eighteenth century, quite ind~pendent
of the main currents of economic thought that swept through England,
France, and the rest oí Europe during that period, a very vigorous

(l5)For a fuller treatment oí the physiocratic doctrine, See
J. S. Schumpeter, History of Economic Analysis, New York, 1954, pp.
229-30, 238-43; Encyc10paedia of Social Sciences, vol. V, pp. 348-
51; and Chapter 5, below.

,
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development of economic theory took place. When one reads the
writings of the ¡talian economists of that century, whose breadth
of thought and brilliance of exposition was not surpassed by any
of their English or Fre~ch contemporaries, one is even further con=
vinced that Adam Smith led economics astray. Unlike Smith, these
economists traveled the main road of the comprehensive production
cencept as it had b~e~laid out by the philosophers of antiquity
and scholasticists oí t~e Middle Ages, and had been most clearly
mapped out by Petty and Boisguill"ebert. They did not wander down
the blind alley of SmithVsmaterial production concept nor were
they detoured by the appeals of physiocratic doctrine. They reject-

. ~ -.'

ed the physiocrats as vigorously as Smith, and even earlier than
he did, without making his mist~{e of reapplying the distinction
between productive and unproductive labor in a new and equally
misleadini manner. They declared all labor resulting in the
production of useful and desired things to be productive, without
insisting that these things take on material form; and they
identified national income as the value of the annual productio~
of all such comprehensively conceived useful and desired things.
Inasmuch as the physiocrats held manufacturing in particular
contempt, the Italian economi~ts concentra~ed on defending it,
but were ready to apply the same defense.to other types of non-
agricultural activity as well.

a. Galiani
Ferdinando Galiani (1728-1787), thehigbly gifted and learned

Neapolitan abbé and one-time (1765-1769) Secretary of the Neapo-
litan Embassy in Paris, rose to the defense of manufacturing as
early as 1169. He did this in his Dialoques sur le Commerce des
Blés (Dialogues on the Trade in Grain), some twelve years after
Quesnay had published his article on the subject in the French
Encyclopaedia, in which he fully outlined ~is economic doctrine.
Written andpublished in Fren~h, and acclaimed by Voltaire as

(

I~
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combining the virtues of the best works of Plato and Moliere and
as being as readable as the best of novels, Galiani's Dialogues
achieved great popularity among the members of French societybe-
cause of its elegant style and the clarity and charm of its expo-
sition.

In taking this position in opposition to the physiocratic
doctrine, Galiani merely extended the views on the nature of pro-
duction he had expressed in a treatise on money. DelIa Moneta,
published in Italy eighteen years before (1751) when he was only
twenty-three years old. In this treatise he defined wealth as
the "possession of anything desired more by others than by its
possessor." In an manner reminiscent of Boisguillebert's writ-
ings of more than a century before, with which he must have been
acquainted, Galiani declared that "among such useful and desired
things man is most useful to other men" and that "then come the
foods used for consumption, the clothes, the habitation, and
lastly, all those comforts that satisfy the secondary pleasure
of men." (16)

In his Dialogues, Galiant took issue not only with Quesnay's
advocacy of the repeal of the prohibition of the exports of grain,
but with his general economic theory as well. Galiani sought to
demonstrate that manufacturing far from being a "sterile occupation,"
was actually more productive than agriculture. (17)

Galiani's versatile interests and lively spirit eventually
carried him away from economics into the fields of philosophy,
political theory, literature, and practical public administration.

(16) DelIa Moneta (1751), reproduced in P. Custodi (Italiani
Scrittori di Economia Politica), Parte Moderna, Milano, 1803, vol.
3, p. 222. All translations from the Italian writers in this
section are the the author's.

(17) Dialogues sur le Commerce des Blés (1769), reproduced in
G. de Molinari, Necker, Galiani, Montyon, Bentham, Paris, 1848,
p. 197.
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b. Verri
Pietro Verri (1728-1797) c~vered amuch wider field of

economics than Galian~ and concerned himse1f more closely with
the nature_of production and the sources oí national economic
prosperity. The son of a wealthy and eminent member of the admin-
instration of Milan; which was then a pa~t:of the Austrian Empirep

Verri was well educated; andJdeve10pedan ~arly interest in
scholarly pursui-ts.After brief military service, he entered the
civil admini stration of MUan where he aPPllrent1y \Von the respect
of Prince Kaunitz (1711-1794), the practica1 head of the Austrian
government, one of the greatest European dip10mats of the time,
and a patron of science and the arts. ,In;,thecourse of his concern
wi th public affairs, ,Verri became deep1y,invo1 ved in the explora tion
of basic questions of commerdal po1icy of "benefit to his state of
MUan and in inquiries fnto the broader pr~b1ems of economics
genera11y, and proceeded to deve10p his. views in print. Together
with a group of other gifted young men, Mi1anese patriots 1ike
himse1f, he founded a literary and scientific society and 1aunched
a periodica1, 11 Caff'~ mode1ed after the English Spectator. In
that publicatíon appeared many artic1es of-1asting importance on
a variety of scientifid ~nd iiteraty' subji¿ts.

In 1771, Verri published his Medittazioni Sull' Economía Po-
lítica (18) in which he advanced a definition of production and
nationa1 income that was broader and, in some respects, better
than that Adam Smith was tó provide in his Wea1th of Nations five
years 1ater. .Verri, lih:eGal'iani, did not limit production to
the creation of material t~ingso Be wrotéi "In every nation the
inhabitants consume annually: ~ot only food, but a1so c10thes, and
furniture, and everything that can be of service to meno The sum

(18) Reproduced in Custodi Co11ection, op. cit.
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of the values of these things constitutes the nation's annual re-
production ••••When a nation produces more than it consumes, its
wealth increases •••if it consumes more than it produces its
wealth decreases." (19)

Anticipating Adam Smith, Verri held that the manufacturer
or artisan receives in the priceof his product more than a mere
reimbursement for his outlays for raw materials, labor, and his
own consumption; and that this surplus constitutes an addition
to the nationQs wealth. Refuting the physiocratic doctrine of
the sterility of manufacturing production, he maintained that
the nation was wealthier after such production than it was be-
fore; and cited as proof the fact that the "artisan, if he is
able and intelligent, changes his level of living; and if he
cannot achieve this improvement for himself does so for his
children." He contrasted the artisan's situation with that of
the peasant, who general1y "is compensated for his work only by
the amount he consumes" and "seldom ends his days any richer
than he began" and who, in fact, "may descend from twénty gener-

(actions of equally poor peasants." Verri further asserted that
a11 wealth has its origin in labor, and that production is not
the creation of matter but merely the modification of existing
matter to suit human needs. He wrote:

All the phenomena of the universe, whether produced by the
laws of physics or by the hand of man, do not result in cre~tion
but only in a change of matter. To combine and to separate are

~the only elements involved in the concept of production ••..
Refuting the physiocratic designation of manufacturing as

a sterlle occupation, Verri wrote:
Just as production of wealth and value takes place when the

seed, the earth, the air and the water turn into grain, so it

..
(19) Ibid., pp.22-25.



18

takes place when by the hand of man the inside of an insect be-
come~ velvet or pieces of metal are organized into something
else. Entire cities and states live off the production of this
so-called steril e class, whose production includes the value of
the raw material, proportionate consumption of the labor used
plus the profit of whosoever undertakes the manufacture. (20)

c. Palmieri
A few years later, in 1787, Giuseppe Palmieri (1721-1794),

distinguished scholar, military figure, and fiscal administrator
in the Neapolitan gove~nment, published a treatise on public
welfare, Pubblica Felicita,which barring the works of medieval
scholastici ts, was a notable precursor of 'the welfare economics
of the twentieth century. In this work, and in one on national
weal th, Della Ricchezza Nazionale, whic11'followed it in 1792,
Palmieri advanced his thoug~ts on the nature of,production and
the sources of national ecoÍlOmic prosperi ty, which like Verri ° s,
were unique fór the time. Palmie~i had read Adam Smith, whose
book was avaiiable at the time, but his contact with SmithOs

, ~.

ideas did not divert him from his own original and broad approach.
(21)

All the prominent Italian economists of this period, includ-
ing Gian R. Car1i (1720-1795) and Cesare Beccaria (1738-1794),
advocated freedom of enterprise and, within certain limits, a
governmenta1 policy of 1aissez faire. Verri was particularly

(20) Ibid., pp. 25~30.
(21) Both of Palmierios works are reproduced in the ~ustodi

C01lection, op. cit., Parte Moderna, 1805, vols. 37 and 38.
o '
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outspoken in favor of this policy. (22)

The interest that all these Italian economists expressed in
the nature of production, national income, and wealth, however,
never went further than a definition of basic principIes.
None of them was interested in statistics and none attempted to
measure the size and structnre of his state's product~on and
national income. Owing to the barrier of language, their in-
fluence9 unfortunately, did not spread far beyond the limits of
Italy.

G. ~ SmithUs Material Production qoncept

Adam Smith (1723-1790) was greatly influenced by physio-
cratic thought. He studied it c10sely during his prolonged
sojourns in Paris and his numerous visits with its 1eading
exponents. His great book pub1ished in 1776, Wea1th of Nations,
shows the ear-marks of this influence. He acknow1edged his
indebtedness to the physiocrats when, in reviewing their doctrine
and pointing out some of its errors, he conc1uded nonethe1ess
that "this [physiocrati~ system, however, with a11 its imper-
fections9 is, perhaps, the nearest approximation to the truth
that has yet been pub1ished upon the subject of politica1

(22) Thus Verri wrote: "Money obtained with industry and
distributed over a great number of people will speedily remedy
any disparity in production ••••Nature itself (meaning free
actions of man in monetary exchanges) when she is allowed to
work freely would treat all men as a kindly mother, correcting
the excesses and deficiencies of all factions, distributing
the good things and the bad things in proportion to the activity
and wisdom of people and leaving among them only those disparities
that are sufficient to keep in motion the desire and the industry
oí man9 just as in the ocean, because of the actions oí celestial
bodies, waters move in tides. Political obstacles thrown into
the path oí nature because of the quest of politicians for
perfection can do more than retard that equilibrium to which al1
moral and physical things necessarily tend" (Verri, Custodi
Co1lection, op. cit., p. 31).
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economy •••" (Book IV, Chapter IX, p. 6~2). (23)

I -Ad~,Smith ad~pted the physiocrats' 'distinction between
"pr d- t" " d« d t" «1 - --o ue lve an - unprQ ue ~ve abor~ merely modifying it to
include in the «productive"~ategory aH labor engaged in the
production of material goods. He criticized the physiocrats

• -~! ¡; , .

forclassifying manu~ácturing, trade, 'and transportation as
s~erile occupations,-insisiing that thes~ ~ther branches of
"material goods production" were just as éapable of returning a
net income tothe producers as was agriculture, this net income

ltaking the form of profits,~nstead of ~~¡rent." Adam Smith
derived from the physiocrats a large part of his analysis of

. .~.

capital formatio~ (including the breakdown of capital into
,

operating and fixedp and the concept 6f the reproduction of
capitªl)~ He also borrowed froIDthem a part of his theory oí
wages.

,
He was also influenced'by the physiocrats in his develop-,

mento of a distinction:.betweeh net and gross national income.
The physiocrats "had fumbledthe distinction by confusing net
agricultura1 rent with net national inb~me. 'Smith introduced a
broader and more realistic distinction that became firm1y
established in later eC,onornictheory. Re ."definedthe grúss
incorne of a nation as the aggregate value.of a11 products creat=
ed during the perlod of ayear (gross of the costs of raw
materials and other duplications)9 ~pd th~~net income as the
valué t-emaining after deductions of these. duplicated costs.
Thus Adam Smith wroteg

The gross revenue oí al1 the inhabitants of a great country,
comprehends the whole: pr~duce of their "Iand and 1abour; the
neat revenue ~ what remains free to theln.aíter deducting the ex-

(23) Adam Smith9 Wealth of Nations. AH references to his
work are from the Moderu Library edition, N. Y. CitY9 1937.

1
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pense of maintaining; first, their fixed; and secondly, their
circulating capital; or what, without encroaching upon their capital,
they can place in their stock reserved for immediate consumption or
spend upon their subsistence, conveniences and amusemente. Their
real wealth too is in proportion, not to their grose, but to their
neat revenue. (24)

In this particular passage Adam Smith did not mention the ad-
ditions to capital as a part of net national income. But in other
passages he did refer to them, and, in fact, ~mphasized that such
additions constitute~ the main source for increasing national pro-
duction and property. (25)

In a famous and often quoted pasaage, Adam Smith laid down hie
distinction between what ia and what ia not productive labor, as
followe g

There ia one eort of labour which adds to the value of the
aubject upon which it ia bestowedg there ie another which has no
auch effect. The former, as it produces a value, may be called
productive; the latter unproductive labour. Thus the labour of
a manufactures [i.e., manufacturing worker] adds, generally, to the
value of the materials which he wO,rks upon, that of his own maint-
enance, and ofhis masterOe profit. The labour of a menial servan~,
on the contrary, adds to the value of nothing ••othe labour of the
manufacturer fixes and realizes itself in some particular subject
or vendible commodity, which lasts for sometime at least after that
labour lS past ••••The labour of the menial servant, on the contrary,
does not fix or realize iteelf in any particular subject or vendible
commodity. His! services generally perish in the very instant of

(24) Wealth of Nations, op. cit., p. 271.
(25) Ibid., p. 236.
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their períorma~ce, and seldam leave any trace ar value behind them,
far which an equal quantity aí service cauld aíterwars be procured.
(26)

(In accardance with thi s braad thesis, Adam Smith classiíied
as productive laborers thase engaged in agriculture, manuíacturing,
commerce, and the transportation of goods, while rating as "un-
productive" laborers thewhale civil and military persannel aí
government, the professions, thedomestics, and others engaged in
the_performance af personal services and the services oí dwellings.
He considered the natianal 'product to.be constituted solely oí cam-
mo.dities, and the natio.nal income(ar "neat'.revenuefl) tú be compased
aí wages, rent, and profit (including interest) derived íram the
productian af these articles (Bo.ok 11, Chaptér 11). The wages and
salaries, praíits, and other farms af inco.me earned in the render-
ing aí services were nat a part aí the "neat revenue" aí the nation.
They were a derivativa revenue drawn fram t~e revenue created by
the productive labo.r, and represented merely an expenditure o.nthe
part o.fproductive labor. Services o.fdwellings just as any stack
of go.ods used fo.rimmediate co.nsumption, are also.no.t a part o.íthe
natio.n~l inco.me, inasmuch as these services afford no.revenue or

~ro.fi t. (27)

I Adam Smith viewed the econondc process not as the circulatio.n
of co.nsumable and investible goods and income, but wholly as the
circula~ion oí entrepreneurial fixed and o.perating capital. The
entrepreneuros advances of wages and other operating expenses are
returned to him, and proíits are created íor him in the process
of production, thereby in~uring the continuation of the pro.cess.
Only ~productive labor" has this c~pacity of reproducing its own

Ibid., Book 11, Chapter 111, pp. 314-15.
Ibid., Book 11, Chapter 1, pp. 263-64.
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vaIue and creating profit. Labor engaged in the rendering of
services does not reproduce its costs or produce profits. AIthough
such labor "has its value and deserves its rewards," it represents
the consumption and not the production of wealth. The "neat revenue"
is spent by laborers and masters "upon their subsistence, conveniences
and amusements" and, implicitly, on taxes. (28) In this way part
of the original "neat revenue" is redistributed as the incomes of
the unproductive laborers. Finally, within the framework of his
definition of "productive labor," he maintained that a nation is
richer to the extent that it spends more of its income on durable
commodities and less on perishable things, and also to the extent

r that it saves more of its income for the accumulation of capital
~(Book 11, end of Chapter 111).

While materially contributing to the clarification of the
concept of national income in some respects, Adam Smith was also
responsible for introducing new sources of confusion that were to
plague economists for many years to come. Thus, he erroneously
concerned himself with wealth primarily in terms of a "stock of
¡oods," seriously neglecting its aspects as a "flow" of utilities,
1.e., of national income. In this respect his analysis was a back-
ward step -- backward from the physiocrats, and backward from Petty
and his other predecessors more thab a hundred years earlier. Adam
SmithOs differentiation between productive and unproductive labor
on the basis of tha materiality or immateriality of its product,
i.e., his restriction of the concept of production to material
objects, viewed in a broad historieal perspective, was also a major
error. It was, perhaps, more an error in terminology than in
fundamental thought, but it certainly was most unfortunate in its
consequences. Adam SmithOs followers accepted his distinction
literally, but when Karl Marx breathed new life into it over a

(28) Ibid., Book 11, Chapter 11, p. 271.



24

ocentury later, he gava ít at the same time a .wholly different
meaning that was destructiva' of the ethical foundations of capi-
talism.o Smithis introduction of the restricted material production
concept, in tha light of the influe.nce it exerted ovar the next
century, can be said to have been a serious interruption in the
logical development of economic analysisbegun by William Petty
and to h!ive retarded the gr~nvth of national Jncome theory and
practice.

Speaking of Adam SmithUs contribution to economic theory
generally, Schum~eter wrote that hi s "chief task was to combine
and develop the speculations of his French and English contempo-
rariesand predecessors" but that be had Dot done tbis Job as well
as had, say, Turgot ln France and Beccari in ItalYi and he added:
"The blame Is at his door £01' much that isunsastifactory in the
economíc theory of the subsequent htindred years, and for many
controversies thatowould have been unnecessary had he summed up in
a different manner." (29) This criticismmay be just as aptly
applieg to Adam SmithOs contribution to the theory oí national
income.

Adam SmithOs book achíeved instant popularity not only in
England and in the United States, but also in other lands in which
it appeared in translation. IIis concept of production was adopted
by most political eco~omists oí the so-called "liberal" school of
the succeeding half a centu:rY 0r more,rapidly displacing both the
mercantilistic and physiocratic doctrines. It particularly suited
the economic thinkíng of a period characterized by the rapid develop=
ment of manufactures and by the emphasis on tha possession of a
large supply of material goods as the basis oí national prosperity.

SmithOs doctrine of production, wealth, and income was adopt-
ad by Ricardo, Malthus, -James MilI, John ~tuart MilI and, with sorne

(29) Schumpeter, op. cit., pp.307-8.
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qualification, by R. D. Baxter in England; by Sismondi, Daire, and
Baudri1lart in France; by Hufe1and, Jakob, Kraus, Rau, and ~euman
in Germany; (3~ and most of the national income estimates prepared
during the succeeding three quarters ~f a century were based on
it -- those of Chalmers, Co1quhoun, Lowe, Pebrer, Spackman, and
in part, Baxter in England; Chaptal, Moreau de Jonn~s, and Block
in France; and Tucker in the United States.

7. ~ Return ~ ~ Comprehensive Production Concept

Some criticism of Smith's material concept of production ap-
peared in Eng1and, France, and Germany soon after the publication
of his book. It was made by economists who, on the whole, enthusi-
astica11y accepted most of the other parts of Smith's "liberal"
economics; and their critical comments grew more numerous and
te11ing in time.

The first to criticize the doctrine were James Maitland, Lord
Lauderdale (1759-1839) in Eng1and, (31) and Germain Garnier (1754-
1821), trans1ator of Smith's work, in France. They were joined by
Henrich Storch (1766-1835), eminent member of the sto Petersburg
Imperial Academy of Sciences, whose works (,1806-1827) trans1ated
into both French and German had a wide reading pub1ic throughout
the Western wor1d; (32) and by J. B. Say (1767-1832) (33) in the

(30) For a fu11er description of the wide acceptance of the
Smithian concept of production during the first ha1f of the nine-
teenth century see: Edwin Cann\ll,A History of the Theories of
Production and Distribution, P. S. King, London, 1924, Chapter 1;
Ado1ph Wagner9 Vo1kswirtschafts1ehre: Grund1egung, Leipzig, 1876,
Chapters 1 and 29 and particu1ar1y note on p. 17; J. A. Schumpeter,
op. cit.~ pp. 190-213, 628-31.

(31) An Inquiry Into the Nature and Origin of Pub1ic Wea1th,
Edinburgh, 1804.

(32) Papers in the Publications of the Sto Petersburg Imperial
Academy of Sciences, 1806-1827 (in French); his Cours d'Economie
Politique, 4 vols., annotated by J. B. Say, Paris, 1823, and his
Zur Kritik des Begriffs vom Nazionalreichthum, sto Petersburg 1827.

(33) Traité d'Economie Poli tique, Paris, 1803, Book l. Chapter
111.
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later editions of his,vork, Charles Ganilh (1758-1836) (34) and
Destutt de Tracy (1754~1836),- (35) in Frimce. Next, in the second
and third quarters of the nineteenth century, the doctrine was_
subjected for f~rther devastating criticisms at the hands of J. R.
McCulloch (1789=1864) (36) and N. W. Senior (1790-1864) (37) in
England;by Antoine Auguste Wa1ras (180il.1866),.(38) Pellegrino
Rossi (1787-1848) (39) ancl Charles Dunoyer (1786-1863) (40) in

-o,

France; and by F. B. W.Hermann (1795-1868) .(41) and Wi1he1m
Rosher (1817-1894) (42) in Germany.

All these writers conceived of production as serving consumt-. -

ion, and of national product as comprising both commodities and
services. The distinction Smtth drew between durable and nondura-
b1e utilities, though valid for other prirposes, appeared to them
to be wholly irrelevant to tha issue oí what constitues production

~nd what does noto

Smith's fol1owers were 'unab1e to provide any affective answer
to these criticisms and, for the most part, remianed silent; or
eLse conceded in the 'end (as did R. DudleyBaxter in Eng1and) (43)
that Adam Smith was mistaken in this part ofhis theory.

(34) La Théorie de l'Economie Poli tique, Paris, 1815.
(35) Treatise onPolitical Economy, translation published

in tha United States in 1817.~
(36) PrincipIes of Política1 Economy, 1825.

-(37) Out1íne of the Science of Po1ítical Economy, London,
1836.

38) De la Nature de la Richesse-, Paris, 1831, Chapter 2.
39) Cours d'Econ:or~iePolitique, Paris 18400
40) De la Libert~ duTravail, Paris, 1845.
41) Staatswirtschaftliche Untersuchungen, Munich, 1832 o
42) Volkswirtschaft,Stuttgart, 1854.
43) Nation~l Income -- The United Kingdom, London, 1868,

Chapter 8, po ~2o
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Alfred Marshall (1842-1924), in his Economics of Industry, publish-
ed in 1879, and in his later treatises, championed the comprehen-
sive production concept, and by the force of his authority iºflu-
enced all modern economists (Marxists excepted) to adopt it.
At the same time, Marshall also confirmed the importance of dis-
tinguishing between "gross" and "net" national income and of
avoiding double counting. Thus, he wrote:

Everything that is produced in the course of ayear, every
service rendered, every fresh utility brought about is a part of
the national income.

Thus it includes the benefit derived from the advice of a
physician, the pleasure got from hearing a professional singer,
and the enjoyment of all other services which one person may be
hired to perform for another. It includes the services rendered
not only by the omnibus driver, but also by the coachman who drives
a private carriage. It includes the servic'es of the domestic
servant who makes or mends or cleans a carpet a dress, as well
as the results of the work of the upholsterer, the mil-liner, and
the dyer.

We must however be careful not to count the same thing twice.
If we have counted a carpet at its full value, we have already
counted the values of the yarn and the labour that were used
in making it; and these must not be counted again.

Suppose however a landowner with an annual income of £10,000
hires a private secretary at a salary of £500, who hires a servant
at wages of £50. It IDay seem that if the incomes of all these
three persons are coullted in as part of the net income of the
country, sorneof it will be counted twice over, and some three
times. But this is not the case. The landlord transfers to his
secretary, in return for his assistance, part of the purchasing
power derived from the produce of land; and the secretary again
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of this to his servant inreturn £01'1.'

as rent to'! the, 1andl,or4,' tha assi stance
his

which

assistance. The.

goes

farm. produce,,:" the value of'

which tha landlordderives;,from' the \York;oí the secretary v and

:thatwhich the secretary derives from the,:work of tIle servant

ar.e independentparts 'ofthe real net income of the country; and

iherefor.e the £10,000: and the £500 aIid :the £50 which are their

money,measures, must al1 pe counted inwhen w.e areestimating

iheincome of the counti'y. But if the landlord makes an aUow-

ance.of £500 to his son, that must no'tbe ¡counted as an ~n4e-

pendent ~ncome» becauee no 'servicésar~ rendered for i t •••• (44)

In his latar, more comprehensive work he elaborated upon

the same subject as foi1owsg

r The 1abour and :capi tal of the country, acting on i ts natural

resources, produce annua1ly a certain net aggregate of commodi-

tíes, material and irmnaterial, inc1udiIig ,services of aU kínds.

The limíting word "net" ís needed to p~ovide for the using up of

rawand ha1f-finished commodities, and -for the wearingout and

depreciation of plant which is involved:.in productiong a11 such

waste must of course be deducted from the gross produce before

the true or net in come can be found. And net income due on ac-

count of foreign investments must be add~d in~This is the true

net annual income~ or revenue; or, the 'uátional dividendg we may,

I of course, estimate it for ~ year or fdr-ariy other periodo (45)
.......••.

By this time, the Smithian concept of material production
•appeared to be in full. retreat. Its fallades had become ap-

parent to most economists who otherwise "accepted SmithU s theories.

Among them wereg in England (in addition'to Marshall) (46)

(44) A1fred ~ars~all, Economics of Industryv 4th ed.,
London, 1909, pp. 52-53.

(45) A1fred Marshal1, PrincipIes oi Economics, 8th ed.,
L!lndon, ..1936, Dook VI,,. Chapter 1, pp.523-24.

(46) Econ~mics ¿f ~ridustr~, London 1879.
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Edwin Cannan (1861-1935); (47) in Germany, Ado1ph Wagner (1835-
1917); (48) in France, A1fred de Foville (184ª...~9J3), Pierre
Pau1 Leroy-Beau1ieu (1843-1916) and C. Co1son (1853-1939).

A nwnber of nationa1 income estimates based upon the compre-
hensive production concept appeared toward the end of the century.
Among them were those of Wi11iam Smart (1899) in Eng1and, and
Louis Wo10wski (1871), A1fred de Fovil1e (1891), and C. Co1son
(1899) in France, and Pokrovsky (1897) in Russia. M. G. Mulhall
(1836-1900) in his Dictionary of Statistics (London, 1883) and
in his Industries and Wea1th of Nations (London, 1896) present-
ed national income estimates for 22 countries based on the
comprehensive production concept (see Chapter 9, Section 7). The
only important figure in modern economics who stil1 adhered to
SmithVs concept of production by the second quarter of the
twentieth century and who built his national income estimates
upon it was the Hungarian economist and statistician, Friedrich
von Fellner. But he had only a few fol1owers -- most1y in
Czecholovakia, Yugoslavia, and Hungary. Today, so far as avail-
able information would indicate, no estimates are being made on
the basis of the Smithian concepto

8. Marxian National Income Theory
a. Revival of the Smithian Material Production Concept Under

a Marxianlmprint

Just as SmithVs material production concept was about to
be cast out, it suddenly received powerful support from a whol1y
unexpected quarter: Karl Marx (1818-1883), the founder of modern

(47) History of the Theories of Production and Distribution,
London, 1893.

(48) Vo1kswirtschafts1ehre, Leipzig, 1876.
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socialism, in his poathumously published books, Das Kapital,
Vol. 11 (1885), and Theories of Surplus Value (1904), of-
fered a new version of SmithOs concepto Ita kindships to
the original waa not fully apparent at first, forit was'
cloaked in different language and Marxos followers vigorously denied
its relationship to Adam SmithOs idea, claiming that it was entirely
original. The kindship is undisputable, however, and was recognized
by Marx himsel! in his more elaborate treatment oí the subject in
Theories of Surplus Value. (49) Karl Marx went to great lengths
in this book to p~ove that Adam Smith was entirely correct in his
particular distinction between productive and unproductive labor
and that all his critics were in error. He merely pointed out
certain inconsistencies and irrelevancies in SmithOs concept,
claiming 9redit only for eliminating them from its otherwise sound
substance.

No economist in the nineteenth century did as much as Marx, in
his then unpublished manuscript, to defend the Smithian doctrine
against its critics, or, as he called them, "detractors." Under
Marxos aegis the Smithian doctrine of material production gaincd
a new lease on life. More than that, it became an ideological

,

cornerstone of the socialist movement
scarcely have anticipated.

a use that Adam Smith could

Marx was the first to point out that Adam SmithOs distinction
between productive and unproductive labor contained two unrelated
ideas =- one that viewed labor as a supplier of profits and capital
to the entrepreneur; and the otller that considered labor in terms
of its production of utilities for consumption. He maintained
that only the first view of labor was meaningful for economic anal-
ysis of the operations of the capitalistic system, and that in

(49) Far a fuller exposition of Marxos treatment of the
Smithian doctrine and correction of it, see his Theories of Surplus
Value, newly translated and published under the title A IIistory
of Economic Theories. Langland Press, New York, 1952, pp. 200-
24.

J
.1 •. ,,,.
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~f0110wing the second notion, Adam Smith was in error. He wrote:

Adam Smith's adversaries have neglected his first explanation
(based on the profi ta:bility or non-profi tabili ty of labor) in order
to seize upon his second (based on the nature of th-euse value of,
the product), whose contradictions and non-sequiturs they have
emphasized. In order to po1emicize against them the more comfortably,
they have insisted upon thematerial.form of labor and aboye a11
upon the fact that labor must fix itself in a more or less durable
producto (50)

( Thus, Marx denie-d .that the form of the product -- mat,eria1 or
immateria1 -- has anything to do with the distinction between product-
ive and unproductive labor. The fact thata commodity has a more
1asting use va1ue than a service, he"insisted, does not make the

! labor involved in its manufacture productive. He wrote:
'-

The concrete character of the labor, ~nd therefore of its
product, do not, as such, play any part in this division of labor
into productive and unproductive. Chefs and waiters, for'instance,
are productive 1aborers in the sensethat their labor is ¿onverted
into capital for their emplo)7er••••That labor is productive which
produces capital ••-••'.!-'heuse value oí a commodi ty in which the labor'
of a productive laborer is realized may be of the most trifling
nature. The material resulted has no rel~tion at al1 with this
quality [of materialization OI productive labor] whicb is :simp1y
tbe expression of a social co~dition of production. Tbe resu1t
has its origin not inthe content nor. inthe produce of the labor
but in its determined.social formo (51)

(50)
(51)

Ibid., p. 212.
lbid., pp. 198-200.
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In Theories .of Su:tplus Value, .Marx gave £1111 credit to Adam
Smith for having been the first to introduce the proposition that
underthe capitalistic system,only that labor is "productive"
which produces profits and capital for the entrepreneur, and he
criticizedSmith only for not adhering to this definition more
consistently and for not drawing from it all pertinent conclusions.

( Uecognizing in th~t ma~uscr~pt, wr:iÜ;én in the 1860' s, tbat
services as well as g60ds can be produced rinder a capitalistic
system in a way to produce profitsand capital f()r the entrepreneur,
and could, the~efore, be "productive labor," Marx chose nonetheless
in a11 his subseque~twritings to associate productive labor witb
the ereation of materia.l goods alone. Adam Smith ma.y have com-
mitted this error unwittingly, not realizing that sorne services. .
were alre~dy being eondueted ,capitalistieally, but Marx did so
knowingly. He understated the extent to which services were
conducted capitalistically i~ his day (passenger services of rail-
roads, and stea.t!1shipcompanies, and communication services of tele-

I grailh agencies). Hewrote: '., -

•••in the case o£ all the
..,. ...-.-

professors, doctora, p~rsons, etc ••••capitalist production is very
limited and occurs only in certain spheres~ In inatitutes of
learning £01" example, the profesaors can be mere wage workers hired
by thé entreprenaur. Such factorias of Iearning are numerous in
England. Vis-á-vi~ the entrepreneur, they are productive laborers,
although they are not so vis-á-vis tha students [Marx did not
entertªin much respect for tlú~ 1earned ihsti tutions and profes-
sions]. The director exchanges his capital for their labor power
and enriches himself by this operation. The same 18 trua of
theatrical and concert producers •••an actor is a productive labor-
er to his producer. But a11 these phenomena of capitalist product-

.ion are insignificant compared with the whole. We can therefore
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disregard them altogether. (52)

I~ Marx chose to disregard them, because he could develop his
thesis of the materialization of surplus value into capital more
easily in the case oí commodities than in the case oí services.
In defending Adam SmithOs material concept of production against
the criticisms oí the economists who expounded the comprehensive
concept of production, Marx wrote: "The commodity is the most
elementary form of bourgeois wealth. To say ~s Adam Smith did]
that that labor is productive which produces commodities is there-
íore responsive to the even more elemental point oí view that labor
is productive only if it produces capital." (53) It is signiíi-
cant that the followers oí Marx never bothered with the fine
distinctions he drew in Theories of Surplus Value (between the
materialization of the surplus value in the product and the materi~
alization of its use value)~ which permitted the inclusion of
services in "production." To them "material production of material

\goods at all times~ and it alone deserved to be called "production."
"-

At any rate~ the material production concept as Marx revised
it became firmly imbedded in socialist theory, and provided~ more
than half a century later~ the basis of all national income esti-
mate prepared in countries dominated by the Marxian doctrine.
"b. Marxos Theory of Value

~ Closely associated with the reformulated doctrine of material
production was Marxos theory of exploitation of labor in which he
definitely departed from Adam Smith. The values of all commodi-
ties~ he insisted9 were merely "congealed labor." Profits~ in~
cluding interest~ were merely the "surplus value" created by labor
and appropriated to himself by the entrepreneur; they were the

Ibid., p. 327.
Ibid., p. 212.
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wages, .withheld by the entrepreneurs from th~ workers. (54) The
only productive labor was that of the worker. The entrepreneurs
were the:parasitic class. National ineome, superficially consist-
ing of wa~eB, profits, intirest, anª rent, was in reality income
created by the laboring class alone. Where the physiocrats
elevate the cultivator to the sublime position of the creator of
all wealth and supporter of all other oecupations in the nation,
Marx elevated the industrial laboring class to this lofty position,
thrusting a banner of revolution into its hand at the same time.
UnIess one understands Marx's revolutionary political program, one
cannot fully understand the.reasons for his adopting the materi-

lalist concept of production.

c. Marx! s Recognition of the Corresporidence Between Income and
Producto

( Marx improved on Adam Smith in recognizing the identity of
the income and product aggregates. He defined the "newly pro:"
duced value" (value added) in income terms, as tIle sum of wages,
profi ts,.and rellt, while defining it in product terms as the swn
of consumer goods and>net investment goods. He identified gross
value as:the sum oí wages, profits, rent,and capital 'replacements
and also' as the value of the new ~pro'd.uctplus the valueof "capital
replacemnt. In line with this, he recognized that national income
can be m'easured by either the product orthe 'Íncome method, i. e. ,
by takin,g the gross vaIue of the total product less material ex-
penses and capital replacement 01' by aggregating the incomes

(54) "The total working day of the laborer is divided into
two parts., One portion is that in which he.performs the amount
of labor, necessary to reproduce the value of his own means of
subsistence. ,It is tha páid portionwhich is necessary for his
own maintenance and reproduction. The entire remaining portion
of the workillg day, the entire surplus quantity of labor performed
aboye the value of labor realized in his wages, is surplus labor,
unpaid labor, represented by the surplus-value of his entire product
in commodities (and thusby a surplus quantity of commodities), sur-
plus-value, which in its turn is devided into differently named
parts, fnto profi t {profit of enterprise plus interest]and rent." Karl
Marx, Capital, Kerr & Company, Chicago, 1909, vol. 111, pp. 970-71.
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derived.£rom .production.-
Finally, Marx also noted that replacement of capitlil is never

a part of income,but always flows backinto the economic system
Lin the formof capital.-

The,following quotations frornhis Das Kapital show his Une
of re-asoning:

The value of the annual product in commodities, just like the
value of the commoditiee producedby some particular investment of
capital, and like_ the value oí any_individual commodity, resolves
itself into two part.s: 'Part A, which replaces the value of the
advanced constant capital, and Part B,which presents itself in
the form of wages, profit andrent. H .Part A ••• never assumes the
form of revenue ••-. f].tJ always ffows back in the form of capital,
and of the constant capital at that •••

,/ In order to avoid useless difficul ties, it is nec~ssary to
distinguish the grose output and;the net output from the gross
income and the net income. --Thegross output, or the gross produc.t
is the total repi:'oducedproducto ; Wi th the exception 0.£ the, employ-
ed but not consumed portion of tlie fixed capital, thevalue of
the gross output, or of the gross product, is equal to the value
of the capital advanced and consumed in produetion, th~t is, the
constant and variable capital 'plus thesurplus-value, which
resolves itself into profit and rento Or, if we consider the
product of the total social capital instead of that ofsome indi-
vidual capital, thegross output is equalto the mater'ial ele-
ments forming the constant plus variable capital, plusthe ma-
terial elements of the surplus product, in which profi t and rent

I are materialized. (55)
~

(55) Ibid., vol. III, Chapter 49, pp. 978-79.
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(. _FinaLl'y". he restricted the term "net income" to the net return

oí ..the eIltr.epreneur or",in other words; ~o' surplus value. He eri ti-

cized AdameSmith for applying the term "netincome" to the sum'of

wages, pro,fits., and intereát as being inconsistent with the phi-

lo.sophy. oí. the capi tali st system that looks to the production of

a "net incnme" for the capitalist only. He denied that society in

the capitalistics system was getting any "net income" or that the

l,production,of it for society was the go~l of capitalistic .production.

d. Marx' s; Distinction Between Gross and:Net Produet

r Marx drew a clearer and moreelaborated distinction between

gro.ss natfo,nal income than did AdamSmith •. ' ,~is termino logy was

sometimes .confusing, but his theory was co~sistent. He distinguish-

ed between "the net value of the productn and "the new value" or

the "newly produced value" (the equivalent of what is nowadays

generally spoken of as "valueadded"). The "value of the product"

according to him-was the ~umóí "the new valúe" ánd the replacement

of used-upcapi tal (todáy genéra11y iermed"depl'eciation"). Thus,

the tlvalue' óf the product," inhis terminology,was equivalent to

what we eall today "gross national product" (GNP).

At the same time, Marx distinguishéd between what he ca11ed

"gross pro'duct,ll which included a11 the d,!pqcated values of raw

materials" supplies" and other "intermediate products" (al though

he did not use the latter term), replacement ofused-up capital,

and the "new value" produced during the year, which he identified

as consisting oí wages, profit (including interest), and rent,

which he ca11ed, somewhat-misleadingly, "gross income oí the

society," and which we call "net nationaLincome."

,
'--""_- ..•...

The gross income i s that portion oí valu'e and that portion oí

gross product measured by it, which remains after deducting that

I

}
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I~ortion of value aud that portion of the total product measured
\

by i9~ which replaces the constant capital advanced and consumed
in production. The gross income~ then, is equal to the wages
(or to that portion of the product which is to become once more the
income oí the laborer) plus the profit plus the rento On the other
hand~ the net income is the surplus-value, and thus the surplu8 .
product~ which remains aíter the deduction of the wages, and which
in factp represents the surplus value realized by capital and to be
divided with the landlordsp and the surplus product measured by
it ••••There is only this difference between the product of the
individual capitalist and that of societyg From the point of view
of the individual capitalist the net income differs from the gross
incomep for this last includes the wages, whereas the first excludes- .

them. Viewing the income of the .hole society, the national incoro'
consists of wages plus profit plus rent, that is, of the gross
income. But even this ia an abstraction to the extent that
the entire societY9 on the basis of capitalijt Droduction
places itself upon the
only the income divided

I
l.income. (56)

capitalist standpoint and considers
into profit and net rent as the net

In the latter portion of this statement, Marx misinterpreted
the point of view "of the entire society" in a capitalistic
system. Neither at the time he wrote nor subsequently did that
society place itself "upon the capitalist standpointtl on the point
at issue and consider tlnet profit and net rent as •••net income~
Capitalist society as expressed in the writings of its leading
economists always drew a distinction between the private income
of the capitalists and the social income. The society viewed ita
income then9 as it does today~ as consisting of wages9 interest9

(56) Ibidem.
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and rentas well as profits. This may not represent the true
"social dividendo in the sense of a net gain in economic welfareg

but bare entrepr~neurial profits are even less representative of
such a gain and are not identified with the social dividend by

"any responsible members of capitalist society.

90 The Contrasting Treatments ~ ~ ~ Concepts in ~ Present
Century

Today, the division of allegiance between the two major
production concepts is drawn along political lines. Al1 nations
and economists who are not followers of Marx's doctrine subscribe
to the comprehensiveproduction concept and build their national
income es~imates on its broader, more rational ~oundation. With
the organization of the United Nations after World War 11, and its
entranceinto the fieid of national income estimationg the compre-
hensive production concept achieved the "st.tus of an international
standard.

National income analysis, organized around the comprehensive
production concept, is being constantly refined, re-examined, and
broadened to achieve greater theoretical consistency and more
reliable ;techniques and to reflect moreaccurately the producti ve
activities of our age. New breakdowns of national income are
being developed to show not only ité origin'in the various branches
of production and its redistribution among individuals and groups,
but also its expenditure on various types of final consumption
and investment products. A series of new income aggregates, vary-
ing in the degree of their "grossness" or "netness," are being
introduced to permit a more diversifiedanalysis of the operations
of the nátional economy. Finally, a series of "sector" accounts
and "input-output" analyses of production has been developed to
show the monetary and product flows in the national economy and in
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each of its parts. At the same time greater use is being made of
national income estimates than ever before. Both governments and
private groups have come to rely more heavily upon them in the for-
mulation of their production programs and economic and financial
plans.

AII these developments have occurred within the framework of
the comprehensive concept during the past half-century. By contrast,
the progress made during the same period under the material product-
tion concept in elaborating national income theory or in perfecting
its use in analysis has not been startling. The concept is essen-
tially no different from what it was eighty years ago when Karl
Marx adopted and altered Smith's original formulations. 1t still
defines national income as it did then, as the value of annually
created commodities, less duplication and depreciation. There has
been no expansion of the concept, and no new breakdowns of national
income have been introduced. The breakdowns are still limited to
the "net value" of the output of the several branches of material
production and to the distinction between current consumption and
capital replacement and investment, and between the socialized and
the nonsocialized sectors of the economy. The uses of national
income estimates have probably been extended somewhat in the Com-
munist countries in connection with their launching oí long-range
plans of economic development, but this ia only a surmise, for there
is not much published evidence on the subject. The quality of the
statics used in the preparation of the estimates must have been
improved considerably, but even on this subject, information ia
aparse. (57)

(57) See Chapter 25, Sections 7, 8, and 12; Chapter 28;
and Chapter 34, Section 1-2 and 11-10 tiwougb 15~ also Jean
Marczewski, Role oí National Accounts in Planned Economiea of the
Soviet Type (in French), International Association for Research
in Income and Wealth, Income and Wealth Series IV, London, 1955;
and E. F. Jackson, Social Accounting in Eastern Europe, ibid.
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The steady development of national income analysis in both
th~ory and practice under ,~he one conc,ept, and its practical
stagnation under the other, is not inherent,in the nature of the
concepts. The differ~nce is directly.related to the different de-
grees of freedom of thought in the countries ..involved. Had the
development of the twoconcepts proceeded, in the reverse manner,
the material production concept taking root in the non-Communist
countries and the comprehensive production concept in the Com-

f..,

munist countries, the material production concept would probably
have evolved into something more realistic and richer in content,
while the comprehensive production concept, in the hands of the
Communist countries, would probably have resulted in as rigid an
analytical tool as the other is now.

10. The Keyneaian Dynamic Approach

Any accountof the development of national income concepts
would be incomplete without mentioningthecontributions J. M.
Keynes and his followers'have.made. An appraisal of these contri-
butions is defficult because they are so recento Another fifty
yeara or more may have to pass before theirfull impact on economic
thought and onnational income concepts and analysis becomes ap-
parento In the meanwhile anycomment on the subject must neces-
sarily be guarded.

Keynes (1883-1946) gave a new orientation to modern economics
and in so doing also affectedmodern thinking in the field of
national income analysis. Rís principal contribution lay in the
distinction between variable or s~rategic factors and related or
dependent subsidiary phenomena; and in a demonstration that by
altering the size or direction of the first,government and pri-
vate groups may alter the size and structure of the entire national
incomeo Therein lay the substance of his discovery. Among the
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strategic or independent factor, Keynes first included only four:
volume of ~ons~ption, volume of ~nvestment (which together with
the other forms the national income), quantity of money (bank de-
posits), and the interest rateo Later.when, under the influence
of the Great Depression and World War 11, government finance had
expanded tremendously in the economy, Keynes added two more stra-
tegic factors -- ~overnement spending and tax collections. He
showed that the volume of employment at any given time -- a matter
of deepest concern to the nation -- depended on changes taking
place or bcing made in the size and direction of one or more of
the strategic factors mentioned.

Althought Keynes himself was not interested in statistics
and was not particularly skillful in using them, his followers
were. They used his theoretical approach in designing various
models of national income, each based upon a different assumed
volume of this or that strategic factor and each, accordingly,
showing a different size and structure of national income. By
selecting the model representing the situation that in their
judgment was most likely to develop or was most desirable, Keynes's
followers used these models either as forecasts of the future
national income or as guides to future governmental and private
group economic and financial policies and programs of action.
This new app~oach, to which Schumpeter, Frisch, and others gave
the llameof "macro-economics" or "economic dynamism," has given
a new meaning to the concept of national income. (58)

llistorically, the Keynesian approach is linked to the
dynamism of the physiocratic doctrine and of Quesnay's Tableau

(58) J. A. Schumpeter, Opa cit., Part V, Chapter 5, "Keynes
and Modern Macroeconornics." Schumpeter points out that Keynes was
not actually original in this approach, as a number of other
economists, both in England and elsewhere, were thinking along the
same lines at tbe sarnetime.



-,!

;

'.

42

Economique., in, ..w;í:Lichthe size and structure,~b'~ the.~ros.~. na~ional

'i..;',~ncomeof. a. pr~e~inently .agricul tural count~y was shown>to be
... ~;~

.::::;~apable "oí' aninfinite number of variations,---: depending .on the
.¡,_. ..••• .. Al. '( fa .'" •.. -t , ";..,;., , ..

".:~:.;s,j.ze amLmanner,9f. allocation of ..th~ "pro"duct. n~~~' _..•, the Ofie
"t ••• •••• ,,' , " • J ~, ," • ..•.

strategi.c:£actoriJi this type of'economy •. So "flir, as.the future
",. ;,", '-. . ~'~ " '.' ,

. '. . ,,~ ~.. .
18 c~ncernffdp tlie Keynesian approach paves ...tihe way for still further

. '. ,\ . -{

innovations 'in national income concepts and~analysis, the exact
• ' I \,

nature' of whi~h: it is ..impossible to predi~rt¡ lit this time.
~ _ (: .;i .
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