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FTDITORIAL NOTE

The present document is cne among three methodological studies undertaken by
the Committee of Statistical Fxperts of the League of Nations which were in process
at the time the League's functions and activities in the field of statistics were taken
over by the United Nations '

Dealing with the interrelated problems of (i) Measurement of National Income and the
Construction of Social Accounts, (ii) Banking Statistics and (i} Balance-of-Payments
Statistics, the three studies are essentially complementary

In its Reports of 18 February 1947, the Statistical Commission of the United Nations,
desirous of seeing the three studies made available to specialists, recommended that
they should be published under the imprint of the League of Nations “ as the last in the
League series -~ STUDIES AND REPORTS ON STATISTICAL MeTHops © This recommendation
was further amplified by the following statement:

“ The Commission wishes it to be understood that these reports are published as
valuable technical documents They do not carry the Commission’s endorsement
indetail The Commission, moreover, wishes to assert its continuing interest in the deve-
lopment of statistical methodology in these and other subjects.

Taking note of the recommendation of the Statistical Commission the Fconomic
and Social Council, by resolution adopted on 2g March 1947, requested the Secretary-
General to arrange for the publication of the three studies, to collate any comments
received or to be received from Governments on them, and In consultation with the
appropriate agencies to make these comments available in connexion with any work
undertaken in the fields to which these studies relate .
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PREFACE

At its eighth session, held in April 1939, the Committee of Statistical Experts decided, in
accordance with its general mandate under the International Convention relating to Economic
Statistice, to include in its programme the statistical measurement of national income.! The
Committee observed on that ceeasion that a need for guidance in this matter, to which reference

had been made in the recommendations of the 1928 Conference®, was being increasingly felt

in a number of countries

The activities of the Committee were interrupted by the outbreak of the war later in 193G,
and it was only possible to resume them in the course of 1945 In the autumn of that year, the
present Sub-Comumittee was set up to study and report on the problem of measuring national income.

The members of the Sub-Committee were chosen primarily from among those experts in
a representative selection of countries who are directing the computation of national income and
related estimates  The Inter-American Statistical Institute was invited to send a representative
to the meetings of the Sub-Committee

The Sub-Committee met for four days, 17-20 December 1945, at Princeton, New Jersey.
The following members participated:

Mr Richard S1owe, Chairman of the Sub-Committee, Director of the Department of Applied
Feonomics, University of Cambridge (United Kengdom).

My H P.Brown, Senior Reseaich Officer, Commonwealth Bureau of Census and Statistics,
Canberta (Australia). "

Dr | B. D Durxsewn, Professor at the Rotterdam Schoot of Economics, Chief of Pivision
for Business Cycle Research, Central Bureau of Statistics, The Hague (Netherlands)

Dr C M IseistER. Senior Fconomist, Dominion Bureau of Statistics, Ottawa (Canadaj.

Mr George Jaszi, Chief, National Accounts Section, Naticnal Income Unit, Department
of Commerce, Washington (United States of America)

Dr Hildegarde IKKNgEIAND, Principal Economist, Division ol Statistical Standards, Bureau
of the Budget, Executive Offices of the President, Washington (Representative of the
Inter-merican Statistical Institute).

Mr Raul Ortiz Mexa, Chief, National Income Unit, Research Department, Bank of Mexico
(Mexico).

Dr. Arne Skauc, Commercial Counselior, Norwegian Lmbassy, Washington ; formerly Chief
of Division, Central Bureau of Statistics, Oslo (alternate for Dr Gunnar Jahn, Member
of the main Committee) (Norway).

Dr Julius WYLER, Professor of Economics and Statistics, Graduate Faculty, New School
for Social Research, New York; formerly Chief of Division, Federal Bureau of Statistics,
Berne: (alternate for D € Brilschweiler, Member of the Main Committee) {Switzerland).

The meeting was attended, in addition, by Miss Agatha CHAPMAN, Tconomist on the Staff

of the Bank of Canada, who took part in the discussions

The Sub-Committee had before it a preparatory memorandum drawn up by Mr Stone at

the request of the Secretariat to serve as a basis of discussion  This memorandum as subsequentiy
revised in the light of the discussions which took place at the meeting is appended to the Sub-
Committee’s Report. The Report itself is conlined to the main conclusions reached in these dis-
cussions  The Sub-Committee hopes that the guiding principles and recommendations formulated
in the Report and further elaborated in the Appendix will be applied to the widest possible extent
in each country in the computation of national income and related accounts in order to secure
greater international comparability than in the pastl

U ¢f Document C 1330 85 1639.11 A (C LS 1435}, Geneva. 27 April 1930

13 December 1528

1 Recommendations V{1) of the Final Act of the Internatiooal Conference telating to Economic Statistics, Geneva.
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MEASUREMENT OF NATIONAL INCOME
AND THE CGONSTRUCTION OF SOCIAL ACCOUNTS: REPORT BY
THE SUB-COMMITTEE

S i iy e

METHOD OF APPROACH

1 1. It has come to be realized in recent years that national income studies which had {heir
4 -0 origin in an attempt to measure certain broad totals have a much more general interest and

‘ usefulness it they provide information on the structure ol the constituent transactions and on the
mutual interdependence of these transactions. This is particularly true where national income
studies are used in connexion with the formulation of economic policy, since, in this case, it is
the interrelationship of transactions that is important rather than individual totals, such as the
; national income or gross national product. We are therefore in full accord with the gencral treat-
b ment embodied in the appended memorandum by Mr Richard StonE, which approaches national
E income studies by setting out the economically distinct transactions among different branches of
the economic system and obtains national aggregates, such as the national income and the gross
national product, by a suitable combination of these constituent transactions

The social accounting approach, of which a full discussion will be found in the Appendix, may
be described briefly as follows:

Instead of seeking to build up a single total, such as the national Income, an investigation o

is first made of the classification of accounting entities, of the types of accounts that they keep
and of the transactions into which they enter  In this way, all the transacting entities of an eco-
nomic system are classified into broad sectors such as productive enterprises, financial interme-
diaries and final consumers, and a series of accounts {or each of these sectors is set up, in which
the separate entries represent economically distinct categories of transaction Fconomic activity
] is represented by money fRows and related bookkeeping transactions, actual or imputed, between
accounts The national income and other similar aggregates are obtained from the system by
selecting and combining the constituent entries in the accounts

: 2 The process just described of setting out the distinct types of transaction 1 an economic
j system may be regarded as a significant way of summarizing transactions and presenting a picture
of the structure of an economic system. In this way, a logical framework is presented into which
the greater part of econemic statistics can be fitted ~ This framework should prove useful in show-
ing how far statistics actually available at any time fall short of a complete coverage of economic
activity.

3 The approach referred to above has not only shown itself to be useful in practical eco-
nomic analysis, but even if all its details cannot be elaborated statisticall 7, it has been found z
convenient aid in thinking through the complicated interrelationships of different transactions and
branches of activity. Fxperience shows that these ideas can be expounded and presented more
lucidly if the elementary transactions of an economic system rather than the final aggregates of
transactions, such as the national income, are made the starting-point of the enquiry Transactions
whether actual or imputed take place between such accounting entities as business enterprises
and individuals, and the accounts of these entities are much easier to grasp than the consolidated
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] accounts of the whole system. By studying the diffe
and the different types of transaction in which these entities engage, we shall at ence obtain a
; clearer picture of how the national totals are buili up and, at the same time, exhibit the rela-
5 tionship between the constituent transactions and the implications of elaborating the accounts

in one way rather than another. This approach will also ensure consistency in the treatment of

different transactions and will show the implications to other parts of the system of any treatment
proposed

rent classes of accounting entity in an economy

USEFULNESS OF AN OVER-ALL SYSTEM OF SOCIAL ACCOUNTS

6 The great stimulus to this branch of investigz}tion whklch ims. arisen 0;1tr?f -;tsbgillflg t{i?éﬁ
purposes of economic policy has resulted n a very rapid d_c;veiup_x;lent ;nt recclg1 ;f;?gé of develons
concepts involved and of the methods of statistical estimation ﬂ I i€ mos bl [iplv It?int o develop-
ment has been during the second world war, :_mci_we sEe m.:w. E.‘f{-’l:a()l} to be 1e-.e \x:ith eaée-til:m:e
will slacken. In particular, the need for mvestigations of this ]\md‘ n lc.ogn“le:\zcglw 1il-elptL0 onoure
economic policy and especiailly with tref{:onst;‘uctzonr:;n{ilj eé:)la)jl;)yn;in ;tn{;g ;rcise;usr?g'ie's a\ddsijtional ure

inue d - aevelopment for some year . Y tries, : '
N :;?é]sh]];;'-ll;d&s}ft? %{:Sg?{fauit J\Egﬁ{ in this ﬁelcl};hmugl‘l the need for national income estimates in
::rc]mnexio;l with the problems of various international organizations now being established.

4 The system of transactions set cut in the Appendix is drawn up in the main in terms of
concepts which are believed to be those currently in use and therefore to form a basis of economjc
decisions. The system of social accounts presented does not, it js true, attempt to meet all the
requirements which might be suggested on the basis of pure economic theory The consequences
of various changes which might be proposed in order {o Pring the system nearer to some theoretical
ideal are discussed in Chapter VII of the Appendix  We are, however, in favour, for practical
purposes, of the famitiar hasis adopted here, and this for two reasons: In the first place, a system
of social accounts drawn up on the basis of familiar concepts will be presented in those terms and
with those distinctions that may be supposed to play an important part in actual decisions
Secondly, a more recondite system will give rise to the n

7. This system of analysis has grown out of the needs of economic policy and is therefore

' ; 10 hest adapted to certain types of economic analysis wl ich have -recentiy l?ecome ﬁglﬁlla?ticzgriﬂgz?fltm
: ccessily of measurement in areas where b ance. Since the structure of the economic system is presented as far as possible ztﬂ_ct o m)f
| statistical data are lacking and where In Imany cases even the operations of measurement are i ide}p&d terms, the approach is not ideal {or all classe:g. of n‘a\-_'estlgatl_mu 'Moreme_{_, 3 ncﬂ 11}n{e1;':(:
i unclear  We are not vamindful of the need for certain additional information in connexion with 1 {ionai comparability in all respects is not possible. since wide institutional va11altfexilf.‘le \.,{3,1;
{ some uses of the system, but we thinlk that most of the Practical uses are best served in the present 1 countries involve among other things a degree of imputation of income on a bag’_lh W e 3 11“‘15'
| tlate of knowledge by avoiding as far as possible those types of estimate for which the operational 1 m{:essa;ily be highly uncertain  However, the system of accounts here Presented_ PIOI}( ei 1 .
basis of caleulation is obscure. I framework within which true comparability can be developed as time goz—:st on axwg}‘}?isit; c%};;’;?l:%:
5  We think it important to emphasize that the approach as described i the Appendix T for a number of cornponent items which are comparable among all cduntries ese problems
s no radical innovation, but a logical development of recent investigations in the held of '
national income  The difficulties of definition in this field hav

i i ail in Ch : ' the £ dix. Great difficulties stand in the way
are discussed in more detail in Chapter VIII of the Appen : in the wa
;i’ergll;o:ing these limitations, so that the type of system presented here probably achieves as
much as can be achieved with existing knowiedge

¢ naturaily led investigators to
atlempt to set out the relationships between the constituent items of the national aggregales,

and the set of accounts developed in the Appendix extends thig approach to describe the transac.
tions in a compiete ecconomic system  Not only is this method not new, but it is also not untried : -
and has been used successiully by investigators in many countries in which national income stu- , - -

dies have been deveioped to a high degree In recent years, official estimates on substantially TABULAR FRAMEWORK
the lines suggested here have been compiled in several countries, notably Australia, Canada, Fire,

the Netherlands, the United Kingdom and the United States  The extent to which it has been '
thought profitable to present numerical estimates in the detaj] suggested in the Appendix varies 8.
from country to country, but in each one th

For a detailed presentation of a system of social _zlz(icotunts refirean(;ieCth?g C}?eﬁiiﬁiutf

Tar 1 1 1 sBWC] G " b g
ere is observable a tendency to malke available more Chapters TIT and IV of the Appendix - While it lsdﬁ.m“g]y p?izzm cleﬂ,ili;;?%n pagles 44-53, experience i
detailed information as time goes on 2 ture of an economic system in the detail envisaged in e example g for major sectors of it are of )
T T . . - . has shown that certain accounts for the whole economic systems or for major : i

! The following references indicate the published sources from which information may be oblained in the differant )
ceuniries:
Adustralin  Official estima

i i i alysis are also ce e of statistical estimation A set
great utility in practical economic analysis and are also capable of statistic

. o SR . o i - nd | e foliowing tables, which
& Budget Paper entitled £ simans of Natipnal of statements each of which serves a different purpose 1s presented in the f gt
plember 1945 A second issue, entitled National

tes were given for the first time in
Tncome and Public A whhority Income and £a penditure presented in Se
Tucome Estimates. 193830 fo 19.45-96. ap

we recommend should be adopted as a framework in the presentation of I?atzor;a] mt,onzg: F;i;;;titzz
peared in 1946 and a third, entitled National Iicome and Expenditure, These statements are set out in terms of the categ{mes of th‘e wm‘lcmg system o 21(:(101:11] Jl’ - table
199647 appeared in 19,7 in &) lix. The numbers given in square brackeis in the notes accompanying each table
Canada Qfficial estimates prepared by the Dominion Bureay of Statistics have recently becorae available in a in the Appendix ! : ts or prouns of components of the schedules shown at the end
publication entitled National decornts, Fucome ang Expenditire. 19381944  These have subsequently lesn refer to the COI’ECSpDndmg componentis or g Ps
brought up to date in Issues for the years 1938-19.46 and for 1947 .

Eire Qfficial estimates prepared by

in & publication entitled Nafional Iicome
- the Minister for Finance. Mareh 1046

Netherlands Official estimates have appeared in a pamplilet issned by
Nationgie bockhowiing dosleinden, Problesien en rvesudialen  An account of this system in English is available in
Oceasional Paper X entitipd 4 System of National Lookkseping, illustrated by the Experience of the Netherlands
Ecm:_omy by Professor } B D Deriksen. in the series of Occasional Papers issued by the National Institute of feo-
fomie and Social Resenrch London

United KNingdon,
for the Jast Seven years
Uniteg HWingion:.

the Departiment of Industry and Commerce have

of Chapter IIT of the Appendix
and Expenditure, I938-rogq (P No 7356),

recently become available
presented 1o the Oireachtas by

1%

- ; . neome an wtlay
the Centrai Burezu of Statistics entitled (1) Personal Income and O )

TIable 1 shows the income available to persons~—r'_r:., individuals and nozil—_prci?brnj;éll;gf
bodies—arising either from participation in economic actm}ty oz‘t?s a Um‘lsfell,)‘a; ltll]]is ii{;ccc;me .

. otal ¢ AE 5t ay in whic < ;

i . ; : L benefit. The corresponding total of outlay shows e w . :
the Central Statistical Office have been published annually 11310:1}1310) ment benefi R I, -i 11?1]61‘]5 roods and services, direct fax payments 111{:§udmg
st issue of which is entitied National Tucome and Expenditure of the distributed between _C'EJKP{?ndetuu" on cons 1 s ring From thiq)account & ﬁgure of disposable
appeared at the time of the 1g47 budget and presented ostimatos social security contributions of em}_ﬂo}"?es and saving o dilv 1 ‘bf.' ined. This income
income—i ¢., personal income minus direct fax payments, can readily be o Lane | services

Vian ] et Business, prepared by the concept is uselul in connexion with the analysis of the demand for consumer’s goods and servic

ular the National Nicome Supplement to the The components of income and outlay may be set out as follows:

Official estimates prepared by
iz 2 White Paper. the lnte
FO-10.26 Cod 7093, which
endar year 1946
Official esfimates are published regularly in the
it of the Department of Commerce See in partie

up to the end of the czl
United States

National Income 11y

issue for July 1947

=

]




TABLE |
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PERSONAL INCOME AND OUTLAY

R

T e

[208]. Cash benefits in respect of unemployment
and health insurance, pensions paid by public
authorities other than to iheir own employens,
ardd all other payments of a like kind

Rl B S

4 (b)-(e) [136 - 175 4 218). Paymeats for ponds and

services of all kinds by persons and aggregntes
ol persuns other than those charged to capital
aceount.  The insuranee component of this

2(d) [205). Cliims received from third partics in item s made up of the vost including profit of
respect of accidents amd other chanee eveuts: conducthng I”;’;S{‘Ll;ﬂl1f]‘5‘11i’“"{fi'-‘el]m“”cﬂﬂx‘ﬁ 5{:_‘3‘["“
CL U - . ix t is payments from enterprises (or In accounts 12{b) and 14 of Chapte of the
1 Tncome arisine {70 sl atiun in economic 4 Consumcrs’ expenditure on o and sor- Ar example is payments prises e
.]-j i nsing from Participativ 1.&: Hnees' expenditiure on goods and s their insurers) in respect of employers’ Lubitity Appendix,
ackivity: vites: In some’ countries, this type of contingency is 5 [214].
{m) Wages, safaries, ste Pavinentc fo fanren . - fargely taken care of by public autharities, sd G (a) [218]
(M Interest (0} Payments to factors of production thut many of these claims will appear under 2 () . o1 .
- ) (1) Purchases of woods ; v services | , . i 8(h) {219]. Ineome tax, surtax, deeth duties and all
(¢} Payments 1o depositors, and policy GeEs UEgoods and services hom Z{e) [2091. As in the Appendix, this item may be other taxes levied on income rather than on
holders, aetual and imputed @ 5 productive enterprises. gwc_rhm;d include !gJEts bz:itwucp purs”m":i]l? well commoditics  Motor-vehicle duties on vehicles
Tat reiurn F o everper ¢} Bank, ete. charges, actual and jm- A5 ErLs 10 persons from otier sources.  Alterna- owned by persons may conveniently be included
{d) Net returr from house ow nership )ut,e 1 ki . tively, gifts from persens may be exeluded fram here ’
(e} Dividends and withdiawals (@) P puted. | } netudi ! hathk sides of the aecount. 6(c) [220) Contribations paid by enployees to un
4] Fayments cquul Lo the cost includine ; Tt o« B S U S LA St - el paid by yec e
. fit of ] luet] ) .ow : 2{) [210) 1\_LL ENIS dCeompanying nnmigrants. !_” employment, health, pension and nlf other social
2 Translers: profit ol conducting personal insu- ; some colntries, an important eomponent of this seewity funds
(v} National debt interest anee husiness and private pension {lt!f:];-:dﬂ” be the repatriation of fortunes earned o) [222). The net addition during the period to thy
() Other tansle payments how public . “””’13’. ] . - i lirect smmplovees steck of porsosal saving roade directly rather
collective providers (¢} Fuees paid to public colloetive providers i+ () {I‘Y-I.,u + 212 a]. Fayments 1o d irect employees than through the wgencies specified fn the next
AHLLLTY siub s a S e e ense : e \ - . g . -
Y Social s _.I 1 oo ol persons e-g; in the ease of famitics, dumestic item. Equal to net lending less net borrowing
(¢} Socia sceurity bencfing - e . ] . . servants, and in the cuase of non-profit-making plus net capital formation shown in aceount (21)
o . 3 Adess Translers from enlerprises in respesl of bodies, servants, clerical staff, cte  This iten: L ! !
(d) ¢ satingeney claims : B ocies, scrvants, clerieal stall, e & 1te in Chapter 111, pagr 52, af the Appendix
(¢} Gifts i Irad debts will include issues in kind and be subject 1o T(0) [135 4 176] These net additions to resrve
([) {-. .hL' It fots | 1 | : deductions to the extent thatsimilar adjustments ) : loss el addibion CELFVE
Lapital tansfers rom abreas ‘

6 Current translurs:

() Gifts und fines
(b} Direct taxes.
{e) Contributions to social seewrity lunds.

7 Bawving:

{a) Direct.

(&) Viainsuiance and private pension {unds

to cash carnings bave Leen made in 1 (=) ahove

form parc of persenud saving hut are not unde
the direct contrsl of persons and are therefere
eonveniently shown separately

The relation between Personal [ncome and National Iicome

This table shows the relation between personal income and national income

TABLE 2
3. Personal income ! 8. Personal vutlay
i RELATION BETWEEN PERSONAL INCOME AND NATIONAL INCOME
Notes 1o Table 1
L{a) [198] ' Payments to employees in eash and os (e 1171 4 203] Payments 1o sharcholders, and ] 9. Personal Tncome
far as possible in kind, deduction heing made withdiawals by purtners and individuad owners S e
for sueh business expenses of the employees os from unincorporated enterprise
purchases .Q_f \\'n'rlnng clothing  In so far us Slab aud (bY [204) Pavients {or monev lent to 10 less Transfers sncluded in personal income.
:]1:,)15[1;]“(]:::':’;?:]‘; sitnot _h«: made or caunot be public ruthorities whick is not used for ordinary P
Cﬂ;wsi;zgﬂfi[i::g (11}1;1'(:‘1?;];:::;‘131’1:(1!::“49%],:;40‘3\: the buosiness purposes such as the finance of a publicly 11 plus Undistributed incowe of en terprises of all kinds arising {rom propeity
. e e owned or contiolled enterprise—i,e » interest on . . .
L)y 070+ 199]. Poyinents in respect of money lent what is sometimes called dend-weight debt.  In 12 plus Income from property aecruing to public authorities
i“’:l‘;!]} 33[‘]‘::")‘:5” P“_’Pﬁﬂf} Interest on .imm&s !m- many cases, it will not be possible 1o distinguish e et e
1 consumers duc‘_-.n(l{ ippear on either side lnterest payments to persons {or aggremites of
of ]Ll,us reeount  National debt interest is 0, persons} in respect of this type of debt fiom 13 National Incone
l}?t]:;i{\hd kere botis showsn separately under 2 {a) ()l:ilﬂl:" intcz-ezst. pilyments to pursons 'mad_e by ' aliohal tncome.
public authazities” Whese this is 50, it will be
e} [200 - 201]. Payments 10 depositors with bunks nocesenry to combine the public authority por-
and other fnaneial intermedinrios such as huild- tion of 1(h) with 2 {a} in a single total , .
g societies, together with imputed payments In praciice, there may be many other forms Notes 10 Table 2
by financial mtermediazies und insurance o of wransfer payments fiom public collective pro- . . .
panies and soeieties. T reazon for including viders 10 persons, such as payments gnd allow- 10 Same as group 2 ebove rest, realized capital gams—1u Lhese s
these mnputed payments jg sel out in Chapter IT1 ances to trainces under a government Lraining 11 [25 4 (28 e 21) - 20 - 79 BG- 109 110 4 158 A more detniled deseription of *3]_“5 COMIsition
of the Appendix, pages 40-41, and 2 nunerioal sclicwie and payments to agricultural or othes F 159 e 251 0 —e 2 e () e 26— 27) 75 — ol this item is given on page 81 of Chapter V.
example is givey in Chapier VI, Phges §7-50 producess in compensition either for not pro- 105]. Sums put té reserve and direet LN GE—g. 12 {184 4 185 < 240 4 211 4 2421 Investment
1 {d) [20-?] The net repurn acteal and impuied Lo ducing or for destioying their produce.  Transier excess profits taxes, corporation income Lnxes— income and receipts ouy of the profits of public
individual landiords ae caleulated iy ncium}t {5) payments of this kind are ignored in the exemple met out of business funds abated by the con- anthority enlerprises agnFwing to social seCurity
of ChnpterﬁHI, Page 46 of the Appendix. of Chapter T1T of the Appeadix tribution of transiers——e g., national debt iate- funds and public collestive providers
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(1) Natronal Income, Net Product and E xpenditure

This table shows the value of all currently
being given by the remuneration of the
cutput of goods and services of all kind
are broken down by factor shares and
how much of the total accrues to f
profit, ete, while the second shows how much of
ef activity such as agriculture, mining, manufacturing, etc
exactly equal to the first two, is classified according to the different types of fin
shows the items needed to adjust these

TABLE 3

v I T ot y TR B
B S e S D

i

~J‘ﬁ$:=§hnwnuum

NATIONAL INCOME, NET PRODUCT AND EXPENDITHRE

T
e ”ﬁ: £

=

rvea

produced goods and services, the basis of valaation
factors of production absorbed in
s The totals headed nation
branches of activity respectively
actors of production in the form of w

producing the economy's
al income and national product

Thus, the Airst indicates
ages and salaries, interest,
this'income was generated in different branches
The third total, defined so as to be
al expenditure and
expenditures to a {actor cost basis of valuation

14, Tneome shares:

{a} Wages, sala-
ries; ete.

{6) Interest.

(& Opurnting sur-
pluses and
net dividends
received from
the rest of
the world

16, Net products:

17 Payments to fuctors of

Net inceme received

{#) Produetive enter-
prises:
{i) Agriculture
{ii) Mining
(if) Munufacturing

{iv) Net rentals.

{b} Banks and other
financial inter-
mediarics.

(¢e) Imsurance compa-
nies and socic-
ties and social
seccurity {unds

productien by final

consumens:

{a} Persons

{(#) Public collective
providers

from the rest of the
world

15, Nationel incoine

Net national product

at factor cost

20. Current domestic expenditure on goods

and services:

(¢} Persons.

{&) Social security funds and public
collective providers.

21 Domestic net capital {ermation:

{a) Persons.
{#) Public collective providers
{c) Business enterprises.
(i) Censtruetion, works and
durable vquipment
(it} Inventories
(iti) Geld and silver bullion and
coln

22. Net expenditure by the rest of the
werld on goods and services.

23 less Insurance claims paid te enter-
prises and translers to insurance
reserves inoaespect of the increase
in aceruing  Hability  to
policy-lolders

husiness

24 loss Allowances by enterprises for bad
debis,

35 less Tndireet ruxes net of subsidies.

26 less Social scewity contributions of
employers

27. Net national expenditure at {aclor

cost.

b4 {u)
14 (b)

Same as item 1 (o} above
504 57T h 4 147 b 4 246 4 -

Notes 1o Tubly

e

- 277k~ 967 B

Interest received frum enterprises of all kinds
with the exception of payments to depositors
{deposit interest) received from the banking
system, plus interest received from public
suthorities in respect of money horrowed for

vroductive purposes such as the construction ol
Mmunitipal power stations, bul excluding interest
on dead-weight deby, which is treated as o

Lransfer payment.  Interest

received  from

abroad is ineluded, while fnterest peid abroad

is excluded.

16 {a) [5 -4 13 - 36+ 57 + 62]

[13 -+ 62 4+ 70 4 108 4 150 + 278— 268]. Net
guin on all current operations of a productive or
comutercial charscter and equal 10 the sum of
the clesing items recorded in the uvperating
accounts ol the systemn plus dividends and
withdrawals from abroed, less dividends and
withdrawals paid abread.

Total income—i.¢ ,
wages, salarics, cte, interest and operating
surpluses  arising i productive enterprise
Further subdivision as shewn in the table
implics that separate eperating accounts ean he
provided for different branches of activity, 1l
such a breakdown is given, that part of fores
account wages which appears in [36] most be
debited 1o the sppropriate bzanch of activity
which will normally be construction

16 (h) 66 4 70 -+ 96 + 100].

16 {c)

17 {a})

17 (h)
18
20 ()

26 (b

21 (a)

23 ()

[147 -+ 150 4 174 -+ 188])

[212 - 229]  For some purposes. it may ap-
pear desirable to allocate these fuctor payments
to branches of setivity, thus getting rid of this
separate  heading  altogether. [212]  would
appear under serviee trades and [229] mainly.
under construction

[246 -+ 260]
[277 - 278 — 267 — 268).

[136 4 174 4 175 - 212 4 213]  Tlis eXPEI
diture is 2l market prices and oovers all enrrent
goods and services whether home produced or
imported. Insurance is represented by the vost
meluding prefit of conducting personal insur-
ance business and not by the preminms paid.
Imputations are made in respect of goods and
services not invelving a cash transaction such
#s the remisl of ewner-occupied dwellings
Trausactions in second-hand goods are net—
e, snles of such pouds by persons are deducted,
s0 that only the Landling and repuiring eosts
including profit appear in this item.

[188 -4 189 4 246 - 247 -+ 248 4 250 — 2441]
Expenditure at home and abroad in the pro-
vision of common goods and services of all
kinds—e.p , defence, justice, cducation.

{729 -+ 230 4- 231 — 220). Pursonal capital
formation is restricted hers to land and build-
inge. This item is oqual 1o gross expenditures
less sales and less sums needed 1o meer depre.
cintion and obsolescence—i v, necded to main-
tain the nssets intact.

[260 + 261 -+ 262 — 256]  Net additions to
the capital equipment of public autheorities in
their capueity us final consumers, This item
comprises capitel formation less allownnces fur
depreciation and ohsoltsconce for all such pur-

— 173 J—

21

13 10
T3 r—

25

20

(=)

e A

poses as education, public health and adminis-
tration. Capital formation by public authority
enterprises Is incleded in the next jrem.

(i) {36 4- 37 -+ 38 — 82} Net additions 1o
the fixed capitul of ufl cuterprises. [t is for-
tuitous that in the example of the Appendix
banks and insnrance companies are not shown
as adding anything to their capital elpuipment.
{1} [39-—31] Physical change in invento-
fies—i ¢, stocks and work in progress, valued
at the prices raling in the period.  The realized
inventory profit or loss which would nrise on
aceount (3) of the Appendix is assumed there
Lo be zero. The change in the value of inven-
tories is muade np of Lwa items; investmens in
inventories (this item) and inventory profit.
whether realized or not

(:11) [873

[277 4 278 4 279 — 267 — 268 — 260]  Ex.
penditure on the goods and services of the
tountry under investigation by the rest of the
world less that country’s purchuses of pgoods
and services from the rest of the world.  This
item s ror equal to the said country's balance
of pnyments on enrrent aecount sinee unilateral
payments of all kinds are excluded.  If it be
desired to substitate the balance of paynments
for this item, appropriate sdjustments for unila-
teral payments must be made to the other
campenerls of the net natienal expenditure.

- [125 - 126]  Fhis deduction is needed,
sinee other items of expenditure—a g, [17]—
include business insurance premivms in the
value of snles while these preminms only give
rise to ineome of the factors of production to
the extent that they represent the cost of
condueting insurance business for enterprises,
Reflestion will show that if, as here, charpes
in respect of business insurance met out of the
investment income of insursnee companies are
imputed te enterprises, no further adjustment
is required to take enre of this complexity.

~ [12]  This deduction is necded because a
certuin proportion of poods and services is
ever paid for and an allowanee s moede {or
this fact in business aceounts in arriving nt the
operating surplus

— {249 —- 252) Expenditures being at market
prices include the value of indirect taxntion
levied on commodities and exclude subsidies,
since they do not enter inte prices.  The velue
of inditect taxation does ret get through to
the fuctors of produoction as income while the
value of subsidies does.  Hence this adjnstment
19 necessary.

= [9 - 248). This adjustment is needed for
the same reason rms the proceding one,

{iv)  Income Payments An Aliernative Breakdown of the Natwual Incomne

given under the title of ©

may

An"alternative breakdown of the nati

be set out as follows:

income payments ”

onal income to that set out in Table 3 is frequently
In terms of the present example, this alternative

e T e e
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TABLE 4

INCOME PAYMENTS

28.

Wages, salaries, ete .

Interest:
{u} Persons.

(b} Social security funds and public collective

Rent, dividends, withdrawals
() Persons.
(b} Social security funds

Undistributed income of enterprises of all kinds

and payments to depositors, actual and imputed:

and publie collective providess.

providers.

arising {rom property.

National income.

8
9

S O T o]

(v}

(
9

Same as item § (u) above
a)  Same Hs jtemn 1 (B abave.
b) [IBd & 241) Part of jtem 12 ahove 31

The Relation

The

Neates 1o Table

national income is equal to the net n

to the gross national product in the following way:

RELATION BETWEEN NATIONAL INCOME AND GR

TABLE 5

30 (n) Total of jtems E{edy (dY and (s) above.
30 (b)  [1BS + 240 4 243

Same as item 11 abeve

between. National Tincome and Gross National Product

ational product valued at factor cost and is related

‘Fhe remuining part of item 19 above.

038 NATIONAL PRODUCT

A3
34
35

36.
37.
38.

39

[32 4 214 -+ 256]
Sempeonents of jtemg
Same as jrem

,‘_g‘mm"-ﬁ‘ T L

Z vt ts BT

National income
Depreciation and obsolescence allowances

Insurance claims paid to enterprises and 1r

the incrense in aceruing
Allowances by enterprises for had debts.
Indireet taxes, less subsidies

Social seeurily contributions of employers.

ansters to insurance
liability to business policy holders,

FESErVes in respect of

Gross national product

Notes 10 Table §.

Equal to the sum of the negative
21 (a), 21 (b) and 2] {c) (i} above

23 nbove

16 Sume as item 24 above
17 Seme as item 25 above
38 Same as item 26 above,

and

‘goods and services by social security funds and public collective providers, gross capital formation,

e ]
et e Lrery
S e e

Expenditure Classification of the Gross National Product
This table shows gross final expenditures, that is, consumers’ expenditures, expenditure on
net expenditure on domestically produced goods and services by the rest of the world.

TABLE 6
EXPENDITURE CLASSIFICATION OF THE GROSS NATIONAL PRODUCT

40, Current domestic expenditure on goods and services:
{¢) Persons
{f) Social security funds and public collective providers.

41 Domestic gross capital formation:
{a} Persons.
(b) Public collcetive providers
(¢) Business enterprises:
(i) Construction, works and duzable cquipment.
{if} Inventories.
{(il) Gold and silver bullion and coin.

42, Net expenditure by the 1est of the world an goods and setvices.

43. Gross national expeaditure at market prices (= pross national product).

Notes ta Table 6.

40 (r) Snme as item 20 (o) above. 41 {e} {4} 36 - 87 -+ 30]. CEqual w0 the positive

40 (b)) Swmne as item 20 () above, part of ilem .21 (c) (i} nh?.vc B

“1{a) [229 - 280 + 231). Fqual wo the positive part 41 {c} (n? Same as item 21 (c) (1:)»:.t.l)[1ve :
of item 21 {e) above. 41 (c) (i) Same as item 21 (e (iif) above

41 ()

{vii)

[260 -+ 261 - 262]. Fqual 1e the positive part 42 Same as item 22 above
of item 21 (b above.

Saving, Capital Formation and Net Lending to the Rest of the World

This account brings together on the receipts side the various forms of saving arising in the

economy, whether as a transfer to free reserves or as a net transfer to other reserves, and shows

how

allowances for depreciation and obsolescence-—and net lendiﬁ.g The fi
sents net lending to the rest of the world since total net lending witl

is ne

this total is used, first to finance net capital formation-—ie, gross capital formation less
gure {or net lending repre-

1in a closed economic system
cessarily zero.

TABLE 7

SAVING, CAPITAL FORMATION AND NET LENDING TO THE REST OF THE WORLD

44 Saving: i 46, Net capital formation:
{0) Interprises of all kinds (u) Enterprises of all kinds
{b) Persons: (4) Pexrsons.
(i) Direct. {¢} Public collective providers
'(i) Viainsurance and piivate pension funds.
(¢) Secial security funds and public collective 47 Net lending to the rest of the world.
providers
45. Total saving. 48, Capital formation plus net lending
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Notes 1o Table 7.
b {a) [33 4 41 + 42 4 B2 4 112 L 162w g7 — 48] 44 (c)
The net additions to free and other TESETVes
by all enterprises.  Allowances for deprecintion
and chsoleseence are not ineluded here hut are

[192 4 255) Netadditons to rescrves by social
security funds and public collective providers
subject to the exception noted in 44 (o) above

46 ame ns item ° ; :
deducted from gross capital formation on the (::.) (;J} :.nm, s 1.u'm H‘} (c) above
opposite side of this wble. It would be pos- ) (h) Sume ws dtem 21 (a) above.
sible to treat property insurance clnims [347, 46 (¢} Same as jtem 21 {B) above.
in n manner similar to sueh wllowances, but this 47 [273 - 274 -+ 275 284 285 o 206 -~ 287),

treatment has nor been folfowed hers
FL(B} (i} Bame as item 7 () above.
(b)) (i) Same as item 7 {h) above

Net lending 1o the rest of the world and iden.
tically equal 10 the bolance of payments on
carrent account

(vi)  Combined Operating Account of Lnterprises of all Kinds

Ihis table shows the sales proceeds and othe
on the one hand and the disbursement of th
on the other hand

I operating receipts of enterprises of all kinds
ese receipts in costs, charges and operating surplus

TABLE 8

COMBINED OPERATING ACCOUNT OF ENTERPRISES OF ALL KINDS

T3 A s e
LD S

49 Sales proceeds including gross ventals, pay- 23 Payments te factars of production:
vicnts actual and imputed to banks, {a) Wages, sularies, ete
other financial intermediaries and insur- {b) Interest.
ance companies: 54 p
{¢) Domestic enterprises of all kindg. o ‘urchases of 5_5““‘]5 and services :
(b) Persons and agmegates of persons {a) _Domes!.zc enterprises of all kinds.
{r} Social security funds and public eol- (b) Rest of the world.
leetive providers 55 Insurance premiums.
{d) Rest of the world
. 56. Indireet taxes.
50,  Subsidies.
o o ) . 37.  Contributions to social security funds.
L Transfer from eapital account in respect
of inventories 58. Translers to reserve in respect of depre-
ciation and obsolescence.
5% Transfer to capital ucecount in respect of
inventories.
60 Transfer to revenue account of persons in
respect of bhad debes.
6L Operating surplus.
52. Total receipts. 62. Total payments.

Notas

to Table 8

40 {14 55 4+ 64 4 94 4 145]. Payments, netual to buy a commeodity or service at less than the
and imputed, to enterprises of all kinds in price which would otherwise have to be paid.
respect of goods and services  The breakdown 51 {33,
shown in the subdivisions of this item involves o . . .
a knowledge of the purchases of imports by the 53 [SL + 571'.}' 66 + {)(?d“{]; 147]. -“.f“g':s‘ snhfrul:s,
different sectors of the ecoemy and cannot be '(:Ff;:;snr(yz]:;r:)‘?LIE}‘;];mJJHLJLJI!IEJ]{I:[’; of al“ l;:m:‘
rovided from the i mati riven | s ¢ type ayment, unlike payments to
E—mmplc g:; the ‘.\pp,.?l{?ir\.}“tmn given in the enterprises for goods and services, ure assumed,
) i A - o . subject to certain minor adjustments, to repre-
30 [21.  Charges incurred by public authorities

with the object of enabling the genersl publis

seat income in their entirevy,

on current and capital account, tr

e &
o TR it

[6+ 58 - 67+ 97 - 148} Purchases of goods
ard services for current vperating purposes from
enterprises of all kinds at home and overscas.
The breakdown shown in the subdivisions
of this item involves a lknowledge of the
purchases of imporis by the dilferent sectors
of the eronomy.

[T 59 4 68 -4~ 98] Tnsurance premiams paid
by businesses plus an imputed charge egual to
the investment income of insarers reeruing
in respect of business insurance

[8 -+ 60 - 69 -+ 99 - 149] Taxes fevied upon
commodities and therefore presumed w in-
Huence relative prices. These taxes may be con-

57

58
59
60
61

trasted with direet taxes levied upon income and
presumed not to inlluence relative prices

[¥). Iuis arbitrarily sssumed in the example of
the Appendix that branches of activity other
Lhan business enterprises do not pay these con-
tributions.  Only the employers’ contributions
are included here.

{11 + &1].

{1o]

[12}.

[13 -+ 62 4- 76 4 100 + 150]. Gain from cur-
rent operations either realized or held in the
form of additional inventories

ix) Conschdated Account of Social Securily Funds and Pubhe Collective Providers

This table shows a consolidation of the revenue and capital and reserve accounts of public
authorities in their capacity as redistributors of funds and final consumers
‘transactions in cash, securities, etc, have Leen transferred o the receipts side of the account
-so that fotal receipts are composed principally of tax
ing. The payments side is composed principa

All purely financial

ation, income from property and net borrow-

tly of purchases of goods and services of all Jinds,

TABLE ¢
CONSOLIDATED ACCOUNT OF SOCIAL SECURITY FUNDS

AND PUBLIC COLLECTIVE

ansfer payments outside the public authority sphere and subsidies

PROVIDERS

63 Income {rom property: 67. Payments for lactors of production:
(a) Interest. () Wages, salaries, etc.
{6} Dividends {b) Interest (other than national debt
(¢} Transter of surplus {rom the appro- interest).
priation account of publicly con- 68  Purchases of goods, services and existing
trolled enterprises AGSCLS S
64 Transfers: () Revenue account
(¢) Direct taxes. () Capital and reserve account.
(#) Indircct HNes. . . 69 Ioss Foees received.
{e} Contributions to social seeurity
{funde 70, Transfers:
{d) Gitts and fines {e) '5”1351(1__105- : ]
B ; . {b) Transfer payments Ly public col-
65  Net borrewing. lective providers
(¢) Soeial security lenelits.
66. Total receipts. 11 Total payments.
Notes 1o Table 9.
63 Same gs item: 12 abowve, less lending after deduction of repayments
64 {a) [238]. received
64 (b) [239]. 67 [188 (u) 4 246 4 260]
64 (c} [182 — 248).  Contributions of all employcrs 68 {a) [1BY 247}
and employees but nat paymens by public 68 (b) 1261 4 262
authorities other than these made in their .
eapacity as employers, 69 — [244]
64 (d)  [243], 70 {a) Same as item 590 nbove.
65 [257 - 288 — 195~ 196 — 264 - 265]. Bor- 0 (h) [251)
rowing wlter deduction of repayments made T0{e) {187)

S
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9 Attention is drawn to the fact i]
Appendix is concerned primarily with
details required for different practic
fication, described on the text of the
in the model. In the first Place, it is

1at the model set out at the end of Chapter IIT of the
basic economic distinctions and does not present all the
al purposes.  In particular, there are three types of classi-
Appendix, though in the interests of stmplicity not set out
seful to classify the national mcome according to the branch
of activity (agriculture, mining, etc.) in which this income arises * This classification is Irequently
difficult to handle statistically where national income is concerned because one is dealing essen-
tially with financial entities rather than with establishments producing particular products
Accordingly, where there is g high degree of vertical integration great difficulties may arise in
allocating a particular financial unit to the appropriate ranches of activity to which it belongs.
This problem is discussed in Chapter IV of the Appendix A second classification which is useful,
particularly in connexion with consumers’ expenditure and capital formation, is a classification
by product bought. A similar classification is also useful for SOMeE purposes in connexion with the
purchases of public authorities, but, in this case, a further type of classification is Irequently found
to be necessary. This is a classification by the purpose for which the expenditure is made (for
example, education, public health and defence), rather than by the product nbtained by it

BASIS FOR INTERNATIONAL COMPARISON

I In so far as a common basis of presentation on the lines suggested in section 8 above
" is adopted in different countries, a broad basis wil] be available for international comparisons
far more satisfactory than anything which could be obtained in the past. However, institutional
differences, diflerences arising from individual preferences and differences in the statistical
information available make it essential that procedures used in completing the basic tables should
be explained as clearly as possible, so that the minor sources of difference which stifl exist in tables

of different countries presented on a common basis can be understood and allowed for in making
comparisons

Experience shows that unavoidal
transactions due in large me
that transactions which
the tables presented for
in others

ble differences of opinion
asure to institutional differences in d
are the subject of these differences sho
any one country can be adjusted in det

arise in the treatment of certain
ifferent countries It is important
uld be shown separately, so that
ail to the basis of definition adopted

The items in the tables may be divided, fram ene
items, the former being those elements which reflect mariet transactions, and the latter being
those for which a caleulation has to be made in the absence of market transactions In view of

the difficulty of finding a commonly accepted basis for the second type of estimate, it is desirable
that, as far as possible, items of this kind should be shown separately

point of view, into cash items and imputed

11 The system of social accounts set out in the A
transactions, and in applying this system it wil] frequent
to the particular circumstances of different countries
will take account of al] the complexities that arise in practice nor one which is set out in terms '
most familiar in every country. In this connexion, reference may be made to Chapter VI of the
Appendix, which provides methods for extending the system in detail and ensuring that new
transactions introduced into the model are incorporated consistently

ppendix does not cover all conceivable
Iy be necessary to extend and adapt it
It is not feasible {o provide a model which

e

! Reference should he made
of Statistical Ex
AMethods. No 1

- in this connexion. to t
perts for use in statistics of the gainfull
. League of Nations. Geneva, 1038

he industrial classifcation rec

emmended by the Committee
y-oecupied population Cf Spu

dies and Reports on Statistical

W_Ig__‘.

ADVANTAGES OF THE RECOMMENDED SYSTEM OF ACCOUNTS

1z It is recognized that the detailed system presented in Chaptg:' X Oi-tﬁe f‘;p{n;?i:i
a ;ppear somewhat formidable, particularly in cases where comparatively 1% ?15 Zlai {Zle:tt'
irzr:fgrnntion is available It is important to realize, however, that ?ug:h S syf‘tem ;iug :1ctelsS uscf;ﬁ
€ ich ¢ atent in syst ' sactions an ;
insi i he ross-checks which are latent in systems o ransac - usefu
insight into the many cro : . tin sys ot nons and 1 s nseful
e, espec ; vith limited statistics In \
eptually, at any rate, especially in countries w imite . ] wses, there
g,es?e?i’éus pr}obiem 0% making the best use of data, since it is impossible to find any singie method

" by means of which a reliable total can be built up By setting up a systern in an interrelated

form and attempting by all means available to estimate the elements of this system, it becomes

i : - in dat: ainst information obtained in
ible to check the totals derived by the use of certain data agains v el g "
EE?Z;M\?:;;;][I% \this way, a better oginion may be formed of the reliability of the resulting

estimates.

13 The method of cross-checking discussed in the preceding paragraph fantbcﬁzi?lifﬁﬂy
applied to the problem of forecasting national income and.expler_]dlture 1_‘.11(}11};2?“&1;; ﬁ;(}mtgcm %

; ke hat i ain totals such as the national income are forecas 5 :
to forecasts means that if certain tota ' : et jorecasl 1n isolation, a

i 'gin of error must be set on the estimates obtained. But i asyste B _
very wide margin of error must be s : ned e are Tolatnd peovonts
i 51 Lane 7, the very lact that the items in these accounts & ate
is forecast simultaneously, the very fu . 21T | our ° roated prevents
The estimat hese 1 hich taken in isolation would appear r able, f

many of the estimates of these items, w ! lation we P! asonal !
being{ acceptable. Thus the field of acceptable estimates is greatly narowed down through the
restrictions imposed by the interrelations of the system

14 It will be seen that in measuring an interrelated set of transactions f:m!‘tam c&mpgll'l]?xtietg
can always be obtained as residuals without direct measurm;aent quxd eminmlij.iul,( 1;:} t]ﬁ [hited
; ners’ i Fyes ai 1 residual, while :

: ers’ expenditure was any years obtained as a residual, J 1
States, consumers’ expenditure was for mans . 2 b i in the United
i e s en true of capital formation throughout the war perioc gradu:
Kingdom the same has been true of capital fc e : ol e Sradua)
subsbtiiution of direct estimates for residual items in tables of the f(_)rr;} li@pp.sed mn section &
above is the logical way of checking the reliability of the estimates for all items

15 The system provides a consistent method of collecting statistics _w}nch ;s des?;ilfgicg
briefly at the beginning of Chapter VIII of the Appendix At i1:)1'c5.=_;ettlnt,Ehoiwe'\-ert, %Eci Z;%T)i;d gl
infermation i g 1l in try, so that piecemeal methods have to be a
mfermation is not available in any country, : et] e b0, De adopted in

ing i ; i Ii1s 3 ‘tant that in the statistical work full use : i
filling in the tables numerically. It is importan _ or ol use shonld he

; o F e £ hick is available and that reliance should not be placed on Y SINg
made of ail the information which is available ) e oo Goren e oy
S perience shows th st statistical series are to a greater or less degree
somice  Experience shows that mos _ : : L e deproe affected by

s inistrati requirermnents that le their coilection, and hence contain defec .
the administrative requirements that led to : nd he. ontam defects Trom the

) int ic analysi ich are {requently difficult to remove s, 8 P
standpoint of economic analysis which are : o e of o an important
i is fi i es fr culty of defining the ter
actic this field of investigation arises from the difficulty no : g €
D b § atistical series reflects this definition accur-
i [ Cof k v far any particular statistical series refle ! a
in the tables, but of knowing how far any p st e ferects Dhis definition acour-
aking the necessar justment where this is not the case. By appros g
ately and of making the necessary adjustn ' o e ose By approaching I
| 31t rles and 3 ormation available, something
ohle casurement from many angles and by using all in ; hi
problem of measuremen m o e oy using all o materinl gt e
rrect the bi: ent in different types of source material, > syste
can be done to correct the bias inheren : ou |, and the system
i F sl ; ata available L > best advantage discus
esented here les a way of using all the data available to the g !
BT e Tonm i 1 VI, of & rineipal whereby the componenis
i in the / ‘ of the principal means y
will be found in the Appendix, Chapter , ineip _ !
of the system have been or may be measured and the practical difficulties that have been found
to arise in using different sources of information
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CHAPTER I

INTRODUCTION

The aim of this introductory chapier is to explain the purpose of this memorandum and
the point of view from which is has been written. Its principal object is to set out the content and
explain the nature of those investigations which are usually comprehended under the title of
national income studies These investigations are concerned with all such aggregates as national
income, product, expenditure, capital formation, saving, balance of payments, etc, which, in
recent years, have come to play so large a part in the analysis of the economic situation and in

~ the formulation of economic policy. As is well known, this field of enquiry s highly {echnical
but it now occupies an important position in the world of practical affairs  The problems of war
finance, full employment and the marketing of the produce of all forms of economic activity,
to name but examples of recent or existing economic problems which are common to the great
majority of countries, have come to be discussed in terms of the concepts of national income studies
" These concepts and the quantitative measures based upon them are an essential element in the
understanding and solution of great issues It is therefore important not only that the general
_character of those concepis and their bearing on practical affairs should be widely understood,
. but also that as far as is practicable agieement should be reached at the technical level on the
detailed content and presentation of the estimates based upon them

The national income or product which is the basic aggregate in this field provides a measure
of the total value at factor cost of goods and services produced in a period which are available
- gither for consumption or for additions to wealth This total is valued in terms of money and is
equivalent to the income accruing to the factors of production—z ¢, labour, management, enter-
‘prise and property. Experience shows that, while useful, this concept is insufficient for many
purposes. It is necessary to know in quantitative terms how the national income is related to its
‘constituent transactions and fo other totals of transactions. Thus modern enquiries which had
their origin in an attempt to measure certain broad totals have changed their emphasis and now
concentrate more on the structure of the constituent transactions and on the muiual interdepen-
“dence of these transactions. It has come to be realized that for different purposes certain related
“but distinct aggregates are useful and that beyond a given point it is only possible to specily a
~unique set of operations to define the content of one of these aggregates by adopting certain
conventions.

. This view based upon experience is reinforced since the ideas can be expounded and presented
. more lucidly if the elementary transactions rather than the final aggregates are made the starting-
point of the enquiry Transactions, whether actual or imputed, take place between accounting
entities such as business enterprises and individuals, and the accounts of these entities are much
easier to grasp than the consolidated accounts of the whole system. Thus by studying the different
lasses of accounting entity in an economy and the different types of transaction in which they
énigage, we shall at once obtain a clearer picture of how the national totals are built up and at
?ht_a_ same time exhibit the relationship between the constituent transactions and the imphications
of: setting up the accounts in one way rather than another. This approach will also ensure consis-
téncy in the treatment of different transactions and will show the implications in other parts of
the system of any treatment proposed

" Actordingly this report approaches the study of the national income from the point of view
f.social accounting! This means that we shall begin by classifying accounting entities into

.} 1tis believed that this term was first used by ] R Hicks in bis book ~ The Social Framework: An Introduction
Economics ” {rgq2) TFor an explicit recognition of the aceounting aspect of national income waork see the following
1'*“‘ by M. A Copgranp: * National Wealth and Income—an Interpretation ” in Jowrnal of the American Statisfical
.SISDCmfimL Vol XXN¥.No. 1ge, 1935. pp 377-356. and especially pp 379 and 386. and " Concepts of National Income
Studies in Income and Wealth, Vol 1 {1037). pp._3-63 and especially p 63
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certain broad sectors {such as production, finance, consumption) distinguished by function, and
at the same time consider the different sorts of accounts and the different types of transaction
that require to be kept distinct. The object here is to combine accounting entities and transactions
as much as possible so as to be left with a relatively simple system which can conveniently be
handled At the same time, we must not carry the process too far, since if this is done we shall
fail to make distinctions where they need to be made for the kind of purpose we have in mind
The result of this part of the eaguiry will be a picture of an economic system viewed as a system
of transactions presented in such a way that the various national aggregates can be obtained
by adding together the appropriate entries in the different accounts

This part of the investigation will occupy Chapters II, III and IV. Chapter IT will describe
the content of the social accounts in a general way and will illustrate this description with a
simple exammple At this stage, it will be convenient to discuss certain broad problems of treat-
ment In Chapter 111, a working system of social accounts will be set out in detail and the reasons
for adopting this system will be explained In Chapter [V a detailed discussion of the entries
in this system of accounts will be given  In this way, most of the problems of definition and treat-
ment will be covered in the context of the accounts in which they arise

In Chapter V we shall return to the national income and other national totals and show
by means of numerical examples how these totals can be extracted from the elementary trans-
actions in the working system At this point, the implications of the treatments used in Chapter [11
will become apparent and the consistency of equivalent national totals such as national income
and expenditure will be demonstrated. The relationship of the main totals such as national income
and gross national product will be set out with the aid of the accounting system

Ihe system of Chapter IT1, though described as a working system, will be seen to be a
highly simplified representation of an economy. This Is inevitable and indeed intentional, since
any attempt to reproduoce irt all their detail the many different types of entity and transaction
of the real world would lead to a system so complicated that it could scarcely be grasped as a
whole Many volumes the size of this one would be required for such an undertaking and it would
be impossible to see the field for the blades of grass. Consequently, while it is hoped that the
principal problems of treatment have been covered in Chapters 11 to IV, a means must be provided
of ensuring consistency in the many points of detail that arise in practical work. An attempt
is made to do this in Chapter VI

The working system is based essentially on the model of an advanced industrial economy
i which transactions in moeney are dominant, Furthermore, it is drawn up in the main in terms
of concepts which are believed to be those currently in use and therslore to form the basis of
economic decisions in the real world  This kind of treatment is adequate and even desirable
in dealing with those types of problem fo which at present national income studies are asked
to give practical answers  Thus, in studying problems of war finance it is necessary to know, for
example, how far government borrowing has been met from different sources such as private
saving, the failure to maintain equipment and inventories, the sale of assets and claims abroad,
ete , and to estimate how far in quantitative terms these sources can be relied upon in the next
accounting period.  This purpose can be served by an accounting treatment which recognizes
clearly different economic categories such as saving and capital depletion, but which is concerned
principally with a consistent treatment of concepts which are recognized as to some extent arbi-
trary  In reviewing government transactions in relation to the rest of the national economy it
does not matter if some of the concepts employed are arbitrary and conventional any more than
it does in the case of actual business accounts themselves

The same is true where income and expenditure components are used to work out behaviou-
ristic o1 institutional coefficients such as the propensity to consume, the relation of imports to
nationat income, ete It may be argued that, in this kind of work, those definitions should be
chosen which give rise to the simplest enduring regularities  Thus, such questions as whether
corporate taxes should or should not be included in national income may, if they cannot be settled
on theoretical grounds, be decided by econemetric analysis  In this connexion, it must be re-

“membered that, generally speaking, there is a very high correlation between different concepts of

" because a compromise has been made for lack of data or because the ideal is not expressible in

'services of household equipment and may even prove an embarrassment to do so, since, not only

_only are usable figures needed for the past, but that it is also necessary to compile current figures

Jin every country, materially less information is available currently on a quarteriy basis than can
¥ !

cation on the main totals in the system, and this method is briefly explored TFwven if this method
.15 not followed, the same approach brings out the many cross-checks that are latent in the systern.

- .on the other . The second consists in using alternative source material to measure a given set of

~of data which are statistically though not, of course, conceptually independent

- difficulties of handling it, but also to sketch out the areas in which estimation is at once difficult

“turn out to be numerically unimportant in practice

- It may be emphasized in concluding these introductory remarks that the approach followed here

national income and product !
For other purposes, however, this approach needs to be supplemented by further investi-
gation In so far as the entries in the working system fall short of some theoretical ideal, either

terms of operations which permit of measurement, they will be misleading if they are used for
purposes other than those for which they have been constructed It is thus important to examine
the definitions employed in order to see the limitations on the legitimate use of the system Thus,
for example, the conceptls of consumers’ expenditure and capital formation which seem appro-
priate from the point of view ol distinguishing between the two principal components of the
national product do not necessarily coincide with consumption and additions to wealth and such
diflerences must be made explicit This kind of problem is particularly mportant if the estimates
are to be used to make comparisons of the material welfare of countries with very different eco-
nomic and institutional arrangements  In studying the changes in the economic activity of an
advanced industrial country it is unnecessary to impute an income to lamily services or to the

are there very little data in this field, but the principles on which such imputations should be
made are obscure On the other hand, if a comparison is to be made with & country in which
subsistence and family production are important, problems of imputation will have to he
faced squarely; indeed, for this purpose, it may be desirable to set up the system of accounts in
a different way

Problems of this kind, which will be discussed in Chapter VII, are difficult to handle quanti-
tatively in the present state of knowledge. They need to be kept in mind in using and interpreting
figures based on the working system, but thev are not necessarily important in a wige ficld of
applications

Chapter VIII deals with the statistical problems of measurement It is assumed that not

on, say, an annual or even a quarterly basis  This requirement raises additiona! problems sinee,

be obtained for a selected base period in the past
The adoption of an accounting approach suggests a systematic method of collecting inform-

These checks are of two kinds. The first involves the measurement of equivalent or related totals
by adding up different sets of transactions such as incomes on the one hand and expenditures
transactions by different means.  Thus, the national income or product may be viewed either as
the sum of the incomes aceruing to factors of production or as the sum of the net outputs of each

branch of activity It is frequently possible to measure equivalent totals in this way by means

In dealing with the detailed problems of compiling the numetical estimates an attempt will
be made to indicate not only the kind of source material frequently available and the accepted

and important. Many of the problems that give rise to iniricate questions of logical treatment
The final chapter, IX, sets out some of the practical advantages of this method of approach.
15 not altogether new and untried and is one which investigators in many cousntries have come

to adopt.  The need for a complete and comprehensive picture of the structure of iransactions in

e

! Tor example. there is a correlation coefficient of o 9gb between the national income and the pross national product
Gf the United States over the period 19026-1941  In view of this. the substitution of ose concept for ancther in a regression
tguation will virtually only alter the cocfiicients by a scale factor  Accordingly. for this kind of use it is hard to insist
."01{01?1ent1y that one concept is right and the other wrong. though differences in theoretical approach will lead different
indaviduals to prefer to work with one concept rather than the other
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an economic system which is felt by those responsible for policy decisions in both govermment
and business circles leads inevitably to this approach In recent years, official estimates on sub-
stantiafly the lines suggested here have been compiled in several countries There is no doubt,
therefore, that the approach is a practical one It is also one which offers a basis for greater uni-
formity of content and presentation in the estimates for different nations, since it concentrates
on the structure of transactions rather than on individual aggregates that are expected to serve
all purposes From an historical point of view, it is interesting to note that modern investigations
in this field come close both in form and in purpose to the work of the political arithmeticians
o the seventeenth century with whom such studies originated The estimates compiled by
Gregory Kinc ! are particularly striking in this connexion

CHAPTER II
THE SOCIAL ACCOUNTS

To most people the national income and expenditure are unfamiliar concepts which cannot

be manipulated with ease This is due in large measure to the fact that the 1esults of aggregating
- incomes and expenditures are not well understood, especially when the incomes and expenditures

in question do not accrue to any single sector of the economy  An approach which concentrates
on truly national, rather than sectional, concepts like the national income exhibits 2 complex
result without demonstrating how it is built up from simpler and more familiar ideas Consequent-
ly, a more understandable as well as a more Uluminating view of the subject can be obtained by
starting with simpler accounting entities, showing how they are related and deriving more complex
concepts like the national income from their elementary constituents

Thus the starting-point of this chapter is to regard an economic system as a set of accounts
actually or at least potentially in relation with one another This can casily be understood if we
concentrate on one account in such a system—namely, the income and expenditure account of
an individual family. This accounting entity receives payments in the form ol wages or salaries
together with dividend and interest payments from concerns in which members of the family are
employed or hold an interest It may obviously receive a great many other kinds of payment
which need not be specified at this stage On the payments side it will part with cash or an equi-
valent to all the tradesmen who supply the family’s needs, to their landlord, public utilities,
clubs, etc It will also pay ocut sums in divect taxes te public authorities After all current pay-
mients have heen met a certain residue, positive or negative, will remain, which is termed saving,
and is assumed to be transferred to the family's capital account by which it is held either in the
(orm of cash or in some other form of investment  We are not concerned at the moment with the
question of whether people actually leep accounts in this way

In this system every transaction will be recorded twice: at the receiving and at the paying
end  As envisaged in the preceding paragraph, however, the system is much too complicated for
most practical purpeses since it has been supposed that each single transaction between each
single accounting entity is separately recorded  Such an amount of detail would be guite un-
manageable and means must be found of reducing its bulk  Evidently this can be done in two
ways: first, by combining accounting entities and, second, by combining transactions

it is clear that little useful purpose is served by Lreating each family as a separate accounting
entity  Although, for certain purposes, we may be interested in seme subdivision of families,

1~ Watura) and Political Observations and Couclusions upon the State and Conditions of BEnpland © {1696)  This
work wis printed as an appendix to” An Estimate of the Comparative Strength of Great Britain " (1802) by Sir George
CramErs. and is available to modern studerts in the Johns Hepkins reprint entitied ™ Two Tracts by Gregory Kinpg "
{z936) published by the Johns Hoplins Press
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we will suppose the income and expenditure accounts of ali families to be combined * Similarly,
no useful purpose will be served by recording separately each single transaction between families
and the rest of the economy, and it will therefore be convenient to group these transactions into
a manageable number of classes. How much detail to preserve depends on the problem to be

solved

Thus, in setting out a system of social accounts, the principal problem is to know how far
1o go in combining accounts and transactions A course must be steered between the unmanageable
detail of too many accounting entities and types of transaction and the lack of information which
results when the process of combination is carried too far. At one cxtreme we should be faced
with millions of individual transactions which take place in the economy in any period and at the
other we should have reduced this mass of detail to one single transaction taking place within
one combined account In the first case we should have no use for so much detail even if we could
keep such elaborate records which, of course, we cannet; in the second we should have reduced
all that was taking place in the econemy to one single figure * of very limited usefulness

By looking at the matter in this way, it will be obvious that there is no cne uniquely right
way of combining accounts and transactions so as to form a manageable and useful system of
cocial accounts Given a set of accounts any system of combination completely covers the eco-
nomy in the sense that there are noloose endsin the system  But the degree to which the economyis
covered differs according to the system chosen For example, it may be convenient to combine
all business operating accounts into one single account for productive enterprises  This account
may or may not include such enterprises as banks and insurance companies. 1f we are not pri-
marily interested in problems involving the banking system it may be quite sufficient to combine
banks with other enterprises  On the other hand, it may not always be sufficient even to combine
all productive enterprises in the simple sense The sort of problem we are trying to solve may
require that agriculure, mining, manufactures of different kinds, trade, etc, be treat.cd as
separate accounting entities. Of course the more detail we require, the more complete will our
system of records have to be Care must be taken to see that the combined system does not
involve distinctions which do not exist in the elementary accounts from which the system is
conceptually built up® :

The working out of a useful and manageable system of social accounts is a matter which
must be left in detail to the combined experience of those whose duty it is to compile the records
for such systems in statistical offices all over the world However, a beginning must be made some-
where, so, at the risk of producing a system with ‘certain practical shortcomings, the general
requirements of such a systern will be discussed in the following pages and in Chapter Il a plan
will be presented in detail

First, then, as regards accounting entities  Tlus term covers all transacting units in an
economic system, and these units may conveniently be grouped together into sectors, according
to their function The most important distinction is between producers and consumers, but in
the more elaborate system sct out in the next chapter a larger number of types of accounting
entity is recognized Every accounting entity must be aliocated to one or other sector which
may itsell be further divided, and those falling within any division of a sector will be combined
Thus, in the next chapter an economic system will be represented by five sectors, four within the
economy under investigation and one covering the rest of the world They may be termed pro-
ductive enterprises, financial intermediaries, msurance and social security agencies, final consu-
mers and the rest of the world Public authorities will in most economic systems ol the world
‘be represented in all five sectors  An example of a division of a sector is given by the banking
system, which it will novmally be advisable to keep separate from other financial intermediaries.

- 1 A useful terminolegical distinction is between sombined accounts, in which the transactions between the consti-
cuent acceunts are retained on either side of the new account. and consalidated accounts. in which such transactions are
omitted from both sides ol the new account
: * This is strictly true only of a closed sconomy  In an open sconomy. transactions with the rest of the world
yqu}d necessarily appear separately ’

® This question will be discussed more fully below L€ arises, for example. in connexion with the definition of
branch of activity and of business saving  See pages 55-56 and Oz beiow
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Second, in addition to recognizing these five main classes of accounting entity it must be
realized that each entity may have to keep more than one account. All entities within the eco-
nomy under investigation must keep a current and a capital account, since for alimost all practical
purposes current and capital transactions must be kept separate. In the case of enterprises, for
example, if is desirable to distinguish between purchases made in respect of current operations
from those made for construction and other extensions of equipment of ail kinds  This distinction
can be made by debiting the first type of expenditure to a type of current account, heve called
an eperafing account, and the second type of expenditure to a capital account At the same time,
allowances for depreciation and obsolescence are debited to the operating account, thus making
them appear as part of the cost of current operations, and at the same time are credited to the
capital account, since they are a sowce of finance for gross additions to the capital equipment
employed in the business

The excess of receipts over costs on the operating account of an enterprise is the operating
surplus, that is the profit or gma from carrent productive activity. This surplus is transferred to
a second iype of current account which may conveniently be calied an appropriation account.
This account brings together gains accruing to the enterprise from all sources and distributes
them The balance on this account is essentially an element of saving which is transferred fo
free reserves

In the case of non-profit-making entities of which final consumers are the principal example,
the balance on current account is not a profit but saving. Accordingly, the current accounts of
these entities are given a distinctive name and are referred to as revsnie accounts.

- Capital accounts, especially in the case of enterprises, may for some purposes conveniently
be divided into two kinds An account concerned primarily with the capital equipment employed
in the business is here termed a capifal account and a further account principally ecncerned with
changes in reserves and in financial claims and investments of all kinds i here called a reserve
account This terminology is exemplified in the working system presented at the end of Chapter 111

Third, as regards transactions These may be classified broadly according to the economic
consideration against which money passes By consideration is meant the immediate economic
return, such as a week’s labour of a particular kind, a specified commeodity, such asa loal of bread,
or a security or other financial claim  The principal distinction in the case of considerations is
between something and nothing, while the first of these categories may be further subdivided
into real and nominal.

Transactions in which the consideration is nothing form an important class and are sometimes
called unilateral payments All that is meant 15 that money is transferred without any direct
retarn immediate or deferred in the form of goods, services, assels or claims; it does not mean
that ne benefit of any kind accrues indirectly to the entity making the payment Lxamples of
this kind of transaction are gilts, taxes, subsidies, and fransler payments in the techmecal sense
such as unemployment and health benehts, old-age pensions, efc  Transactions in which the con-
sideration is something real relate to all purchases of goods and services, while those in which
the consideraztion Is something normnal relate to all transfers of cash and financial claims

It will be found in experience that very little progress can be made uniess these three basic
types of consideration are kept distinet  1f, however, no further distinctions are made, only broad
categories will be available in the final records  Thus, for example, consumers' expenditure on
goods and services will appear as one item—namely, the payment frem persons to productive
enterprises against something 1eal Il more detail i1s required, as for example, of food s to be
distinguished from clothing or loaves from fishes, the single consideration something real will
have to be further subdivided In a similar way, if we are not content to regard all productive
enterprises as a single accounting entity, but require to distinguish different types of business,
the entity preductive enterprises will have to be further subdivided. The need for more detail
means that the process of combining entities or considerations has been carried too far for the
particularfpurposes in hand

Once the accounting entities, the nature of the accounts they are to keep and the consider-
ations to be distinguished have been specified, the process of drawing up the accounts is simple.
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Fach account must show its receipts from and payments to each other account, in respect of each
“separate type of consideration In this way, each entry in one account has its coanterpart on
the opposite side ol another account (or, in the case of mternal transactions, of the same agcoup.%}I
Every entry appears twice and there are no loose ends unqccounted for Each accouni rmght
be cut in half and the payments sides and receipts sides might be collected into two piles. The
whole system could be perfectly reconstructed from the information contained in either pile.
Such a system of accounts may conveniently be termed articudated.

A feature of this system is that each entry in any account will relate to one and only one
type of transaction, so that the accounts, as they stapd, provide all t_hg 1lnforma,tion reqmred and
the items of which they are composed do not require further subdivision Thus, {for exam’p.le,
" suppose that businesses pay both direct taxes on profits and indirect taxes in the form of excise
duties 1f these two types of taxes are to be kept separate, as in the ordinary way they shoutd
be, it will be necessary for them to be paid out of separate accounts. This can readily be done,
since it is natural that indirect taxes should be paid out of the operating account while profits
taxes may be debited to the appropriation account. Given the eriterion for gi_zstmgmsinng between
divect and indirect taxes, the twa classes should be debited to the two dli‘{er‘qng acc_ou"nts S0 45
_ to preserve the distinction  Again, it will normally be desirable to be able to distinguish between
" direct taxes paid in respect of dividends to persons and those met out of business income Uns

can be done by debiting gross dividend payments to business appropriation accounts and the tax
payments arising in respect of these dividends to personal revenue accounts. Thus it will be seen
that practical complications impose a certain minimum of complexity on the system of accounts
‘to be adopted.

Before giving in detail a system of accounts which may reasonably purport to represent an
economic system of the real world, it will be convenient to illustrate the preceding idgas with a
numerical example which, though oversimplified, will bring out the main features of such a sys-
tem. This example will also provide an opportunity for discussing a number of conceptual prob-
lems under conditions in which the main outlines of the system are not obscured by points of
detail Finally, the passage {rom the highly simplified to the more realistic example will mdmﬂate
how such systems of accounts have to be adapted to take account of the complexities of the real
world

In the following example we shall consider a closed economy consisting of only four accounts

and three considerations. The four accounts, which will be lettered a, b, ¢ and d, are the cur}“e.nt
. and capital accounts of businesses and the current accounts of persons and public authorities
respectively. The three considerations which will be numbered I, 2 and 3 will relate to nothing,
goods and services, and cash and other financial claims respgctwely The symboi ab I means
a payment from a to b in respect of consideration 1 and as required by the property of articulation
each such symbol must appear twice in the whole set of accounts, once on the receipts side and
. once on the payments side !

PRODUCERS

(a) Business Operating and Appropriation deccounts

.Racef.prs Paynwnrs
Sales of goods and services to: Payments for goods and services to:

Persons ‘ ‘ 4,000 nc2  Persons 3,000
Public authoritics 175 ee?  Businesses 40,000
Businesses on: adl Indirect taxes . o 1,000

a2 Revenue account 40,000 abl Saving (transferred to capital \
0l Copital account 50 account) : 250

dal SBubsidics = S : 25

| 14,250 14,250

. ! Since a payment is a negative receipt, the two symbols might be placed on the same side of the set of accounts
ut with opposite signs  There is no need, however, to consider this sort of arrapgement in the present exampie
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(b} Business Capital Aceount

cb3 Loaps from persons . . ‘ 100 Payments for goods and services to:
abl Suving (transferred {rom appro- bel Persons Lo . 150
priation account) 250 ba?  Businesses . . . 50
bd3 L.oans to public authorities 150
350 ‘ 350

CONSUMERS

(¢} Personal Revenue Acconnt

cel Gifts {rom persons : 300 cel Gifts to persons . . . 300
dcl Transfer payments lrom  public cel Cwrent goods and seivices 4,600
anthorities : : 350 cdl Direct taxes o 500
Earpings {rom work or property cbd Saving (all lent to businesses) 100

received {rom:

ac?  Business revenue . 3,000
bel Business capital . 150
Lded Public authorities 908

4,900

(&) Public Authorities Revenue Accownt

edl Direct taxes from persons 500 Payments o goods and services to:

adl Indjrect taxes : 1,000 de2  Persons . 900

bd3 Loans from businesses . 150 du?  Businesses . : 175
dal Subsidies . e 25
del Transfer payments to persons 550

1,650 1,650

It 1s not difficult to think of everyday transactions that have no place on this simplified
cconomic system: yel the main features are there Income payments, expenditure by consumers
and public authorities, capital formation, saving, government borrowing, to take only examples,
all make their appearance. In order to understand the system beiter, it will be convenient to
run through the items in the order of their appearance in the different accounts

On the left-hand side of account (e), the first item, caz, represents receipts from the sale of
goods and services to persons for purposes of consumption  Persons are assumed not to buy capital
goods of any kind; if they did, it would be necessary to introduce a capital account for persons
against which such purchases could be debited It will be noticed that consumers’ purchases
appear as a single item; if more detail is required consideration 2z must be subdivided so as to
show different goods and services as separate considerations

Itern daz represents receipts from the sale of goods and services to public authorities in
their capacity as providers of common goods and services to the community. The problem of
classifying public authority expenditure will be considered in some detail in commenting on the
payments side of account {(d).

The third entry, item aaz, represents receipts {rom the sale of materials and services for
purposes of current operations within the business sector and the same figure appears again on
the other side of the account In many problems this figure is not of rnuch interest, but it may be
useful in a study of the relation of activity to the means of payment available. The fourth entry,

itern ba2, 1epresents the sale of capital goods of all kinds to business capital accounts and forms
part of the economy's gross capital formation.

Iten da1 represents receipts {from public authorities the object of which is to enable the
general public to buy a commaodity at less than the price which would otherwise have La be paid
“Like item daz, this item is considered further in the discassion of account (d}

o On the other side of the account, item acz vepresents payments to persons in respect of their
participation in economic activity  No dislinction is made between different types of payment
such as wages, salaries; entreprencurial gains, dividends, interest and rent.  If these different
types of payment are to be kept separate, the services of labour or property in respect of which
they are made must be treated as separate considerations This item covers, of course, only pay- itk
“ments made by enterprises in respect of services contributing to current activity. Similar payments '
~made by business capital accounts and by public authorities appear separately in items bez and ;
dez below '

Itern adr represents a transfer from business operating accounts in the form of indirect tax-
ation. It is assumed that businesses pay no direct taxes: for this to be shown it would be necessary
to introduce a separate business appropriation account against which direct tax payments by
. businesses could be debited _

: The distinction between direct and indirect taxation is made for analytical reasons, the object
being to separate those taxes which directly affect relative prices from those which do not A
¢lear line of division cannot be attained in practice, but the line of demarcation usually adopted
from practical considerations accords fairly closely with ordinary usage Thus, direct taxes are
taxes levied on income, such as income tax, suriax, and excess profits taxes, and on accumulated
wealth, such as death duties; while indirect taxes are those levied on goods and selvices and
© chargeable as a cosf against the proceeds of sale, such as customs and excise duties, sales taxes
‘and local rates

: The last item in this account, abr, represents the undistributed profit of all businesses com-
bined and is transferred to business capiial accounts for purposes of investment

On the left-hand side of account {b) is shown the two sources of capital funds supposed to
exist in this economy-—namely, personal and business saving  On the right-hand side are shown
the uses of these funds The first two items represent capital formation—i e, the purchase of
‘capital goods, together with the purchase of direct labour and similar services for construction
nd instaliation, while the third item is simply the finance of public authority deficits, which is
assumed to be done entirely by businesses  If subscriptions to different types of loan, etc, were
to be shown separately each would have to appesr as a separate consideration

It will be observed that the only source of capital funds in this economy is saving of one kind
oranother Apart{rom capital gains of various kinds thereis no entry foralfowances for maintenance
‘and depreciation  Such allowances can only conveniently be brought into the picture with a
ather more elaborate arrangement of accounts 1t is assumed, thevefore, that all capital formation
s net—i.c, that existing equipment does not wear out or become obsolete

On the left-hand side of account (), item cex is a form of unilateral payment appearing on
oth sides of the current account for persons It represents gifts and allowances of a recurrent
mnd. If large lump-sum transfers are supposed to take place, it would be necessary to introduce
capital account for persons and show the transfers as an entry on either side ol this account
-Item dex represents unilateral payments from public authorities o persons—: ¢, so-called
ransfer Payments, such as unemployment and health benefits The distinguishing leature of
hese payments is that they are mads against no direct economic return They will be discussed
‘?’mw fully in dealing with the classification of government tiansactions

. The next three items. ace. hez and dez, vepresent the earnings paid to persons in respect of
heir participation in economic activity Item acz represents the ecarnings of ali kinds arising
0 business operating accounts; bz the payments for, say, direct labour engaged in construction
nd the installation of equipment for business capital accounts, while de2 represents payments for

rvices rendered by civil servants and other public aunthority employees and members of the
med forces.
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On the payments side, the first twoitems have already appeared Thethirditem, cdr, represents
direct tax payments made by persons to public authorities It will be seen that formally this
item is the negalive of item der, transfer payments

Item ¢b3 represents in this system the balance between current receipts and current out-
goings arising on the combined revenue account for persons—i ¢, it represents personal saving
It is an arbitrary assumption of this example that persons hold all their saving in the form of
loans to businesses A more adequate ireatment of personal saving would require three complica-
tions in the systermn  First, the introduction of a capital account for persons to which the balance
of current receipts over payments could be transferred. Second, the introduction as separate
divisions of the economy ol various financial intermediaries such as banks, building societies
and assurance companies which in general are the immediate recipients of personal lending and
borrowing. Third, the subdivision of considerations inte different types of assets and financial
claims.

The fourth account, (d), relates to the current receipts and payments of public authorities.
It is similar in form to the first account for persons, except that there is no item for saving on the
payments side, but instead an item headed loans {rom businesses on the receipts side On the
assumption (here adopted) that public authorities do no capital formation and purchase only
current goods and services, this item might equally well be labelled dissaving.! However the ac-
counts of public authorities are set out, it is usually important to be able to distinguish their net
borrowing from their capital fovmation

Apart from borrowing, the public authorities in this example obtain all their revenue {rom
“taxation—i ¢, from transfers {from persons and businesses, the private sector of the economy
They do not obtain any revenue from property or the profits of trading

The payments side of this account shows the disposal of public anthority revenue Public
authorities are regarded essentially as agents of the community in the provision of a wide variety
of common services Accordingly, they may themselves be regarded as the final purchasers of the
goods and services they provide, and there is no need to go a stage further and to try o introduce
persons and businesses as the ultimate buyers. The representation of public authorities as business
concerns selling common services for taxes is not satisfactory, because there is no necessary
connexion between the payment of a tax and the enjoyment of a common service. This freat-
ment also involves regarding the excess of the cost of services provided by public authorities over
tax revenue as a loss which implies that all government transactions are regarded as necessarily
commercial in character.

This type of analogy with private enterprise leads to paradoxical results, and it seems best
to recognize at the cutset that public autherities are not essentially commercial in their activity
—t.¢, they are consumers, or agents for consumers, rather than producers, and that a meaning-
ful classification of their transactions must reflect the differences of intention underlying these
transactions. Following this line of thought we may consider what transactions we shall treat
as government losses as opposed to payments for final goods and services. We shall find it con-
venient to group these transactions into four categories, only one of which can appropriately be
regarded as a business loss.

We may start with the position where a public authority organises a service and provides
it free or at less than cost to the recipients, and first consider the case where the commercial ana-
logy holds. If the transaction were a private one, any excess of the buying over the selling price
would normally be regarded as a loss. The same treatment may be applied in the case of a public
authority if the transaction in question is intended to be a commercial one; that is, if the authority

! Tt may be recalled thaf saving is given by two identities and not simply by one  Thus:
Saving = curreat receipts — current outgoings
== lending — borrowing - capital formation

For a closed
FFor an open cconomy, % {lending — bor-

Each of these ideatities is true for any onc account and therelors for any aggregate of accounts
economy. % (lending — borrowing} = o. whence saving = capital formation
rowing) is called the foreign balance and may. of course, be positive or negative

It is a convenient terminological distinction te use the term saving to mean the addition to wealth in o period
and savings (in the plural) to mean total accumulation
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_,operating a commercial concern _such as an electricity qnde_rtai(i]j_g Wi[’l“] tl_]ra ebj‘ectro? c;c‘nf(-:i'n?gt
Stelcnsts, or making a profit, and in fact makes a loss Consideration will show that this is no
4ri'most countries an important category since most government services are not prmndgd up a
fommercial basis. In such a case, the accounts of the undertaking would appear above along
with other producers | o
A numerically more important case is where the public authority is wholly financing or
ping to finance a common service This is the category into which the greater part of govern-
ent expenditure on goods and services of all kinds will normally be put  Goods and services in
his category are not commercial in the sense that they are supplied and charged for by public
uthorities.  In the case where they are provided free, a public authority is unequivoecally the
nal buyer paying the market price for the constituent goods and services that enter into thg
ommon service In valuing these services at cost, charges will appear in the final value in respect
{ management expenses, in the form of the salaries of the public servants who are enga’ged‘ in
rganizing the service, and of interest which usually appears under the head of working expenses
here is, of course, no entry for profit except for the profits charged by the suppliers of the con-
tituent goods and services
. TIn the case where the general public pay a fee in order to meet part of the costs of the service,
i is possible to regard this fee either as a tax or as a payment lor part of the service Different
ases will call for different freatments When, lor example, a charge is made for the services of
olicernen at a private function, it is reasonable to treat the payments made for such services as
‘part of personal or business expenditure and to treal the remaining expenses of maintaiming
i police [orce as a common service provided by public authorities. On the other hand, in some cases
he fees paid are charged not so much in respect of particular services rendered as on an ability-
o-pay basis 50 as to prevent the relatively well-to-do from taking full advantage of {ree services,
“such as public hospitals primarily intended for the poor. Fees of this kind are perhaps belter
reated as Laxes
- The goods and services included in this item cover so-calied sez"vi(;es rendered to businesses
s well as services such as tax collection which do not appear prima facie as final services, but are
hevertheless essential to the running of a modern community It is sometimes argued that the
nclusion of services rendered to businesses in the expenditure of public authorities on goods and
rvices involves double counting, since the value of these services is already inclnded in the value
of the product which these services help to produce This, however, can hardly be the normal case,
since such services as those rendered by the police force to the road transport industry or those
ndéred by agricultural departments to the farming industry are rendered free to all comers
and can hardly get included in the cost of transport of farm produce From the point of view of
he community they are a necessary expense and the real difficulty in practice is not that any
ppreciable amount of double counting arises, but that certain intermediate services are included
in government expenditure as though they were final services instead of being allocated to the
finial goods or services to the supply of which they have contributed Thus the fact that public
authorities maintain a police force which would be substantialiy smaller but for the neced to
gulate traffic means that the cost to the community of transporting goods and services is under-
stimated if only the charges arising in the transport industry are included, while if the whole
cost of the police force is put down in government expenditure on goods and services, the expense
the provision of final goods and services by public authorities will be correspondingly over-
stimated  This point is worth bearing in mind, although an attempt to allocate government
ices rendered to business to the final goods and services to which they contribute may not be
h while in dealing with most practical problems

[he third case to be considered is where in buying high and selling low the public authonty
urting a charge in order to provide a subsidy A subsidy may be defined as a charge incurred
public authority with the object of enabling the general public to buy a commodity or service

5. than the price which would otherwise have to be paid. Subsidies may take the form of
ayments to producers in relief of costs or of a differential in the buying and selling prices of the
lic authority paying the subsidy  Subsidies may be regarded as negative indirect taxes, and

this point of view it is an essential feature of them that they should aim at affecting relative
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prices to the consumer Thus the so-calied cost-of-living subsidies granted in the United Kingdom
since 1940 are undoubtedly subsidies in this sense. On the other hand, certain other agricultural
payments normally termed subsidies should perhaps be differently treated For example, the
principal effect of most of the British agricultural subsidies before the war, such as the Beet-
sugar Subsidy, was not to lower the price of sugar to the consumer, but to enable British sugar
producers to obtain a larger share in the home market than they would have obtained unaided.
Such payments might, therefore, best be treated as expenditure on goods and services. On the
other hand, payments for not producing things are probabty best regarded as transfer payments
akin to relief

The fourth and last case is where the transaction may be regarded as a transfer payment
i kand Before discussing this treatment it will be convenient o say semething about transfer
payments in general. As explained above, the general idea of a transfer payment is a payment
made by a public authority in return for which no goods, service, asset or inancial claim is received.
The simplest examples of such payments are unemployment benefits and nen-contributory
old-age pensions Transfer payments are normally thought of as payments in money and are
frequently subject to direct taxation,

It seems reasonable to treat certain purchases by public authorities as transfer payments
in kind where the benefit may reach the recipient in the form either of money or of goods Thus
until recently it was the practice in the Unpited Kingdom to treat both sickness and medical
benefits under the National Health Insurance Schemes as transfer payments. The provision of
medical benefits under these schemes may take the form either of the payment of a doctar'sora
chemist’s bill or of the provision of medical services and supplies in kind There does not seem
to be any good reason for treating these two methods of providing what is essentially the same
benefit differently

It may be argued, however, that medical as opposed to sickness benefits, whether in cash or
kind, should not be treated as transfer payments at all, but should be regarded as one of the com-
mon services provided by public authorities on just the same basis as public education.  This
view has a great deal to commend it, and indeed would seem the obvious method of treatment
if a full-scale public medical service was in operation Thus, it seems best Lo treat as transfer
payments only those health benefits which take the form of payments in lieu of earnings during
periods of sickness and injury, and te regard medical benefits, however paid, as purchases of
goods and services by public authorities

This raises the question of why some government transactions, such as unemployment benefit,
are regarded as transfer payments, while others, such as free education, are regarded as a purchase
of goods and services The line of distinction is perhaps best seen by considering transfer payments
as essentially {ree additions to the current receipts of the recipients, which can be disposed of at
will and which, generally speaking, will be treated like other current receipts, while those services
which are provided as services by public authorities and take certain specific forms are inciuded
in government expenditure on goods and services. On this view of the matter, the concept of
transier payments in kind is somewhat unusual, as indeed are earnings in kind in most advanced
industrial communities

30 far nothing more has been described than a closed system of accounts which represents the
transactions between the sectors of a simplified c¢losed economy. Most of the entries in these
accounts relate to receipts and payments the general nature of which is well known, and a more
precise description of their content will be given later. Certain terms, especially those arising
in the classification of government transactions, are less well known, so the problems of definition
have been briefly indicated. So far no aggregates relating to the whole economy such as the
national income and expenditure have been introduced It is now necessary to see how these
aggregates can be extracted from the accounts so far presented.

The national income, or product at factor cost, may be regarded in one of two ways. The
simplest view is to regard it as the total gain accruing to the factors of production arising in the
form of wages, salaries, entrepreneurial earnings, profits, interest and rent. For the moment we
will assume that these terms do not require definition Gain from these sources may accrue to
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s or public anthorities or may be retained in businesses T'he national income is therefore
n by adding up the amounts accruing to the factors of production from their participation
copomic activity Aliernatively, the same sum may be shared out among the various indistries
branches of activity in which these gains arise. The total of the sums accruing to all factors
production taken together classified by industry is usually termed the national output or pro-
duct, and the qualification " at factor cost * indicates the basis on which the product is valued,
‘hithe present simplified system, these two classifications cannot be distingunished. To provide
he first, it would be necessary to distinguish the services of different types of work and property
'separate considerations: to provide the second, separate operating accounts for dilferent
anches of activity would kave to he shown '

In the present instance a little consideration of the four accounts wiil show that the national
ncome or product at factor cost is given in the following way:

Personal carnings from work m property received from:

uwe2  Business revenue 3,006
b2 Business capital 150
de2  Public authorities aG0
abl Business saving 250

National income or product at factor cost 4,300

All the income shown here is gained from economic activity of one sort or another and there
is no other income shown in the accounts which is gained in this way In particular, as can be
seen from account (d), public authorities have no income from property.

Corresponding, and exactly equal, to the national income is the national expenditure, which
comprises the different forms of expenditure from which the national income arises. It must
be noted, however, that this equivalent expenditure must be valued not at the prices paid by the
different buyers, but at factor cost—ie., it must not include, or must have subtracted, such
components of price as indirect taxes and depreciation allowances which do not form part of the
" income of any factor of production  The national expenditure, in the present example, is made
- up in the following way:

ca? Personal expenditure on current goods and services 4,000
"Expenditure by public anthorities on:
dal Groods 175
de2  Services 900
Capital formation:

bu2  Goods 50
be2  Services 150
dal Subsidics 25
—gedl less Indirect taxes — 1,000
National expenditure 4,300

This equality of national income and expenditure defined in this way arises fundamentally
{rom the balanting property of the four combined accounts. The entries in these accounts relate
to a particular period of time, as do the two national totals of income and expenditure No question
of approximation due to time-lags between income and expenditure arises, because the two terms
of the identity are contemporaneous sets of flows and do rot follow one another in time The
tables do not show either the income to be derived some time in the future as a result of the
expenditure taking place in the period, nor do they show the expenditure some time in the future
made out of the income of the pericd  Sequential problems are entirely ruled out by the static
accounting basis from which the two equivalents were derived.
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Other equivalent aggregates summing to identically the same total could readily be given
In the present instance, however, they are not of particular interest, and a discussion of the formal
basis on which they rest, though essentially very simple, would take us too far afield in the present
memorandum.  In general, in a complete system of # accounts, there will be » identical aggregates
in ail cases where the aggregate involves {ransactions of such a kind that each account appears
at least once either as a payer or as a receiver. In certain cases, where some of the possible
transactions in the system happen to be zero, the number of elements in the set of equivalents
may be greater than » “In the present case, » == 4, so that two more aggregates exactly equal
to the national income can be readily obtained

Other national aggregates can be computed [rom the four accounts Ior example, total
saving is given by adding together the saving of persons, businesses and public authorities  The
first two categories are equal to 100 and 230 respectively, while the last category is equal to —r30,
malking 200 in all. '

It will be convenient at this point to bring together the principal aggregate income and
product concepts in common use and demonstrate the relationship between them Not all these
concepts are truly national, some being merely the total income accruing to one large sector of
the economy

Marn IncoMmE AnD Provuer Torars,

1. Personal income belore tax . 4,900
2 plus Other private income hefore tax 250
3. Private income helore tax o ‘ 5,150

4 plus Income of public anthorities from public property,
trading, ete. . . . -

5 Iess Transfer payments {1om public autherities to the

; private secter — 55{)
6. less Gifes between persons . — 300
7 Net national income {or product at factor cast) 4,300
§  plus Indirect taxes and similar levies net of subsidies 915
9 Net national product at market value 5,215

10, plus Sums allowed for depreciation and maintenance —

11 Gross national product at market value . : : 5,275

The total shown in item 1 of this table is simply the total current receipts accruing to persons
I¢ is the basic concept in the study of consumers’ demand for goods and services, since it shows the
total sums accruing to consumers [t may be desirable to deduct direct taxes, since these represent
a scarcely avoidable commitment, and even to deduct gifts between persons

The total shown in item 3 includes, in addition to personal income, the undistributed profits
retained by businesses, and is therefore the most appropriate income concept torelate to the total
sum paid out by the private sector in tdaxation  Again, gifts between persons and other receipts
exempt from all forms of taxation because of their nature, rather than their size, might be
excluded

The total shown in item 7 represenis the incomes accruing to the factors of production or,
what is the same thing, the true net output of all branches of activity ~From many poinis of
view, it is the most important of all these aggregates and the one to which the unqualified title
" national income ” may most appropriately be applied It records the value of the product of
labour, capital and all other factors of production as measured by the incomes received from
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y omic activity  This total represents the value of resources tl}§t is divided .yearlb}j y'etcrul
ec?\lwen current expenditure, whether by consumers or public authorities, and additions to capita
(iaalth whether at home or abroad ‘ N
The total shown in item g is @ concept which is not nowadays 1n cor?mwrf]ruie ,-H wﬁi?ﬁ&i
he net value of the national product vglued, not at factt:)r cost, ba‘ﬁi at n;ru;@t Fsg&_,;{jﬁ b)f
‘therefore be more readily adjusted for price changes than 'i.h(‘}l natxggm  proc uc, i 'L:Cof oS
‘ourse the result of the adjustment for prices will not lead to .q}ut{_zh{hc‘: mu'n:c berg.ssubzidieg w;]1
onstant prices in both cases, since the unequal 111(21(1@1](2(".. o‘f 1nduetft‘t%}gs_rm:. o clif[;areﬁt
asult in the weights of the components of the two quantity measures bemng shghtiy
n practice, however, the difference is likely to be small | SR
" The total shown in itermn 11, the gross national pzﬁaduc’t, has ihi, ac‘ivalftagcrttha‘t E)?: 11(;;(111;
catepories of- the national expenditure namely, consumers 'e.\;pend‘.lmlret,l BR{P‘%“FT‘ uii}(:llaucg (the
wnd services by public authorities, gross {:apata} formation at home'cmc _ 1}3& O_Itciil&i‘lp palance (1
xcess of exports over imports of gqods and services o_f all i;mds) 1{1(1 up_;Lo 1 w; 1:0 2{:}[ ilfocqting
It can thus be readily partitioned into these categornes without Lam]_l?g-.t e {:};p; l,]m: tc; L %'u:ed
ndirect taxes, subsidies and allowances for maintenance and depreciation ¥ 1:5;3 Lnl\f 1dv*mLt'-1 d
in using the net national product at factor cost This convenience “_FE,HChI?h}) _ :e._a \:111; l Ccomt;a—
of legitimately in some cases may, however, prove of d(}leﬁiLﬁ 1:!eneﬁ-t 1, rfaa u:d%-mdit'ure o1 t}\vo
son is being made between the proportion of current product Lig}fotizz!(} to \; d{{e.\pez’} e iy
countries, an analysis based on the constituents of the gross national proGuct may i g
misleading. ‘ o o
The principal reason is that the two qoup%ries may havea \-'ery'chtferernf d;a.;trlbugzon\:(;i:écil&it
axation. One country may levy allits indirect taxation on the ;tems_ of Iw_nsun}qera e,ére ditare,
while the other may adopt an indirect tax system in which the Laxes‘ are 'sp1]m 1:1.;”]‘(@:%1;3
tvenly over the whole of final output  In the first case, 1t may In ])I‘Z’LLFIC‘E 1n3;1¢ "li | 130 )-o;tion
difference to the answer whether or not the taxes are taken ofl consumption be orgi..itgc P {13 e
'of war to total expenditure is calculated, while, in the second case, it will maim noc i Q‘erenuwc;rkgn .
& such cases, it is clearly best to work at factor cost rather than at marl\e}, \-'alg_t,&., zu{,ces orl algl
lat market values, the proportionate war expenditure ol the cmn‘ltry‘_\-\rhos?e uu.hrecl‘ttmc Atll ca
evied on consumers’ goods is unduly §18133‘6$5€C1; while 1ts prop(‘)ruona}c e‘:\pez:c; %re (:l.Ith o
ummers’ goods and services is correspondingly inflated  This inflation has -nothmg:1 o ?\;\;] | the
greater use of resources for the satisfaction of the needs ol consumers m the one country, b
%é'_gimply to the character of its tax system. \

CHAPTER 111

A WORKING SYSTEM OF SOCIAL ACCOUNTING

t

" The preceding chapter set out in simple terms the generalideas of sociul aﬁ;mznt}ng‘and s%mwelc}t
w such aggregates as the national mcome could be built up from thje syz'ztem‘ 0 ‘.:u-clzmm is o
as important then to be able to see the woud in spite of the trees  But, In practica .\.Vof E ;5
Fé,ef.S“are very important and it is the object of th_ls chapter to discuss some of ?he 111(31:&1“(;‘@‘_ ai L. 1
oblems that arise by means of an example which may reasonably be held to'desu‘u De d..tl 8131,
conoriic systemn in sufficient detail for many practical purposes Ihis cxample,.?t m‘usl' J:(_
{phasized, is no more than an example and to anyone accustomed to the ;u:cmm{_s of a large
dertaking, such as General Motors or the Loadon County Council, it }.\rzil still appg:lll as a dlastg:
implification  This, however, is part of its purpose, and more detail can be obtained b__\,f sub-
1ding accounis or censiderations  Such subdivisions provide their own PI‘()bl({‘.ﬂ‘ITS,.V\fh‘llch are
strignored altogether until the general lay-outl is clear 1t will be convenient at this stage to
cuss the main accounting entities and the kinds of accounts they should keep, and then to
g their accounts together in one fully articulated system
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The accounting entities in a closed economy may conveniently be grouped into sectors:
productive enterprises, financial infermediaries, insurance and social security agencies and final
consumers. Since no important economy is closed, a fifth sector, the rest of the world, must be
added in order to provide a closed system with no loose ends. It will be noticed that in the list
just given public authorities are not mentioned  The reason is that each of the infernal sectors
may be subdivided into a private and a public authority sphere  Thisis obviously true of produc-
tive enterprises and the distinction is important for a number of reasons The most {opical
perhaps is the fact that public-authority enterprises, being more subject to social control than
private enterprises, may be mote readily used, through the timing of their capital formation, to
help to stabilize the general level of activity It is therefore important to know the relative
contribution made in normal times by these two types of enterprise to domestic capital {ormation
as a whole  The line between those enterprises which can and those which cannot be controlled
15 clearly not a hard-and-fast one and, in any country, there is likely to be a considerable range of
activity carried on by privately controlled enterprises, which are subject to some measure of
persuasion by government agencies.  Also the existence of semi-public enterprises of one sort and
another makes a hard-and-last line difficult to draw and renders international comparisens on
this point difficult.

The second sector comprises the banking system, private agencies providing financial faeilities,
such as discount and acceptance houses, building societies, hire-purchase companies, savings
banks and investment trusts, and also public agencies, such as loan corporations and exchange
stabilization funds.

The third principal sector is composed, in the private sphere, of all forms of insurance and
‘assurance companies and societies  These organizations are regarded here as essentially aggregates
of users who club together to provide the funds necessary to pay claims and also to pay for the
labour, management and equipment needed to enable fhe organizations to function. It is of
course recognized that, with the exception of certain mutual undertakings, this is not the order of
initiative in the real world It could be argued that certain charities whose chizct is to provide
financial relief should be included in this category. In fact, many charitable organizations
provide, not only services such as the maintenance and care of children, but alse financial
assistance The discussion of transfer payments in kind undertaken on page 34 above in connexion
with the classification of public authorities is relevant here also. On the public authority side,
this sector comprises all social security funds and other provision for relief and assistance which
is not provided by means of a common service. In war time, other aspects of government activity

in this sphere have made their appearance, notably in the field of war risks and war damage
insurance.

Final consumers in the private sector are mainly individuals, but non-profit-malking bodies
such as charities, colleges, etc, may, for purposes of simplicity, be put into the same category
It is alwidys possible, in principle, to treat them separately should need arise, though there are
usuatly considerable statistical difficulties in the way of achieving such a distinction in practice
Cn the public authority side, all that part of government activity which is concerned with the pro-
vision of cornmon services, such as education, public health or defence, may be included in this
sector.  In this aspect of their work, government agencies are regarded as agents of the community
whose function is to organize common services on behalf of the community, but who are themselves
the final buyers of these services, since they are not then sold to those who ultimately consume them
excepl in unimportant cases for which provision can be made The problem of allocation in the
case where public authorities provide intermediate services has already been discussed on page 33
above

The rest of the world may be presented in one single account, since from the present point of
view we are not interested ex hypoikes: in the detail of the iransactions outside the country under
investigation

A few remarks may conveniently be made at this point about the nature of the entities with
which we have to deal. In the first place, by the total product of an economy or a country it is
usual to mean one of two things: either (z) the geographical preduct—that is, the value of goods
and services of all kinds produced in a certain territorial area excluding, of course, the value of
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. nent goods or services imported into that area, ot (2) the'pr_oductlgf lt‘ne lf&ﬁfxsh 0{2
otion sssed by the normal residents of that area  The principal difference betwee
ouction pOSSL}is is that the first excludes and the second inciudes the nel income accrulng
e e Gfmfﬁlthe overseas investments of its normal residents  In times of war, when ialjge
O nts rOf military and other personne! take place, it is also important to be clear on the
'Q.Y‘?Pleﬂ;s foghese ter%pomry non-residents  In the British official estimates, jthe_ income qnsu}*x}g
rz;[‘ng}evr;rs?ms investments and that accruing to British persor?nel qvers?cas 15t 12(;1};11(.{1:?}%\{;(;}1:3{:61;
Yiohal income It is usual to include at least income from overseas inves I'I:IEI'I s ai nvers
e 1 ome arising within the geographical area concerned which accrues to investors
éfzgigde Ilr?ethe case, however, of certain primitive cconomies in which foreigners have large

4, . )

shiomic interests, it may be more useful for most purposes to work with the concept of the

opraphical product.l ' . "
'gTAi)rocitsctive enterprise is an entity in which a number of factprs of pg‘oductzoiunaz;cérnj;?;m
nediate products and services are _broughé t'ogetbcr‘ fgzt‘ ‘glec E?}L{l,rif)??sc%g gr?ril:t?mgg’ais‘; tie ca%{; n.
e mber of goods or services. Gamn may n i ' ive, g :

rﬁ;; agé}\?emment %uterprisgs tsuch as Cizlhe Brlixsh ?;r;c;’gll Z?Ssibggﬁcgeﬁgogg thcfncatzﬁzeeét;irdt;l;g
oductive agencies organized to provide employme : er: o the standard
»pt is an obvious one, but as we get farther away from this standard the ep
ﬁ%n&i}: ff;ic‘?ljiaicur:t For example, real estate companies, which é)rowde acc?{;“;lrnlmc{lgzrllt;grri
ogether with certain incidental services such as cleamng and Iift a}ften ancre, artiv(l:m re;}{;t nter
rises. But accommodation may also be provided by individual house alwnerfsntename thelr
premises to occupiers and at most take care of msur‘ance'al}?i si11}ct¥ralln1a1 fenance. It &
not usual to treat such landlords as enterprises, although it is conceptually 1po ihie fo Qo s
Tn such a case, however, the distinction between the landlord in ]]IS{ Pers:)]n?hna::wnmuoccupier
caf{jd'city is likely to be very weak  The same applies with even more forece to the

i i | ises  An exs in the case
{ inal goods and services are provided by enterprises.  An example occurs in the casc
of dol\nscfs;lé gervié’e rendered by individuals to private households If ‘ilt were tlhgughtedteoszis;;)lt
on conceptual grounds to arrange matters otherwise, it would be pusm}al_e 12 tna'c?sof o I LO{
hoéuseholds, as opposed to the people living in them, as enterprses Fio'm t{;‘e %otn oL view o
bgic, this would have a great deal to recommengl it, but.Lt would have the _15& \_:-1{_1 flg hat!
vould lead to a treatment of economic transactions ‘colus}derably removed from ox;inbc »ry]iﬁicult
As a consequence, the transactions that would appear in this proposed .trfzatm_ent \fa?. d be c'i“his !
o measure and in any case would be measured only by a series of :Lr_intlex_ry m}putall{}ns o
not, of course, a decisive argument against such a treatment, but it brings into clear re
difference between the operational and the theoretical approach to the subject

i The contribution of an enterprise to the national product is measured by ta}kmg th[f S'u'ﬁ}t{-]i
the payments it malkes to the factors of production it employs plus zts*'{}p{:lratlf}g g;fp urso ;Ler?r
allowance has been made for depreciation, obsolescence, %mgl debts and similar g‘aargfi_:;' pluri,trie)s
debited to operating account. 1t is evident that an enterprise may G‘p(zmt(?.m. sv:z(élra [l).?l{diti{}n’ll
either because of the wide range of products which it praduces or because it provi C‘i --di;wlcr

services, such as transport and distribution, in_addition to, say, mn.nufactm.mg : f‘cglmc;t e,i,rgn,
vill not normally be possible to obtain an industry classification of thle. nat;cl)]nal ]);},9 iﬁ\rol\red
:principle from the study of financial accounts; an element of aosf—acc:euntmg will a 'io ;cme factoz;
he same is equally true of a classification by factor shares  For axample, })pag .0 Lhe factc

hare rent will appear in the profits of real estate companies and can only L.é 15@21 Rtgdb ﬂo}é
gst-accounting methods 1t will be seen that the classifications of the mnt'u':)ln;ét1 _prf}, Ltl.Cj do not
Tise easily in practice from a study of accounts At the same time, a detgl ed investigatio ]
distinctions that can be made in the real world is necessary if records are to be kept in such

¥ Tor an example of the importance of this distinction. sec Meﬁﬁuri!lg National Income bt C-Glm??};%?:i;;zzg‘zn
58 P Duang in Studies en Fncome and Wealth, Yol VI {1946). Part VI, pages 145-174. 1-.1“513.1.].[4 L:b Loundosn
figuiry which Miss Deane has been undertaking at the National Institute of Economic and Sacial Researeh. L

esults of this enquiry will shortly appear in the Institute’s serics of occasional papers

I'Ihis distinction is discussed at greater length on page 93 below
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a way that requirements can be met. Alternatively, it may appear that certain theoretical
distinctions cannot be met and that, in terms of operations which will indicate how they are to
be measured, they are meaningless

The operating account of an enterprise shows the receipis, costs and charges, and surplus
arising from the activity of the peried At the same time, there are other receipts accruing to
the enterprise which are available for distribution  Examples are investment income and realized
capital gains {which may be negative)} and these, together with the operating surplus of the period,
may be brought together in a separate account called the appropriation account  On the pay-
ments side of this account are shown dividends and withdrawals, direct taxes and a balance
which is transferred to the concern's reserve account and represents an addition to business savings
or undistriibuted profits  Receipts of capital funds from other sources such as borrowing, the
sale of assets and claims, and allowances for depreciation, obsolescence, etc, are shown together
with business saving on the receipts side of the capital and reserve accounts, while the other
sides show the payments for capital equipment and inventories and for investments and claims
of alf kinds It will readily be appreciated that, just as it is necessary to subdivide the operating
account of a complex concern so as to find out the extent of its participation in different branches
of activity, so it may equally be necessary to subdivide the capital and reserve accounts in order
to distinguish capital transfers of different kinds.

The second sector—namely, financial intermediaries—of which the banking system is usually
the most important single element, is normally partly privately owned and partly operated by
public authorities. Many of its constituents are privately owned and provide a service for gain,

. but the influence of this sector on the functioning of the economic system is out of all proportion
“to its contribution to the national product. It would thus be inconvenient to combine it with
productive enterprises, {or such a combination would obscure the movements of banking funds
which are capable of changing so differently from those of ordinary productive enterprises.

Financial intermediaries require special lreatment in view of the diflerent functions they
perform and the method they adopt in charging for their services. Consider commercial banks
as a typical example. On the one hand, they provide services to their customers in the form of

keeping their accounts for them and providing advice on various financial matters TFor this®

they make a charge which, in some cases, is inadequate On the other hand, they lend the
money depesited with them, whether as a result of their own activities or not, and from this
receive a net return large enough to enable them to subsidize the other aspect of their business

If we treated banks (and other financial intermediaries) like ordinary businesses, we should
show as their sales proceeds simply their charges to customers and, as a consequence, a deficit
rather than a surplus would appear on the other side of the operating account  In practice, this
deficit would be so large that the property income generated in banking and even perhaps the
whole income generated in banking would appear to be negative  This 1s clearly unsatisfactory.
Alternatively, we might credit the interest received by banks to their operating accounts, but
exclade deposit interest from our caleulation of the income generated in banking The effect
of this would be to include in the national income all interest paid out by concerns of all types,
with the exception of deposit and similar interest paid by Anancial intermediaries together with
all wages, salaries and operating surpluses, whether arising in financial intermeadiaries or elsewhere
This is tantamount to assuming that interest payments made by enterprises are none the less
ncome generated in these enterprises because the lender happens to be a financial intermediary,
and that the wages, salaries and profits accruing to those who work in and own banks are to be
treated as the net contribution of bankingito the national income withoutl any deduction in other
parts of the economy

For a different reason, this treatment may be thought to over-estimate the total income
generated in all branches of activity. The point is that since the services of banks to their
custorners are paid for only indirectly they do not appear as a charge against the user. Where
the user is an enterprise, this means that its operating surplus is larger than it would be if such
a charge were made  Theincome generated in banking as just defined reflects this and accordingly
duplication is involved fo the extent of the value of banking services rendered to but not paid
for by enterprises  Another way of looking at the matter is to note that, in'so far as banks do

R T Bl B w s e R T TSR TS

jot-charge sufficient to cover the value of the services they render, thg‘ 'ilngarbe%t; Y paynzﬁilég gc;
4nks must snclude a service charge and are not, therefore, true interest in the sense req

factor share ’ - | V

“ These difficulties can be resolved by the following pwcedulre' ..Aj.} mclon}eés: aslnpat:e&cil'\:tt’fs1

ank depositors for the use of their money equal to the excess of 1111{:265}' anc_.dljvi ft,n_c snréa]n[_ e
Ey banks over interest paid out and this income 1s assumed to be used in paym‘%, " far ?'thra; éjiclc

anking services. In the case of persons, this imputed income and umlf}y ahpp.;%l_s on t£1 e S
'f the revenue account of persons, but, in the case of enterprises 0{ all l‘md_?i tml nin%xl f-eim at:zzi
s charged to operating account, thus diminishing the surplus o-f. the ente?zls?e \F ]tllL *tl‘us?ment
acome is credited to the appropriation account, thus restnc_tmg thg ] eci'l? . ni,] a ]rccedin
to'the operating surplus alone In this way, the form of dupiication referred to i the p 54
paragraph is avoided. o | . B

In dealing with the banks themselves it 1s convenient o credit to _appmpmg%wa rat }t':;ndhtli}
erating account all interest and dividends received. as t_he case'of. o_thle;r tm'ni%lbnr?f]?'cie o~
ebit the appropriation account, not onlylmth t!‘;e c‘ii'\rldends nnd La,\ea,b u]-_a 50 m’i‘es ils n
interest and the imputed income of depositors. The imputed outlay on banking servic ,
“ourse, credited to the operating account of banks . ‘
. If it could be assumed that the imputed service {:hm‘gc_zlin the case of .ent:eg‘pnse? ':.a'as‘t?aie1‘ti.
the method here suggested would give similar results to the ™ aggregates of individuals : 1;1'3{-_ ;()Cc*l
The allocation of the total amount imputed between persons and busmesseg can 01‘1ly-h'(, {iseec* zi
knowledge of the bank expenses incurred in respect of, but not charged to, these two types
depositor .

' This somewhat involved treatment can perhaps be grasped more easily by me’gns of.a:i‘mim?t
tical example  The treatment of banks is therefore set out in detail in Clmptc; VE, which deals
‘with methods of ensuring consistency in the layout of the accounting system .

... Income and a corresponding outlay are only imputed in the cases where a service not cé'mrg)elcé
Hor directly occurs  In the field of other ﬁpaf‘lcml intermediaries, 1nv.estmezu trusts are a.r'l1 mr\i\tﬁirb
‘of a type of enterprise where imputation is important: hire-purchase companies are a case u

t is not. -

" The third seclor mentioned above is composed of all forms of insurance and assurance .unrde;—
aking, pensions funds, social security funds and government agencies dealing w1ti1datsszs§§"rlwf
nd relief. It may seem strange thal such entities should be segregated and groupe t}ogf,_ esé

n particular, they may very well be organised in the form of productive enterprises 151. he -be:;d»

hat, along with acting as a channel for the redistribution of funds, they are also engaged In proy A

rig, frequently for gain, a current service—namely, secunty or a knowledge thlat p%:;)}rzsxonlﬂ

cing made for the normal hazards of existence  Equally, they partake of the nat'uvre‘o ll?ancu-
fermediaries in that they act to some extent as a channel for saving and as providers of }ﬂa'nc;{;
or. borrowers Bul neither of these parallels seems important compared with their pn.nm%)ad
activity, which is to organise the redistribution of certain types of funds  Thus, publicly cantro?e
ocial security funds, which engage in activity similar to that undertaken by private pensl_orrl
funds and sickness and workmen's compensation insurance, can hardly be regarded as product_z_\ ,L
efiterprises, although of course the staff engaged in them do provide a service to the cornn*.mmt}
Insurance companies, like financial intermediaries, are partly financed from sources, 1.1’1‘.\-'35}-]
nt income, other than payments for the services they render But there is also an additiona
mplication due to the fact that the payments made by policy-holders, premiums, comprise i

“part a payment for services and in part saving. These considerations provide an additional

dson for keeping insurance and social security agencies separate from other types of economic

R . ) . : e re syating
The above factors are reflected in the accounting system by showing revenue, operating,

Aappropriation, and capital and reserve accounts for insurance companies and societies.  The
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first of these, the revenue account, is itsell subdivided so that transactions with different types
of policy-holder are kept distinct. In the present example, separate revenue accounts are shown
for enterprises of all forms, final consumers and the rest of the world  Into these revenue accounts
are paid, not only premiums, but also imputed charges equal to the investment income accruing
in respect of business done with the different distinct classes of policy-holder  Since if s only in
the case of life assurance that large reserves are built up by insurance companies and since this
form of assurance is almost wholly a transaction with individuals, most of the imputed charge
will be debited to final consumers ~ The opposite sides of the revenue accounts show the payments
in respect of claims and surrenders, transfers fo reserve in respect of the increase in accruing
Hability and a transfer to operating account of the balance which represents the total contribution
of the different classes of policy-holder, whether from premiums or from the investment income of
the insurance companies themselves, towards the cost of conducting insurance business

The receipts of the operating account are made up entirely of the transfers just mentioned.
The payments are similar to those appearing in any other type of business

The appropriation account shows the surplus from the o
interest and dividends received by insurance companies
income to policy-holders, by definition equal to the char
along with dividends and withdrawals, direct ¢
reserve account.

perating account together with the

On the payments side the imputed
ge imputed to policy-holders, appears
axes and transfers of surplus to the capital and

It will be seen that this arrangement ensures that in the relevant particulars insurance
companies and societies are treated like fnancial intermediaries. It also makes possible the
construction of an account of personal income and outlay — This is obtained by consolidating
the sub-account for final consumers, in this example restricted to persons, in the revenue accounte
of insurance companies and socicties with the revenue account for persons These accounts are
numbered (12 a) and (20) in the example given below In this way, an amount equal to the
imputed income of personal policy-holders is substituted on the receipts side of the revenue account
of persons for the claims, surrenders and annuities received.  On the payments side, two items
are substituted for the premiums and consideration for annuities paid.  These are, first, an amount
equal to the cost of transacting insurance business for personal policy-holders which s an item
of consumers’ expenditure and, second, an amount equal to the sums transferred to insurance
reserves in respect of personal business which is an item of personal saving made through the

medium of insurance companies Most of this saving will of course arise in connexion with life
assurance

The revenue account for private pensions funds (16}, in the example, may also be consolidated
with the revenue account for persons in arriving at ap account of personal income and outlay.
It will be noticed that in carrying through these consolidations no distinction is made between
lump-sum and recurrent benelits  If it were thought desirable to include the latter in income a
more refined trealment would be necessary. In the case of social security funds, the consolidation
would not normally be made since it is usual to treat the contributions as taxes and the claims
and benefits as transfer payments Further refinements are, however, clearly possible and for
some purposes might be thought desirable.

The effect of this consclidation on consumers’ outlay may be restated as {o!
considers one type of business, say, life assurance, it is clear that t}
interest flowing into this branch of activity can be divided into {]
amount necessary to pay current claims, annuities, ete  This represents a transfer from one sef
of persons to another Second, there are the sums needed to meet the costs and charges of all
kinds incurred in current operations, including the profits, distributed and undistributed, of this
branch of activity. This is the cost of assurance services and can be treated as an item in con-
sumers’ expenditure on goods and services The remainder is the net addition to the assurance

fund and represents the saving of persons as a whole through the medium of life assurance TPre-
mium payments are not simply

4 payment for goods and services, nor are they simply a form of
saving, but a mixture of the two

lows If one
1e total of premiums, ete , and
wree parts. First, there is the

— 43 —

i i -profit-making can conve-
ial security [unds operated by government agencies ben?g non %}gﬁif ];’llg!;}il;gi -an conve:
' e oot Bf an accounting point of view in a simpler way. ‘lhe lo g) oty
niently be get ul}ymmu‘ie the contributions are compulsory, and, for this rezE5011,bau, irceinment
may be noiec} . &Sécon,d special contributions put of revenue are often( mchle' y %o vernment
I—Egarc}ed a?_t?::fs d most ’important they are operated on a n_ot—'for—proﬁt. pdSiSlC%? n to their
age}.wlg;mrr{:;éiala;; character, so that they show 1lei£ICJler a proﬁt 11?{1? ilﬁs;i.;nb 32 t; (1:{3), Lo therr
o erati 5. 7 ; bhe operated on an actuarial basis, b hey have th
el gxperﬁieb{ tige?oi:;?%/n?élll;]ggrllﬁ?cg t?}empanci may readily develop negatz_vet{ﬁs]fllg‘fgg etl{;
e S{I;e%tfl Oal E"{%S of severe unemployment Unemployment fund§_ in par 1{:1&;5EWB 10
fcz; ?lza;ng?\;(fffxtﬁ?sta}l;iiizing influence, since they tax and save in good times and _
gistribzzte purchasing power in bad times , L somroimaking bodics
The fourth sector comprises final consumers, whether peli{sn‘i i?lnre-lldiiypbe {-majeng boces
blic authorities providing commen goods and services i t e e e he oo,
cash of per the accounts could be treated on the pattern of a productive Pr; e Lhe ope
tath o personf ofl L;ur] individual would show on the receipts side paymen;cs for 53‘1121}2 aliowances:
ftgstff?t%ca;cigilﬂ the value of receipts in kind, pension 533{/1:1&%;}31% ii?cpsgsifé;{n stion and
: : 5 - 518 r - - .
et . Tl}e.payr’neflts stiin;V? :11;} j]lfl?y’,ti?l?hzogé‘;t;ng;léuitec‘l in arriving at this ;*_‘;rplus mlgiitto f;lmﬁ}é
b mledUEl'l Stl ?pféaens\l:e of lc;btaining tools, working equipment, etc., wiuch,‘]?]t ?}uns made to
o Conﬁne_c% m‘ ‘]Lt :_d ri);o buy out of his earnings. Alternatively, an attempt mxlgn} stre';tment
employee is Expec Lf bmiﬂibnx the earnings shown on the receipts side Su;:%} a_mlaq 305:;ibility
assess ail,,tl_‘e c‘fstso (z);e\fim is% not usually adopted, mainly because of the practica 1}rnlze sibility
o desiding how wc?h of what individuals buy is a cost of their work and hpw mu:?s _afd :;thel"
o .clemdmg h‘m'\i]mt} t of merely staying alive Tor this reason, 1t 18 usual for f\ﬂé,le and other
e acom t‘e 1(505 defined as to include costs to the employer which benefit the ndiidus,
ot ‘L"O te'f{znsbcustonﬂglri]y charged to wages and to start the set of_ Pm*_sotﬂaofc count
and to ex?l.l_lﬁle,{jcl)s, ! e,L ropriation account. In it is shown the other current 1(ﬂCrE_’1p 5;1 wlI“fich ne
:zi'fé}tizg;a;r§2ifleg& fr}oilnpfager{y or {from transfers of one S:ort or‘1 sar;?ltcllle;é ;L\r:icgeisl1e n:‘e :S; ; " neurance
sum lotal of receipts is laid out buyujg consumers’ good: > )
charges and direct taxation, and making tmnsfer.s 1o {::Lpiltaé cllccoun ¢ common services
Public authorities in their principal economic aspect. asTtl e 'Org{tisfacto1-y e oointe
@ also treated as final consumers, rather than as proch_icers n;. is s¢ ‘ a « o S B
o hey are the last in the chain of economic transactions leadmb. up lese servicss
of view, since t ]f?{*f‘r'xblc in connexion with economic policy that government transacll s shou @
et clea__rlyl ,esuA difficulty due to the fact that seme of the services they supp 13{ are e
edint sepqlate }1 final and are therefore allocated to the wrong category has gllen t{s jeen
medlatle I‘%h?ﬁ%‘%’: thou i}t however, that as agents only they should be {1_111{1111'1;;{(39.1 tilis ong
s delio t} the %co'nomy as a whole there would be no practical advant%s 11  this, Dt
{t becom e ia z in a study of the redistribution of income where the exj:ent- L0 ¥ o d
it becm‘nes 13@%@203517 ﬁeneﬁt the members of, say, different income groupﬁs is'ab ;(r;pt?ie;r o,
ferent {70?11.1‘19;1 smat advantage of each of these groups as are the taxes they p.lyl - their pro-
dgt}:rm”mmg '“elr'{cb . othecl Lt:la‘mt for many purposes, the elimination of public autg}o}rl es in the
vision * It shou 1L. ILI ”undesir;b'le because government expenditure is not mf}'“?#% J}"It'ci }'&in °
oy proposed_ o ulg . ybusiness expénditure and it is important in mterpreifmg an a1i : {]; ntl{;
factors as pelsmj‘il‘ a;){it should be treated separately. This fits in with the point ofnvleu_f 1“:12(;0&;115
Sopentin C'hm'ilg'(: 1 orandum that, for many purposes, it is desirable to keep the S{‘)IC1&' ceounts
91313(3&1‘111%»111; ];z It%?lhibit clearly the different classes of decisgon;mc;ﬂu'ng ;zénts in the re:
imd the £ype of distincti have i ind in arriving al their decisio
and the type of distinction they have in minc & ir decsl e onse end
‘he fi or, the rest ping the last account, brings together th ¢ .
Jr?ifr:lglfitr? 'Sjidt?i':’ i;iiff]zngg{ tﬂiﬁo\zzilf bit”cgamains nothing new: 1t 15 not an independent
remai L

1 See pape 33 above A e
# gfz }L ;%,Lc?t study on thesc lines by i ibl\nm_.-}. Lntntlgd J.h_
{1045} This study. which deals with fhe United Wingdom in 1937,

¢ Redistribution ol Income through Public I;ina‘nuc
i was published by the Oxford University Press
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It is assumed that we are only interested in transactions between the rest of the world

and the country studied, and not in transactions taking place within the rest of the world The
account may therefore be presented in consolidated form  For some problems it may be necessary
to subdivide this account, the most usual subdivision needed being on a geographical basis

The following accounts relate to a system simplified in the manner just described The
figures used are invented, and their purpose is to provide a ready demonstration of certain equa-
lities. The items in this set of accounts will be discussed in detail, as also will the derivation of

aggregates such as the national income and expenditure

The systemn may be summarized thus:

Sector I — Productive Enterprises

Business ENTERPHISES

(1) Operating secount;
(2}  Appropriation aceount;
(3} Capital recount;

1) Heserve account

Penrsons (Housk-ownNErsuin)

(5) Operating rceount,

Sector II. -« Financial Intermediaries.

BankING SYSTEM
(6) Operating account;
(1) Appregriation account;

{8) Capital and reserve account.

Oteen Ivancial INTERMEDIARIES

(%) Operating account;
(10} Appropriation account;

(11} Capital and reserve account

-

Sector III. — Insurance and Social Security Agencies.

Insunance COMPANIES AND SOCIETIES

{12} Hevenue accounts:
(e) Enterprises, cte;
(#) Fipal consumers;
{e} Rest of the world;
{13) Operating acenunt;
{14) Appropriution account;

(I5) Capital and reserve account.

Sector 1V.

Penrsons

{20  Revenue account;

(21)  Capital and veserve aceount

Prsvare Prwnsions Funps

(16) Revenue avcount;

17)  Capital and reserve aceount
B

Socian Securiry Funops

(18) Revenue account;

{19)  Capital and reserve account

— Final Consumers.

Puniic GorLLECcIvE Provipuns

(22)  Revenue accounty

(24} Capital and resuive aceount

Sector V — The Rest of the World

ALl Boomoaic ENTITIES

{24) Consolidated account

The content of these accounts is set out in the [oliowing pages and discussed in detwil 1 the

next chapter
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Sector 1. — Productive Interprises
Busingss ENTERPRISES

(1) Operating Acconn

et

Sales proceeds 50,000 5 Payments for factors of production :
- . a) Wages, salaries, cre. 3,975
Subsidies . . . . . 130 () Wages, s s .
(h) Interest 500
Transfer from capital aseount in 6 Purel { d . .
. urchise roods services
respect of nnsold goods, work in ! uee ;‘151"_5 o 1500] s ”HI ‘”,r“fl“g
' = sl r H N 5 ar
progress and unused materials 0 tnejuding - banik and - soniiy .
i charges, actuat and imputed 43,025
7 Insuranve premiuvms and hmpuated
charges to policy-helders 8o
B Indirect taxes 270
9 Contributions to secial scenrity
funds 34
10 Transfer ta capital aecount in
respect ol inventories taken
over 55
1l Tranpsler to capital account in
tespect ol depreciation  and
ohsolescence 440
12 Trunsfer to revenue account of
persons in respect of bad debts 25
13 Transfer to appropriation account
of surplus 1,860
Total receipts 50,200 14 Total payments 53,200
(2) Approprigtion Accownt
Transler from operating account 24, Dividends and withdimwals 1,600
of surplus Co : - 1,800 25. Direct taxes 300
Interest . R - 10 26. Payments of contingency claims
Receipts in respect of deposits to employees and third parties
actual and imputed . : 95 (assumed to be handled by io-
Imputed receipts as policy-holders 5 surance rather than reserves) 15
. 27 Transie apital aee i
Dividends . . ‘ ] 120 2 Transfer to ) C;lpll.d] u,.t.uunt n
I Lai . respect of property insurance
nsurance claims . . ‘ 55 claims 35
Transfer {rom reserve account in 9% Transfer Lo resesve account in
respect of oxcess provision for , respect of unpaid aceruing tax
e . 3 o “ ape
taxation [ : i hablhty 45
Teansfer from reserve aceount in 29 Traasster to reserve account ol
respeet of realized capital gains 15 surplus. 110
Total receipts . . . . . . . 2,105 30. Total puyments 2,105

&




A LT

DL e L T T e K HEFU g e

et

T

&

(Eirdidy

:

i

241,
i

¥

AT

— 46 — 47

(3) Cupttal Account.

Sector II. — Financial Intermediaries.

31. Tr:'msfcr from lo»pr:tatmg. account 36, Payments for fuctors of pro- Bansine Sysrem
in respect of inventories taken - duction:
over 55 (4) Wages, salaries, ete . 133 (6} Operating dcconnt.
32 Transier from eperating sccount 37 D ases ; {
in respect of I; HE Be 87. Purchases ol goods and services 500 64. Charges to sustomers, actual and 66 Payments to factors of production:
respect ol depreciation and 38 Net hises of pxisr: . i ed: ;
obsolescence R 440 ’ pure 1‘;5‘”’10i Gxisting equp- inpated: («) Wages, salaries, ete. . . 95
. g ment and other assets o wal 7 i
33 Transler from appropriation ac- 39 Transk 5 () Actual: 67 Purchases of goods aud setvices 3
. } b eransler tog eratl ace -1 : o AT S - -
count n IES])C(!IL of prupem:v respeet ﬂ[ﬂpi'i'iEL;utg ;c(,ouut n (1) Busancb.ﬁ (:IlLl,IprkShb . 3 68, insur;lncc ]_)n}n}iun]s . . o
. . . sspect of uns s T oy s
imsuwrapee clmims | o 35 P useid goods, wm']c H . {:1) Persons o 20 60 Indirect taxes 5
34 Transter e progress and unused materials. i ARTECT ARG s C C ’
; ransfer {rom reserve ace : P ‘ .
crve agecount 490 (b) Imputed: 70 Transler to appropriatian account
‘ T S 9 . g
gy i) Business enterprises 25 ol surplus . : 50
35. Total receipts ‘ e 1,020 40. Fotal payments . . . . . . . 1,020 () [ 5 !
e (ii} Persons . . . ‘ 150
(4) Reserve Aecount. 65 Total receipts . . . ‘ . 200 71. Tetal payments S 200
41, Transler f_mm appropriation ae- 47, Transier to appropriation dccount
count 1n respect of unpaid tnrespect of excess provision [or (1) Appropriation dccount
aceruing tax Habilicy . 45 taxation 5
i L . . . . P . - . ]
42 'Pansfer from apprapriation ae- 48, Transfer to appropriation account 72, Traunsfer {rom operaling account 77, Payments to depositors actual and
. count of surplus . . . 110 in respect  of realised capital of surplus S 50 imputed:
43 Receipts from subscription to new gains | . Co 15 73. Interest - ‘ : 200 {a) Actual:
issues, clo S o 345 49. Transfer to capital aceount . . 490 74, Dividends . . . ‘ 50 {i} Business enterprises . 45
44 Other new borrawing from: 50 Net sums deposited with banks 5. Insuranee claims — (if) Persuns : 30
{a) Banks . . L . a5 and given in return [or notes {b) Tmputed:
{b) Other financial intermedia- and cojn . Co : 3 40 (i) Dusiness enterprises 25
ries . L ‘ 440 51 Subscriptions to new issues, ete | 5 (11} Persons o 156
45, Receipts from redemptions and 32. Netpurchases of existing securities 5 78 Dividends and withdrawals 35
- o . . -
repayments e . 15 53. Redemption and repaymaent of 19, Direct taxes Co 10
ohligations } .
. & S 20 80 Transfer to capital and reserve of
[ v T
46, Total receipts . . . . . | : 580 54. Total payments . | 580 surplus . . . . . S 5
16. Total receipts . . . . . . oo 300 81. Total payments . 300
Persons (I—Iousxznowwmnsmi’)

(5) Operating decount

- {8) Capitel and Reserve Adceown
35 Gross zental received or imputed . 500 57. Payments to factors of production: i ' i
(@) W Luri 82, Transfer {rom approptiation ac- #7  Net purchases of gold and silver
ages, salaries, ete. 70 count of surplus .~ . . . 5 bullien and coin . i5
(0) Inteross .0 20 83. Net sums deposited and received B8  Net sums deposited and given in
58.  Purchases of goods and services . 45 in return {or potes and coin . 65 return for notes and eoin —
59, Insurance premiums o 30 84. Reeeipts from subscriptions to 19  Discounts and advances to:
G60.  Indirect taxes ‘ _ ‘ 120 new issues . 5 {2) Business enterprises 2?
: . ‘ - : s 3
61, Traasfer to personal capital and 85. Receipts from redemptions and (b} 1_3“_5(}“ i ‘ s
reserve account in respect of _ repayments .. . . : 10 90  Subscriptions te uew issues, ete 35
depreciation and obsolescence . 50 91.  Net purchase of existing securities 5
62 Transfer to personal revenue ac- 92, Redemptions and 1epayments of
count of surplus . S 165 obligations . o o o
56. Total receipts g -
: S 00 ot , :
! 63 Total payments . A 500 86. Totnl receipts . . . . . . . . . 85 43. Total payments oo o 85




s A S Y

T e
e e

AR - SRR T T e s Y

— 45 — — 4y —
OmnER Frvanciar INTERMEDIARIES Sector 111, — Insurance and Social Security Agencies.
(9) Operating Account InsunrancE CoMPAMIES AND SOCIETIES
{12) Revenne Accounts.
94. Charges to sustomers uectual and 96 Payments to [actors of production:
imputed: {n) Wages, salaries, ete. . . 120 i i
(a) Actual: o {(#) Business Enterprises.
s 07, Purchuases of soods and services .
#1. Purchuses of goods and services . 30 . :
{i) Business enterprises 15 98 | . Premiums less commissions to 125, Claims and surrenders ‘ 60
\ - Insurance premiums . . o 10 ' ov-holde 115 ; i
{ii) Persons . 135 . ~ pelicy-holders . : 126. Transler to rescrve aceounl in
99 Indirect taxes . . oL g . 1 5 wenecl of incr . i
{6} Imputed: ‘ - o 3. Imputed chargss : ; respect of increase in acciuing
_ ) ' LG0 Transler to appropriation account ‘ liability oo .
(i) Business enterprises 5 of surplus 40 b _ .
. - s : 127 Transfer te operating account of
(i) Persons . o 50
surplas . . . . o : 60
95 Total receipts . o 205 . 101, Toral payments 205 “Potal receipts . . . . . . _ 120 128 Total payments . ‘ 120
. {1} Persons
{10) Appropriation dceount. v
Premiums less comumisgions  to 133. Claims and surrenders . 00
102 Transfer from eperating acconnt . 107 Payments to depositors actual policy-holders . ‘ 1o 184 Annuitics S C 30 fi
- , . P ST ST ! o , 1
’ of surplus - : 40 and imputed: Considerations for annuities . 45 135 Transler to reserve account in &
103. Iaterest . . o 80 . Imputed charges . . . 65 respect of increase in accruing 4
a) Actual: P = Ii 1[)'1' 35 '9
Ty . . . tability e i) Jiis
104, Pividends . 20 {i) Business enterprises 20 ¥ i
Ty » aperall aee -3 G
105 Tnsurance elaims . 5 (ii) Persons . ‘ . 25 136 Traasfer to operating account in )
respect of surplus o 85 5
{6) Imputed: :
{r) Business cnterprises . 5 : Total receipts . . . . . . 240 137. Total payments = . . . . . 240 j
. (if) Persons oo . . 50
108, Dividends and withdrawals o 25 (¢} Rest ol the Workd
109, Direct taxes o . ‘ 10 ai
110 T { ' Premiums less commissions to 141. Claims and surrenders . ‘ 5
1 Cranster to capital g PESCIVE i ‘ :
arerlo apital and “'b“”"j”f 10 S policy-holders C : i 142 Transfer te reserve account 1in i
N plus : Co : 136, Imputed charges ‘ e respect of increase in ascruing "
o e el . . . ' SENITH — e
5 106. Total receipts o 145 111 Total puyments . S 145 liabilicy : o {2
B 143 'fransler te operating account of i
4 surplus . : o 5 ‘;1
it (11} Capital and Reserve Account, o ‘ *
i 140, Total reeeipte . . . . . . . . 10 144, Total payments . . o 16 g ;t;q
! L12. Transfer from appropriation ac- 117 Mertgage and similar advances to: A . 1 v
count of surplus . . . . . 10 ) . . (13) Operating secount, %1?.-
113, M ) sirndlar deb , {(#) Business enterprises | . 40 R
13, Moctgage and similar debts repaic dar . . \ . b2 3413
hy? B P (b) Persons : L5 5. Transfers {rom revenuc sccounts: 147 Payments to factors of production: “Erg
((',} Business snterorise 118, Net sums deposited with banks (a) Business enterpriscs . 60 (a) Wages, salavics, cte 10 i
'} Business enterprises . . — and given to banks in return b"P a5 (5) Intercst 16 #F
(b} Persons o o a0 for netes and coin 5 (b) Persons. . . ' 48 Purcl i‘ e nd - a9 %%
. gt 1y kW L4ad UTCHASES 0f Z00uUds and S21Vies: ] , ph
114 Net sums deposited ‘ L 5 119, Net purchase of existing seourities 15 (¢} Rest of the world : ' > 149 Tndirest L ° 5 I
‘ : . e : 40 Indirect taxes . . : 5
115 Receipts from redemptions and 120, Subgeriptions to new issues 5 ’ . iati 3 Ezg
; ‘ 150 Transler to appropriation account 4
Iﬁi}d}’m(ﬁlltﬁ . Lo . 5 0["51}{1)1[;5 ) A, . 4.5 ‘.
. q E"
116. Total receipts . . . . . . . . . 110 121, Total payments . . . . . . 110 Total receipts . . o . 158 151 Total payments . . . 150 ‘:i
. it
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il
(14} Appropriation Account, . : Socrar Szcumzy Funps il
i
(18) Revenue Account. §1
152, 11‘1;155” II””“ operating account " 166 Impuied payments to policy-helders: 182. Contributions . . . . . . o 99 187 Claims and benefits . 85 Er
of suzplus 4 . . i ) ik
e ! e {a) Business cnterprises 5 183 Transfer from public collective 188 Payments Lo lactors of production: - ;
153 Inierest : a9 {b) Persouns 65 providers . ‘ o . 15 (0} Wages, safuries, cto. 10 il
154, Dividends o i5 157 Dividends and withdeawals 20 184. Interest 5 189. Purchases of goods and services 5 g
. ! . . ‘ X o ] i
158. Dircet taxes 15 185 Dividends . L — 190, Transfer to reserve aceount of i
- . surplus . . A 10 1
159, Transfer 1o capital and reserve ik
‘ - i
of surplus . : C o 10 186. Total receipts : S 110 191, Total payments . o 110 i
155. Tetal receipts . . . o 115 166, Total payments . . 115
{19} Reserve Aceonnt.
192. Transfer from revenue account ol 195 Net purchase of existing securitics 5
(15) Capital and Reserve Aecount. s surplus .. SR 10 196. Redemption and repayment of
103 Transier from public collective olligations o ‘ 5
. . . providers . .. S —
161 Transfer from revenue account in 165. Net sums deposited with banks
respect of excess accrning lia- and given to hanks inretun for 5 194. Total receipts . . : 10 197. Total payments A 10
bility . . 35 notes aned coin T 5 :
162, Transfer from appropriation ac- 166. Net purchase of existing securitics 20 Sector IV. — Iiinal Gonsumers.
vount of o - \
. 1.5“[1}]“5 16 167 Subscriptions te new issues 25 Prnsons
163. Reeeipts from sedemprions and e a0 R 1 .
repayments _ 5 (20} Revenue deconnt
. 198. Wages, salaries, etc : 5,460 212 Paymeunts to lactors of production:
164. Total receipts o o 50 ; r y = = ’ ' )
I ] 168 Total payments . . ‘ a0 199 Taterest . _ o o 405 () Wages, sularies, ete. - 105
: T . ' 213. P ase ¢ seTvice
. ; 200, Receipts, actual and fmputed, as 13 lu'rclmsu's of goods and services,
. o including bank, ete., charges,
depositors 255 o -
1 | Lold 65 actual and imputed, rentals and
: 231, Imputed receipts as poliey-holders i Rt S, -
Privatk Prnsions FUNDE P . p poley _ [L_L& to public collective pro -
209, Net return ltom house ownership 165 viders o oo 6,705
(16) Revenue decount ' 203 Dividends and withdrawals . . 1,505 214, less Tmns?alzrs {:mm npem%ia']g ats
e ‘ . . : o siness enierprises in
204 Transfers [rom publie eollestive count PUBIIESS CNECT] ! 5
. ; respect of bad debts . . w35
169. € ibuti [ : : . providers . ‘ ‘ 170 : '
9. Contributious [rom employess b 173 Pension payments L . 10 .. . 215. Ipsurance premiums . . . . 130
: 205. Contingeoey elaims . . . . . 15 o : .
170. Interest . o , 5 174 Payments to [actors of production: . 216 Considerations for annuities . . 4
; - , ) 906, Insurance claims, surrenders and 5 ] ]
171 Divideands . . —_— {n) Wages, salaries, ete. 5 Annities 120 217 Imputed charges to policy-holders 65
175, Purchase . T e _ : . : ‘ 218 Gifts and fnes to:
5 Purchuses of goods and services 207. Pensigns from private {unds ‘ 10 (a) P 70
3 Transler serue e i ) . a} Persons o o
76 Treunsler 1o reserve account of 208, Social security benefits . 85 . . . -
surplus Ce 10 (#) Public collective providers 5
200 (i am;: .
179 Total . 95 177 ¢ _ 209. Gitts from: {c} Rest of the world o 20
172 Total roeeipts o ‘ 2 ‘ al pavme ag o oo . . .
! 71 Total payments : 25 _ {¢) Persons 70 910 Ditcet taxes S 745
* - { [a . . . .
(b) Rust of the warld . 15 9220. Contributions to social security
210 Capital translers from abroad 15 fends _ _ 45
(17) Reserve dccount : 291, Contributions to private pension
funds . 20
" . ; . : 9122 Transfers to capital and reserve
178 Transfer fiom revenue of surplus 19 180. Net purchase of existi ‘urities : . e = ‘ palat at )
P el pur chase of existing securities 10 ‘ account of swrplus . . . . . 545
] ' H o~ ! ) .
179. Total receipts . oo R 10 161. Tatal payments . . e 10 211. Total reecipts = . - . 8,475 223 Totul payments . 8,475
= T Pt : = AR AT : ST adEan Y 7 i ;
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(21) Copital and Reserve decount.
994, Transfer from revenue account of 229 Payments for {actors of production:
surplus 55 (e} Wages, salaries, ete. 50
225 Bank, mortgage and similar ad- 230 Purchases of goods and services 210
vanees 3 '
231, Net purchase of existing asscts —
396, Transler {rom house-owncrship P ®
actount in respeet of deprecia- 232 Repayments of advances, mort-
tion and ebsolescence 50 gages, elc 90
9297 HReceipts from redemptions and 233 Net sums deposited with banks
P I e fep
" repayments 5 and given to banks in retura for
notes and coin 5
234. Net sums deposited with other
financial intermediaries 5
235 Net purchase of existing securities —320
236. Subscriptions to acw issues 310
228. Total receipts 650 237. Total payments 650
Pusric Coriecrive Provipeus
(22} Revenue dAccount.
238 Direct taxes 1,080 246. Payments to factors of production:
239. Indircet taxes 405 {n} Wages, sularies, ete., 800
. b) Interes 25
240, Transfer of surplus frem appro- (8) Intorest -
priation account of publicly 247 Purchases of goods and services 180
controlled enterprises . 10 N
| 248 Contributions te social security
241. Intercst 20 funds 15
5 - . , . .
242, Dividends e 249, Transfer to social security [unds i5
243, Gifts and fines 5 250 Transfers to capital and reserve
244 Feos | 10 n.ccmmt in respeet of deprecm-
tion and obsolescence 45
251 Transfer payments (national debt
intereat):
{n} Enterprises 175
(b) Persons 170
252 Sabsidies . 130
253 Transter to capital and reserve
account of surplus —25
245. Total reeeipts 1,530 254. Total payments 1,530

(23)

Cupital and Reserve Account

355

256

257.

258

Transter [lem revenue account of
surplius

Pransler from revenue account of
depreciation and obsolescence
allowances

Receipts [rom subscriptions to
new securitices

Receipts from redemptions and
repuyments

259.

Total receipts .

260. Payments to lactors ol production:
=20 (@) Wages, salaries, ete. 20
961, Purchases of goods and services a5
45 262, Net purchase of existing ussu!;sl : =20
263 Transier to social security funds .
1o 264 Net purchase of existing sccuritics 15
265 Repayment and redemption of
o abligations . o 10
30 266. Total payments . . . S 30

Sector V

— Rest of the World.
ALl Ecomonmic ENTITIES

{24y Consolidated Account

3
o
|

268
269,

Proceeds from sale of factors of
production:
{a) Wages, salaries, ste.
{b) Interest

Thvidendz and withdrawals

Troceeds from sale of goods and
services  including  existing
equipment, geold, ere.

Insurance prominms
Insurance claims
Remittances

Receipts {rom  subscriptions Lo

new issues
Other new lending

Bepayments and redemptions

277 Payments to factors of production:

‘ {a) Wages, sularies, etc 15
10 _
(b)) Interest . : 165
25
" 278 Dividends and withdrawals 60
279 Purchase ol goods aund serviees i
' including existing equipment,
gold, ete. o . 505
700 ’
. 280, Insurance premiums . 10
g 281 Tnsurance claims —
2827 Remittances L 45
20
283 Capital translers accompanying
" opersens . . o 15
25
284, Net sums deposited with hanks
- and given in return for notes
10 and coins ‘ L 10

285. Net purchases of existing secur-
ities . . o —325

286, Subscriptions to new issues

287 Repayment and redemption of
obligations S S 1

276. Total receipts

820 288, Total payments e 820
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CHAPTER IV

THE CONTENT OF THE SYSTEM OI ACCOUNTS

The system of accounts presented in the last chapter provides an outline of the problems ol
definition and treatment in this field A cleaser insight into these problems can be obtained by
considering each item in the system of accounts more closely

Sector 1. -~ Productive Interprises.

The first item of the first account, sales proceeds, might show one of two things: either the
amount due and assignable {o the accounting period-—: ¢, the value of sales in the period, or
the amount received whether in respect of goods and services sold in the period or in some other
period  The second or " receipt ” basis is never used in private accounting and is not followed
here, all the items in this example being in principle on a " receivable ” hasis. To the accountant,
the use of the terms “ receipts ” and “ payments ” in the totals for each account may appear
misleading, as also will the side of the account on which these two types of entry appear. In fact,
the changes in debtors and creditors which constitute the difference between a " receivable-
payable” and a “ receipts and payments " basis of accounting are ignored in this example except
to the extent that bad debts incurred by productive enterprises in respect of consumer purchases
are entered explicitly  Adjustments required when the period of purchase and the corresponding
payment do not coincide can readily be introduced * and the mode of presentation here adopted
must not be allowed to obscure the fact thata " receivable-payable ” system of entries is necessary
for social accounting purposes just as it is universally adopted in private accounting

Sales of goods and services may be made to any operating, revenue or capital account. The
operating account of a concern relates to all current activities undertaken as part of the business
enterprise. Tt would be possible, and for some purposes necessary, to show different manufacturing,
trading, etc, departments separately * For simplicity’s sake, this has not been done here  Ac-
cordingly, sales to the operating accounts of enterprises comprise services of all kinds and goods
at all stages of processing required in connexion with current activity. Return on the use of money
loaned or invested by productive enterprises is not regarded as a part of sales proceeds, since it
is assumed that the lending of money is not part of the business of productive enterprises Such
returns would appear together with the surpius from the operating account and certain other
receipts in the appropriation account unless the concern possessed a subsidiary or department
regularly engaged in loan business, in which case it would be desirable to class it among other
financial intermediaries.

Sales to capital account arise in respect of goods and services comprising capital formation
This item will normally be thought of in terms of construction and equipment of all kinds and
{he materials needed in connexion with capital works by the individual enterprise’s own staff.
It is clear also that certain receipts from professional services, rendered for example by lawyers,
accountants and surveyors, would also appear here in so far as they are incurred, not in connexion
with current output, but for the future benefit of the concern  In the same way, it would seem
that other expenses of a non-recurrent character such as certain types of advertising expenditure
should appear as sales to capital account in the first instance, which are then written off out of
operating revenue over a period of years It would also seermn desirable, though statistically dif-
ficult to achieve in a comprehensive way, to show reserve stocks—i e, commodities bought as
a hedge against the future rather than as an element in current operating programmes as a sale
to capital accounts direct To the extent that this could be dene it would make it possible to

! Since this memoiandum was frst drafted. researches have been started at the Department of Appiied Economics,
Cambridge. into the correct method of formulating the system outlized here from a professional accounting standpoint
See the {ortheoming publication entitled ¥ Social Accounts and the Business Enterprise Sector of the National Economy 7.
by I 8. Bray ’

* Detailed specimen accounts for individual enterprises are given in the “ Design of Accounts 7 {1g44) by T. 5 Brav
and H B Sieassy of the Incorporated Accountants Research Committee. London A second. revised. edition appeared
in 1947
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distinguish between intended changes in inventories and those involuntary changes due to con-
sumption failing to keep pace with production.

Subsidies Irom public authorities are the next item in the account and have already been
described on pages 33 and 34 above The separate item shown here relates most simply fo those
subsidies which are made in the form of a direct payment to producers Subsidies taking the {orm
of a differential in the buying and selling prices of the public authority paying the subsidy appear
in the sales proceeds of the subsidized enterprise but disappear when the operating account of
that enterprise is consolidated wich the corresponding account of the government trading
undertaking paying the subsidy which must itself be reimbursed [rom general government funds

It may be noted that certain payments commenly called subsidies, such as land drainage
grants, are not in themselves subsidies in the sense in which this term 1s used here Ihey should
be credited to capital account and the subsidy element arises only to the extent ol impuled
interest in respect of the capital sum, plus an additional amount, if it is understood that the public
authority will continue to pay for drainage upkeep so that a price can be fixed which does not
have to cover the depreciation on the original outlay. In the present instance it will be assumed
that no such grants are made

The remaining item on the receipts side of the operating account of all productive eaterprises
consists of a transfer from capital account—: ¢, the account concerned with the equipment and
other assets employed in the business as opposed to financial provisions and reserves, in respect
of unsold goods, work in progress and unused imaterials transferred to the capitalaccount. Without
an entry of this kind the enterprise would appear to make a loss in so far as processed goods were

incurred  They are assumed to be translerred to capital account at their processed cost This
entry is an offset to the cost of goods made but not sold and ensures that the operating surplus
reflects the surplus on sales outside the enterprise in the period. Looked at from another point of
view, this entry forms part of the measurement of capital formation on inventorfes, since it
shows the change in unsold materials, work in progress and products at the values they acquire
in passing through the operating account From this total there must be deducted an item on
the opposite side of the account—namely, translers to capital in respect of inventories taken over
The excess of the first over the second of these transfers in a period taken over all enterprises
shows the value of unseld output and differs from the value which the goods would have had if
sold only by the profit which the holder might expect to have gained from sale. This net total,
capital formation in inventortes, forms part of the national expenditure and is exactly matehed
when adjusted to a factor cost basis by income accruing to factors of production

The change of the value of inventories which may be written A pg may be divided approxi-
mately into two parts The first is the value of the physical change, pAg¢, which represents
capital formation in inventories and is the inventory item discussed in the preceding paragraph
The second is the inventory profit, g A p, and is assumed in this example to be zero. Such a
profit would appear when realized on the capital account and would not contribute to the
operating surplus

The first two main items on the payments side of the operating account of enterprises
comprise payments for commodities and services, direct and indirect, of all kinds  Such payments
fall within the consideration  something real ”, but a distinction must be made between payments
for factors of production and purchase of goods and services This distinction is important in
classifying product by branches of activity.

The net output {or product) of a branch ol activity oran enterprise is equal, broadly speaking,
to sales proceeds less sums put to reserve, ¢.g to mest depreciation, and purchases from other
industries or enterprises—i ¢ , to the net earmngs, including the operating surplus, of the factors
of production engaged in the branch of activity ot enterprise. A classification of the national
product showing the amount arising in each branch of activity involves therefore two main prob-
lems: the definition of a branch of activity and the distinction belween a payment to a factor
of production and a purchase {rom an enterprise The first problem gives rise to a good deal of
difficulty in practice, since enterprises [requently contribute to more than one branch of activity
In dividing out the different activities of a complex concern and in allocating costs, and still more

not sold in the peried daring which the material, labour and cther costs of processing them were
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profit, between them, cost accounting methods are unavoidably involved In practice, these
allocations are difficult to handle statistically. For certain purposes, it may be sufficient to use
a classification of branches of activity coincident with the mamn activity of different groups of
enterprises. Thus, all concerns making cement might be grouped together in the cement industry,
despite the fact that some firms merely manufacture cement, others also quarry their own raw
material, and yetl others engage in the distribution of their product. Another device which secks
to avoid the difficulty of allocation is to coarsen the categories so that, for example, in the above
instance quarries supplying cement manufacturers with no quarries of their own are placed in the
cement industry Such a procedure is unlikely in practice to provide a solution, since a rigorous
application of the principle involved would almost certainly lead back to one single branch of ac-
tivity comprising all enterprises? It will be seen, therefore, that it is not easy in practice to obtain
a classification of the national product by branches ol activity in such a way that the elements
within each branch can be compared with one ancther on a meaningful basis

The second problem is also not without difficulty, but is perhaps easier to handle on a con-

ventional basis which 1s reasonably satisfuctory  Payments to employees on operating account

are normally regarded as payments to factors of production and the value of this work is regarded
as part of the net product of the branch of activity by which they are paid. Such payments
are not regarded as payments to enterprises although, as explained on page 43 above, it would
be possible to regard them in this way. The same is true of interest on leans, which 1s usually
regarded as a payment to a factor of production and not the purchase of a service from an enter-
prise. Setting aside for the moment borrowing from financial intermediaries, it is recognized
that operating costs are involved in obtaining interest just as they are in obtaining wages and
salaries, but they are either neglected as unimportani or an attempt is made so to define the
consideration in these cases that the payment is relatively pure, and the payments can be regarded
as part of the net product or income generated*in the branch of activity which makes them

While interest payments seem most conveniently regarded as payments to factors of pro-
duction, rentals are better handled as purchases of services As explained above, on page 39,
rents cannot be made to appear as a separate factor share without resort to cost-accounting
methods or the equivalent such as may be provided by valuations for tax purposes This is
probably not of much importance since in the factor share—rent—only land and similar natural
resources should be included and then only at their unimproved value so that, from a practical
point of view, it is hardly to be expected that a clear distinction can be drawn  So-called renis
—i.¢., the net return on land and buildings-—will appear partly in the operating profits of firms
owning their own land and buildings, partly in the operating profits of real estate companies and
partly in the operating profit of individual landiords. Only the last can be termed net rent even
in the loose sense of the term - Thus rent as a {actor share is almost impossible to estimate while
the real estate industry as a branch of activity will only include owner-vecupied land and buildings
to the extent that special steps are taken to estimate the return on them It is desirable that
this should be done since, unless these rentals are valued and included, they will not appear
anywhere  In the case of enterprises, these sums will appear but they will be classified as operating
profit.

It is of interest to consider what happens if one refuses to freat any payment as a payment
for a factor of production and instead requires that all such payments be classed as purchases
of services. This is clearly a logical procedure since no payments of the kind normally made
represent pure income nor as a rule do they represent the return on a single factor of production
For example, it is usual to treat the payments made to a jobbing caipenter as wages but, in so [ar
as the man supplies his own toels and organizes the work he is engaged to undertake, his income is
not really a return to Iabour pure and simple. The immediate effect of this change would be to
restrict the net product of a branch of activity to the sum of the operating surpluses of the enter-
prises of which it is composed  The next effect would be that what had previously been regarded
as factors of production would now become branches of activity whose contribution to the national

* In practice. a compromise is semetimes adopted  For example. the Department of Commerce bases its estimales
af lebour incomie on data for establishments  Property income. on the other hand is on a business firm basis. as is found
in the case of corporations, for cxample. in the income-tay records
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product would be measured by their operating surpluses. A breakdown similar to what was
previously regarded as a classification by factor shares would now appear as a classification by
branches of activity while the old classification by branches of activity would disappear. Thus
a refusal to recognize factors of production as distinct from goods and services leads to the disap-
pearance not of the breakdown by factor shares, though this now has another name, but of the
breakdown by branches of activity in the ordinary sense. The distinction is therefore important
despite the fact that in certain respects it appears to require arbitrary conventions

Payments to factors of production appearing in the operating account may be grouped under
the headings wages, salaries, ete , and interest  The “ ete " is intended to take care of the adjust-
ments to the simple figures of cash payments For example, income in kind such as free board
and lodging, ree coal given to miners, etc, should be included, as also should employers' con-
tributions to private pension schemes. Conversely, where werkmen are required to purchase
tools or working clothing out of their earnings, the value of these purchases should be deducted
from earnings and charged direct to the employing enterprise Again, payments of business
expenses out of earnings which can be recouped from the employing enterprises, such as payments
for business travel, should be considered as charged direct to the enterprise, while certain purchases
charged in some cases to business enterprises, such as the use of a business car for pleasure purposes,
should be regarded as part of wages and salaries In practice, adjustments in this field can
never be perfect and lack of data usually forces an incomplete treatment This being so, the
important point is to ensure consistency of treatment For example, suppose it is recognized
that business expense accounts contain, in practice, some income items which should be, but for
lack of data cannot be, excluded. In such a case, it must be recognized that the expenditure
wronglully so charged must be deducted from consumers’ expenditure since being charged to
business expense it becomes intermediate goods rather than a final product  Thus, one way or
another, an allowance for it must be made if consistency is to be achieved in the treatment of
both Income and expenditure.

A principle which is useful in deciding where to draw the line is that an expenditure by an
enterprise on behall of an employee should, in order to be considered as part of the employee’s
remuneration, confer upon him a nel benefit and not merely compensate him for a particular
disadvantage arising out of his employment An example illustrating this question arises in
employers’ premium payments for workmen’s compensation. These payments are of course a
benefit to the employee and might therefore be considered part of hisincome.  But it is better not
to regard them as such, since they are really an expense of earning an income in a specific trade

It seems clear that what is normally regarded as a net benefit is dependent on social valuations
and changes as these valuations change. Thus, [or example, the existence of pit-head baths
at a coal mine would, & hundred years ago, have been something quite exceptional, in no sense
a cost of doing business, and would doubtless have been regarded as a net benefit to the employee
rather than as a compensation for the particular disadvantages of his trade.  Nowadays, perhaps,
the matter would be differently regarded, as such amenities would hardly be regarded as income
in kind

Another type of payment calls for consideration in this connexion—mnamely, employers’
compulsory contributions to social insurance. It can be argued that these sums are equivalent
to income in kind since they clearly benefit the employee while they do not offset a specific disad-
vantage of the work  This is certainly true of payments on account of pensions, since the need
for provision in old age is not brought about by the fact of being employed It is largely true of
payments in respect of general health insurance schemes as opposed to special schemes covering
specific occupational diseases, but it is hardly true at all of payments in respect of unemployment
insurance if one assumes, again a social valuation, that the normal condition of persons seeking
to earn a livelihood is one of employment. Thus, in trades in which unemployment is negligible,
such payments confer virtually no benefit and on this argument the payments in industries with
a higher rate of unemployment are merely an offset to this hazard. This point of view is implicit
in the treatment of certain trades in the United Kingdom, where some classes of employee, such
as bank and insurance company employees and permanent railway servants, are exempt from the
general unemployment insurance scheme and are permitted to form special schemes of their own
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Another argument in favour of including these payments in the income of empioyees is
drawn from an analogy with private pension schemes in which it is reasonable to regard the
employer's provision {or pension rights as a supplement to CRININgs

These arguments will not be followed here  The opposite position can be put by saying that
these compulsory contributions are not normally regarded as a supplement to income and that 1t
is unlikely that an employer could induce his employees to accept lower cash payments simply
because a general scheme of this kind was introduced It may also be argued in defence of this
position that the precise method by which such a scheme is financed is fortuitous in the sense
that it might equally be made a charge on the general budget  If this method of finance were
adopted it seems doubtful if the scheme would ever be regarded as a subsidy to wages

This is a good example of a borderline case in which this whele subject alounds where some
will prefer to follow one set of arguments, others another Institutional differences are frequently
such as to lead investigators in different countries to emphasize different aspects of the cases
before them These differences are sometimes sufficiently great to warrant a difference in treat-
ment  In all such cases, the important thing in practice is that the payments shouid be shown
as a separate item so that for comparative purposes they can be treated in either way It is of
course desirable that agreement should be reached on the best way to handle such problems,
but in the present state of knowledge it is frequently impossible to find any one uniquely right
way It may be said again that this sort of problem is often not of the frst importance and
differences of opinion should be regarded tolerantly Tor a whole range of problems invelving
the variation of large aggregates, differences of treatment of this kind make no perceptible difference
to the result .

Purchases of goods and services not classed as factors of production is a very wide category
and may be made from any operating accoent  The item includes purchases of raw materials,
semi-finished and finished products, services of all kinds, professional charges, fees to public
authorities for services rendered, bank charges, actual and imputed, ete The only exception
here is the payment of business insurance premiums which ate not simply payments for goods
and services. As in the case of sales, all purchases are considered here on a receivable-payable,
and not a receipts-and-payments, basis ‘ ‘

Insurance premiums represent purchases ol services only to a small extent and are principally a
form of provision for contingencies. They are shown here together with the imputed charges to
policy-holders described on pages 41 and 42 above. In the case of property insurances on the assets
of the enterprise, that part of premium payments which is needed to finance claims is similar in
many ways to depreciation and obsolescence allowances.  This similarity exists only in a statistical
sense for while, under normal conditions, an enterprise will eventualily requite to use the sums
it has set aside for depreciation and obsolescence itself, the sums set aside via insurance will be used
only by the unlucky firms, insurance necessarily involving a transfer from thelucky to the unlucky
Tt will he observed Lthat the method of treatment just described preserves a balance in the national
income and expenditure account since the premiums paid appear in the value of goods and services
purchased or put to stock and are cancellied ont except {for the incomes generated directly or
indirectly in conducting insurance business by the deduction of claims, paid and accruing, which
along with depreciation allowances are a negative item in the net national expenditure  The
remaining item of cost, including profit of conducting insurance business for enterprises, is matched
by an equivalent amount of income on the opposite side of the account except in so far as the cost
element contains indirect taxes or similar items which are in turn cancelied out by a negative
itern in the net national expenditure

In estimating the national expenditure, a similar treatment must be accorded to the premiams
paid and cost and profit arising in other forms of business insurance such as consequential loss
and third-party Hability. For this reason, the total of msurance claims paid to enterprises and
transfers to insurance reserves in respect of the increase in accruing liability to business policy-~
holders are shown as a single separate deduction in building up the net national expenditure so
that the different types of business insurance are all treated in the same way

The next payments to be considered are indirect taxes As explained on page 31 above, these
taxes are kept separate {rom direct taxes in order to distinguish those taxes which affect refative
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prices and those which do not It must be recognized that, in practice, no tax is likely to fall
exclusively into either category but it is not feasible in the preseat state of knowledge to trace the
incidence of every single tax A convention is therefore established that those taxes assessed on
gain or property are direct taxes, while those assessed on goods and services and chargeable as 2
business expense are indirect taxes. The main categories of indirect taxation are therefore cus-
toms and excise dutics, sales taxes, business licence duties and motor registiation dues, certain
stamp duties and local rates—i e , taxes charged against the service of accommodation

A number of small government receipts not normally termed taxes can conveniently be included
under this head Thus in numerous cases government agencies compel registration, auditing and
the like for which a fee is charged far in excess of the cost involved. In the case of registration,
it may be argued that no service is rendered and the whole fee may be treated as an indirect
tax In the case of compulsory auditing, etc, where there is clearly an element of service, the
difference between the fee charged and the cost of the service may be regarded as a tax.

It conld be argued thit it should be regarded as a profit—that is, the compulsory auditing
service should be regarded as a publicly-owned service trade This seerns a rather exaggerated
view since the routine fulfilment of a legal requirernent has few of the characteristics of a business
Again, in the cases envisaged, the profit is likely to be almost pure monopoly profit, which is more
like a tax than anything else.

The same point may be raised in connexion with the profits of state enterprises such as postal,
telephone and telegraph and other utility services. In most cases, these profits are also monopoly
profits and might therefore e treated as taxes On the other hand, these undertakings are much
more clearly enterprises than the case just mentioned and, since private monopoly profit is usually
treated as profit and not as a privately levied tax, there seems no advantage in choosing a dif-
ferent freatment in the case of public anthorities '

~ Employers’ contributions to social security funds are treated here in exactly the same way as
indirect taxes As explained above, they could be treated differently. In particalar, they might
be regarded as a supplement to wages and, in the disposal of personal income, either as a direct
tax or as an insurance pPremium

Other insurance or quasi-insurance contributions to public authorities may be considered
here; in particular, the war-risks insurance premiums and the War Damage Act contributions
and premiums which came into being in the United Kingdom during the war. In the British
official estimates, these payments have been classed with taxes The war-risks premiums, mainly
in respect of cover on stocks of goods, cargoes and hulls, are treated as indirect taxes while pay-
ments under the War Damage Act, mainly in respect of cover for buildings and structures other
than ships, are treated as direct taxes. A contributory factor in the last decision is that such
payments are by law chargeable against income and not against business expenses.

The remaining items in the operating account of productive enterprises are transfers of
various kinds to capital and appropriation accounts and to the revenue accounts of persons The
transfers to capital account are two in number The first is in respect of inventories taken over
and is a counterpart to a similar transfer already described on page 55 above on the other side of
the zlzccount. It ensures that withdrawals from stock shall not appear as part of the operating
surplus.

The second is in respect of allowances for depreciation and obsolescence. The purpose of such
allowances is to provide a fund which will enable the equipment to be replaced by the time it i3
worn out or obsolescent, it being assumed that the cost of repair and maintenance is charged fo
operating account principally under payments to factors of production and purchases of goods
and services. The basis of valuation of these allowances depends on the meaning attached to
maintaining capital intact If one is concerned with money capital, it is sufficient to set aside each
yearf sums which are expected to add up to the original value of the equipment by the time the
equipment is woin oul or obsolete, since, in this way, the enterprise is always able to repay ils
original debt On the other hand, il is somelimes thought that the maintenance of so-called
real capital is the more important concept. 1f this is so, the allowances must be calculated in
such a way that they will provide a sum in due course which will reinstate a certain amount of
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capacity—t e , will take account of changes in the price of equipment and also perhaps of changes
in the design of equipment. In this way, enough money would be available at the end of the life
of the equipment to purchase equipment which in some sense is equivalent  This is ¢learly not an
easy malier to define

From the point of view of an individual firm, it is desirable that it should end up with enough
money to repay its original debt At the same time, if equipment prices are rising this amount
of money atone will mean that in the new period it wili have to curtail its operalions or add to
its borrewing, in order to carry cn at the same level It can be argued that this necessity is a sign
that an insufficient amount was set aside in the first period If, on the other hand, the equipment
comes to cost less, the original sum will still be needed for repayment purposes but operations on
the same scale can now be conducted with less new borrowing than before I we now combine
the borrower and lender, the money repayment hecomes an internal transaction and what is
important is the ability to replace the equipment. Thus from the point of view of a closed economy
it is the maintenance of real rather than money capital that seems most relevant and in fact this
is the concept more usually sought in the present connexien It is not, however, the concept
approximated in either business accounts or tax assessments in which interest usually centres on
money capital. In the case of business accounts, moreover, conservative habits [requently lead
to a bias in favour of heavy allowances

This discussion of depreciation can be summarized thus  In mainfaining money capital intact
a frm makes certain of being able to repay its money indebtedness without calling on reserves,
although it may be unable to continue its scale of operations in the next period without increased
borrowing. Alternatively, if equipment prices have fallen, the new borrowing will not need to
be so large. On the other hand, if real capital is maintained intact the firm is ensured of enough
money beoth to repay its debt and to install its new equipment without changing its rate of borrow-
ing. This is obvious where prices have risen and the {irm has therefore set aside more than the
sum originally borrowed. In the opposite case, the firm has not set aside enough fo repay its
original debt but by borrowing the same amount agdin it can both repay the remainder of its
debt and replace its equipment

It may be noted in passing thai an attempt may be made to extend the term real capital
to mean ‘the capital needed o yield a given retwrn rather than the capital needed to yield a given
amount of product, but this extension does not seem to lead to a usable concept of maintaining
capital intact

A similar problem which also Jeads to difficulties centres round allowances for depletion—
¢ e, sums set aside to compensate for the gradual using up of a wasting natural asset, such as
coal  On an analogy with the preceding discussion, what is needed is an amount set aside which
will enable equivalent assets to be purchased when the existing ones are exhausted For an indi-
vidual enterprise, this will be a positive sum of money, but, for the community as a whole, it will
be zero, since we are considering the {ree gifts of nature and not the equipment or improvements
needed to expleit them

In certain cases, enterprises operate on a replacement rather than a depreciation basis—
that is to say, renewals and replacements are charged to operating account as they are made and
sums for this purpose are not specifically set aside in advance. While this difference of basis
may be noted, it does not appear possible in practice to adjust one type of accounting procedure
{o a different one. This is only one example out of many where different accounting conventions
lead to incomparability At the same time, the Incomparability may not in practice be very
serious provided a certain type of accounting convention is not applied to cases in which it is
unsuitable. It may be supposed that self interest will go some way to check such unsuitable
applications.

To take an example, the British General Post Office charges repairs and maintenance to
operating expenditure, renewals and replacements, in so far as they do not 1epresent extensions
of capacity, to the Post Office Vote and the remaining part of rencwals and replacements together
with improvements and other new construction to lean account  In the official estimates, sums
charged to Vote plus sums charged to loan account are equated to Post Office gross capital forma-
tion, while charges to loan account are taken to represent net capital {formation
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Tn certain cascs, no allowances lor depreciation or renewal are made ol all  This is true, for
example, in the case of local authovity conmmon services in the Uniled Kingdom  What is done
in these cases is to charge loan repayments and payments to sinking fund for future discharge
of debt against operating expenses on such a Dbasis that there is a reasonable correspondence
between the life of the assets and the period over which the borrowing used to finance them is
repaid  These sums may be treated as decuctions {rom gross capital formation in lieu of depre-
ciation allowances, although it will be observed that they maintain only money capital intact

It is frequently said that, in view of the difficulty of defining the maintenance of capital intact
in a satisfactory way and the practical impossibility of obtaining such provisions as are made on
a common basis of valuation, the concept ol net capital formation is precarious, particularly in
comparisons between countries  This is true, and it is desirable that particular care shouid be
taken to explain the basis on which such calculations are made so as to aveid misunderstanding.
For a less fundamental reason, the concept of gross capital formation may lead to problems of
comparison owing to the difficulty of obtaining a uniform line of demarcation between repair and
maintenance on the one hand and renewals and replacements on the other

The transfer to the revenue account of persons is in respect of bad debts It is thought of
as an allowance based on experience and treated as an operating expense A proper treatment
of this item would reguire the introduction of entries for debtors and creditors throughout the
system. This transfer is infroduced here in this crude form in order to emphasize the fact that
the national income as here defined is equal to the value of net output for which payment is
ultimately expected

The final entry in this account is the operating surplus, which is transferred to-the appro-
priation account  Itisintended toreflect the amount gained—subject, of course, to direct taxation
arising from the sales in the period of the enterprise’s goods and service outside the enterprise.
It will be seen that it has been so defined as to exclude as far as possible capital gains of all kinds
and also gains derived from sources—¢ g , investments—not forming part ol the business in which
the enterprise is engaged

It will have been noliced that the formal rule set out in Chapter II, that any transfer between
a pair of accounts in respect of a given consideration must relate to one and only one type of
transaction which it is wished to keep distinct, has been broken in the above account in the case
of transfers against nothing  In the case of the other classes of transaction, indefinite subdivision
is possible by recognising different factors of preduction, goods and services, etc., as different
considerations  In the case of nothing, however, this cannot be done without changing the basis
of classification, for example, by recognizing the different purposes for which money is transferred
against nothing It is not, however, necessary to resort to this expedient since it would appear
that it is always possible to avoid the difficelty by introducing another account  Thus, the two
transfers to reserve from the appropriation account can be distinguished on the original basis
of classification by consideration by setting up specific reserve funds, in this case one for taxation,
in addition to a general reserve fund  With the object of avoiding complications which do not
really give rise to difficulty, additional accounts and transfers have been suppressedin the present
system of accounts

The next account to be considered is the appropriation account of all productive enterprises
The purpose of this account is to bring together the receipts available to enterprises for purposes
of distribution or withdrawal The first and normally most important item on the receipts side
is the surplus transferred from the operating account The next items, comprising investment
income, are the returns, actual and imputed, usuaily in the form of profit and interest on the
enterprise’s security holdings and other outside investments. Amounts received as bank depo-
sitors and policy-holders are included here  These receipts may come {rom either the operating
or appropriation accounts of other enterprises of all kinds, from public authorities or from the
rest of the world.

The next item is receipts from insurance claims of all kinds. In the case of property and

contingency insurances, corresponding payments appear on the opposite side of the account
This is not the case with claims in respect of consequential Joss insurance-—: ¢ , insurance against
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loss of profits following some disaster such as fire  The object of this insurance is to prevent the
period of inactivity or under-activity which normally follows such a disaster from adversely
affecting the incomes of those dependent on the concern, and receipts from claims therefore rightly
appear as a net credit itemm in this account

The remaining items represent various transfers within the accounting system of productive
enterprises  The first is a transfer from reserve in respect of provision for taxation that events

have shown to have been excessive. This transfer might have been treated as a deduction from

the opposite side of the account and will be discussed in that connexion

The final item is of a somewhat different character and represents transfers in respect of nef
realised capital gains  In so far as these are positive, they may properly be made available {or
distribution and, where negative, they represent a prior charge on income. It is a question how
far they should pass first to reserves which, for some reason or another such as lack of foresight,
are insufficient It is assumed here, however, thal such deficiencies are charged staightaway
Thaus, for example, this item should include as a realised capital loss the value of unprovided loss
sustained on equipment  These are losses not covered by insurance, depreciation or other reserves

On the other side of the account, the principal cutgoings are dividends and withdrawals before
taxation. In all cases where the operating surplus is not the sole source of income for the enter-
prise, these payments cannot rightly be charged to operating account since if is without meaning
to regard them as paid out of one form of income rather than another. Payments of this kind
may be made to the appropriate accounts of any sector  For example, the surplus transferred
by government enterprises to public collective providers will be included here

An item lower down in the account comprises those transiers to reserve which represent the
undistributed profit of the enterprise and form part of business saving  In the case ol corporate
enterprise the distinction between dividend payments and undistributed profit is clear and a
distinct meaning can be attached to business saving in this case. With unincorporated enterprise
the case is different since here the distinction between the business and persenal account of the
owner or owners may be much less clear. In the case of partnerships, {or example, the difference
is likely to be well defined since the withdrawals are likely to be regulated by agreement and it
may well be decided that a part of the income of the period shall not be distributed In the case
of individually owned farms or retail businesses, on the other hand, the line will frequently be
vague and the distinction between business and personal saving will be arbitrary even when
separate business and personal accounts are kept.  Accordingly, in certain types of unincorporated
enterprise, it may be best to assume that the whole income is distributed and that any saving done
forms part of personal saving  This may not seem satisfactory and is doubtless not a final selution
but in handiing this problem it is necessary to recognize that the classification of saving recognized
by theory into personal and business is blurred in the real world particularly where small-scale
unincorporated enterprise is the most important type of business organization.

Another form of payment which might be included under this head is the surplus returned
by co-operative and mutual enterprises to their members An example of this is the PBritish
co-operative dividend. This surplus arises to a large extent because co-operative stores preler
to return a part of their surplus to members rather than to charge lower prices in the first instance.
One advantage of this procedure is that it avoids price-cutting on standard lines which the co-
operative organisation may wish to sell in addition to its own products. But, while this treatment
is possible, 1t may very well be argued that these payments should be regarded not as income
but as a deduction {from sales. In the instance cited, this alternative procedure would be feasible
since the dividend to members is calculated as a certain percentage on sales and the rate does not
change greatly {from year to year Thus, in making their purchases, members may be supposed
io take account of the fact that they are rveally paying less than the quoted prices and this will
lead them to buy more of the goods that can be bought in this way than they otherwise would
They will act therefore as though the prices of some of their purchases were lower rather than as
though they had a larger income and were faced with the same price situation as other consumers

The next item, direct tax payments, covers only payments in respect of business income as
opposed to dividends and withdrawals paid out. It includes, therefore, excess profits taxes,
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corporate income taxes and income faxes on undistributed profit.  These payments, together
with the direct taxes paid by the ultimate recipients of the dividends and withdrawals, make up
the total direct tax receipts of public authorities apart from those which are not assessed on income
It will be appreciated that this way of setting the matter out does not necessarily accord with the
way in which taxes are assessed, and this is especially true of income tax.

The next Lwo items are payments to third parties and to capital account in respect of insurance
claims  The receipts from such claims were included in item 2o on the other side of the account
and this deduction is necessary since these sums are not available for distribution nor for addition
to free reserves

The remaining items are translers to reserve. The first is in respect of tax liability accruing
but anpaid  This may be defined in various ways. In the first place, it must include sums due
in the period but unpaid Beyond this, however, there are various {forms of provision. This may
be restricted to the sums expected to be due in the period but not demanded by the tax aunthority
because of delays in completing a final assessment  Further still it may be desirable te provide
for taxes which will become due in the future in respect of the income of the period  This will
differ from the amount due in the period if there is a lag in assessment, that 1s if assessment is
based on the income of a previous period

The amount which is expected in the period to be payable eventually in respect of the income
of the period may not be the same as the amount which finally has to be paid  This will arise,
if there is a lag in assessment, where tax rates or conditions of tax are different when the assess-
ment of the income of the period takes place from what they were in the period.  This will mean
that the reserve originally set aside is, in the event, either too large or too small and will lead to
the transfer from reserve already mentioned This transfer may be either positive or negative.

Thus the sum paid in taxes plus the sum put to reserve on account of taxes represents the
enterprise’s anticipated final lability in respect of its income in the period which is not distributed
or withdrawn As an offset to, or augmentation of, this amount is the return from, or additional
payment to, reserve on account of sums set aside in a previous period which have finally proved
excessive or deficient The excess of this total ever the tax bill actually paid forms part of the
saving of the enterprise in the period

The remaining item in this account is the undistributed proht of the enterprise  This sum is
transierred to reserve and forms an addition to free reserves since by intention at least all.claims
against the total current receipts of the enterprise have been accounted for elsewhere Ingeneral,
however, it cannot all be held in liquid {orm since a part is counterbalanced by any increase in the
holding of inventories including work in progress.

The capital account is concerned with the buildings, equipment, etc, employed in the
business as distinct from purely financial reserves unconnected with these assets and transactions
in securities and other financial claims  The receipts of this account consist of transfers from other
accounts in the enterprise and it could therefore have been combined-with the reserve account
in this presentation 1f has been selected as an example of the way in which the costent of payments
from one account to another in respect of a given consideration can be narrowed down by increas-
ing the number of accounts. The two transfers from the operating account are in respect of inven-
tories taken over and depreciation and obsolescence, while the transfer from appropriation account
is in respect of property insurance claims These transactions have already been discussed?
The transfer from reserve is in this presentation simply a balancing itemn. A more complicated
treatment distinguishing transfers against unprovided loss and unpaid insurance claims from
transfers in respect of new development may be thought desirable

It may be thought that sales of existing equipment outside the enterprise should appear here
as a receipt The only reascn it does not is that by convention all existing assets and claims are
presented as net purchases. These net sums are easier to measure than their compenentsareand,
except in the basis of valuation, accord with the presentation usually adopted. Consideration
of what the alternative approach would involve in the handling of bank deposits, a form of

I See zbove pages 55 and 50-01
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financial claim, will indicate its advantages A gross statement would require that withdrawals,
as opposed to advances, would have to be distinguished from deposits These withdrawals would
then appear on the receipts side of personal revenue accounts and business operating accounts,
to take only two examples There is, of course, no harm in keeping the accounts this way, but it
is more complicated and does not seem to offer any countervailing advantages

The two most important items on the payments side are payments for factors of production
and purchases of goods and services These items have already been discussed in detail Payments
to labour comprise those payments of wages, salaries, etc, to the firm's own employees in respect
of work of new construction and installation. There are, however, no other payments to factors
of production since interest payments are all debited to the operating account.

The next item comprises net purchases of existing equipment. In so {ar as such purchases
and sales take place oniy within the business system, this item is zero in the combined account
for all productive enterprises. But, in fact, these transactions take place between enterprises and
other sectors including the rest of the world  In particular, it seems likely that in some economic
systems there will be considerable sales of assets—e g, motor-cars [rom enterprises to persons
through the medium of the second-hand market. Since these sales appear as a negative item in
the capital formation of eaterprises but as an itemn of consumers’ expenditure in the accounts of
persons, they aré reflected in the national accounts as negative capital formation  This follows
from the different treatment of individual commuodities according as they are bought by persons
or enterprises and the advantages and disadvantages of this difference will be discussed in dealing
with personal expenditure on consumers’ goods and services?!

. The treatment of sales to the rest of the world may also be noted briefly. Although the rest
of the world is presented here as one consolidated account, the sale of existing equipment is
a transfer between capital accounts It should, however, be treated as a sale of goods, something
real in the classification of considerations given above %, and entered into exports. In so far as the
sales proceeds are not spent, a balance will accrue to the selfer which will cancel the loss of equip-
ment and a net loss on capital and reserve accounts taken together will only arise to the extent
that this balance is spent. Conversely, the paying country parts with a balance and at this stage
the gain of equipment is matched by the adverse cash balance. When this balance is spent by the
seller the seller’s gain and the buyer’s loss of cash is cancelled cut, and the selling country shows
a domestic loss in assets while the buying country shows a gain. Tach country shows, if no other
transactions are taking place, a zero balance of payments This does not disturb the balance ol
the national income and expenditure TIa the selling country, a decline in domestic capital for-
mation is offset by a rise in imports reflected in consumers’ expenditure, increase in inventories
or elsewhere, which is nof offset by an adverse balance of payments Thus, the net effect on expen-
diture is zero as it is on income. In the case of the buying country, the increase in income due to
the sale of exports is reflected not by a rise in the balance of payments which has been shown to
be zero but by a rise in domestic capital formation The desirability of this method of treating sales
of existing equipment abroad is perhaps not altogether obvious since if the sale were within the
economy but still between capital accounts it would seem natural to regard the transaction as
negative capital formation to the seiler and positive capital formation to the buyer, without
regard to the cash side of the transaction. The difference s, however, illusory and arises from the
fact that in considering the internal transactions of an economy it is usual to confine attention
to the “ domestic ” capital formation of each sector to the exclusion of its balance of payments
with other sectors [f an enterprise sells a piece of equipment o a public authority and is paid
by chegue, and il nothing else happens, neither party to the transaction does either saving or
dissaving The enterprises loses an asset and gains cash which, let us say, it lends to its banker
It borrows nothing  Thus lending—borrowing - capilal formation = saving = zere  Siumilarly,
the public authonity gains an asset and runs down its balance with its banker—i ., borrows
from him Its saving is equally zero and se is the banker's. The use of the terms lending and
borrowing may be objected to in this sense: the phrases decrease in Hability and increase in

! Sae below. pages 73-74
¥ See above. page 28
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liability might be Dbetter since lending and borrowing imply departure from zero indebledness
rather than a change from any other position

The remaining item in this account is a transfer to operating account in respect of unsold
goods, worl in progress and unused materials and has alveady been discussed ?

The reserve account brings together financial provisions not appearing elsewhere and the
transactions of the enterprise in financial claims of all kinds, The first two items shown are transfers
from other accounts within the accounting system of productive enterprises  They have already
been discussed * and need not be considered again here

Since existing securities, bank deposits, etc, are treated on a net cash payable basis, they
appear only on the payment side of the account, and the remaining items on the receipts side
relate to new borrowing and to repayments and receipts from redemption of claims held  New
borrowing may take the form of receipts from new issues of stocks or bonds as well as receipts
from all forms of short-term borrowing such as mortgages and bank advances It is assumed
that charges for flotation, ete, are debited to capital account and financed by a transier {rom this
account  Accordingly, the receipts shown here are gross——i.¢ , are equal to the amount subscribed
before deduction of expenses 1t will be neticed that, in the case of unincorporated enterprise,
the finance provided by the owner will have Lo appear as a receipt into this account  This is the
other side of a problem which was discussed above ¥ in dealing with the distinction between personal
and business saving  In treating the surplus of unincorporated enterprise as personal income, it
becomes necessary (e show as one of the uses of this mmcome the amount ploughed back into
the business 1t is thus clear that the attempt to avoid one difficalty has only led to another This
is just because it is not easy to distinguish between the personal and business transactions of the
owners of certain types of wnincorporated enterprises A dilemma of the same character was
noted in connexion with business expense accounts

On the payments side, the first few items are alse fransfers to other accounts which have
atready been discussed !

Net sums deposifed with banks or given in return for notes and coin indicate the net increase
in the concein’s holding of bunk money and are matched by a corresponding entry on the receipts
side of the reserve account for the banking system

Subscriptions to new issues shown an this side of the account relate, of course, to the purchase
by the given enterprise of the new issues of other entities  The item " net purchase of existing
securities ” shows the cash payable in respect of existing securities minus the cash receivable from
selling thern  Commissions and handling charges may be debited to operating account, since they
can hardly be regarded as forming part of capital formation  Redemptions and repayments relate
to outlays by the given enferprise in redeeming 1ts own outstanding obligations

It will be noticed that transactions in existing assets and claims have been treated throughout
on a receivable-payable basis and no entries have been made for write-ups or write-downs  Such
changes of valuation in assets and claims would appear in this system as transfers within accounts:
the capital account in the case of equipment, inventories and other asscts, and the reserve account
in the case of securities and other obligations  Such entries on each side of the account are
necessary if for any purpose zccount needs to be taken of changes in the current valuation of
untraded assets and claims

This completes the survey of the four main accounts relating to productive enterprises 1t
is convenient, however, {o include in this sector an account setiing out the transactions of persons
in their capacity as owners of lands and buildings and the rights appertaining thereto. This
account is an operating account: the capital transactions of individual landlovrds in building,
buying and selling houses, ete, appear in the capital and reserve account for persons

! Sue above. page 55
? See zbove. pages 03
4 See above, pages 62

1 See above. pages 62. 63 and 71
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The receipts side of this account shows simply the gross rental received or imputed in respect
of the property and it is assumed in this example that such rents may be received either from
persons or from productive enterprises though they may of course equally well be received from
any sector of the system

The payments side shows the operating costs and leads up te a surplus which is the net rental
and is credited to the personal revenue account  The items in this account are all familiar from
the preceding discussion of productive enterprises  Payments to factors of production and pur-
chase of goods and services are made in respect of repair and maintenance and also costs involved
in effecting transflers, such as payments for advertismg, estate agents' lees, ele. Certain fees fo
public authorities, such as payment for services like running water which are charged for in the
gross rental, will also appear here  Mortgage interest and insurance premiums will also appear,
while the remaining costs consist of depreciation and obselescence allowances, transferred to
personal capital and reserve account, and local rates paid to public authorities  The sort of
taxes to be mecluded here are those based on the value of the property which have to be paid, pro-
vided the property is let  Taxes based on realised profit from the leasing of property would
appear as a direct tax payment on the revenue account of persons  The final itews in this account
is the surplus or net rental

Conceptually, at any rate, this is a useful account to set up though it may well give rise o
sericus statistical prollems [t forms the centre of several problems  One of these 15 the question
of imputation in the case of owner occupalion  Another arises from the fact that in selting out
consumers’ expendifure care must be taken to avoid duplication between landiord's expenditure
on repair and maintenance and gross rentals  The distinction between landlord's and tenant’s
riépairs may be difficult to achieve statistically but at least it cannot he overlocked if one of the
items appears explicitly on its own

It will be observed that in setting up an account of this kind restricted to land and buildings,
it is implied that these are the only forms of capifal equipment as opposed to claims which persons
are recognized as holding  This is normally the case, but consideration of the advantages and
disadvantages of treating all other consumers’ durable pocds as current goods will be delayed
until consumers’ expenditure Is discussed in connexion with the revenue account of persons?

This completes the first sector of the system, productive business enterprises It is desirable
for many purposes to group enterprises into private and pablic quite apart from the further sulb-
division by branch of activity, but for reasons of simplicity this division is not made here

Sector [1 - Financial Intermediaries.

The second sector, financial intermediaries, has much in common with the first sector and
many of the items in the accounts will not require further discussion.  The system of accounts
for the divisions of this sector are contracted, it being thought unnecessary in an example to
show capitdl and reserve accounts separately

The principal difficulty encountered in dealing with these undertakings has already been
discussed ¥ The operating account of these enterprises is restricted to receipts actual or imputed
in respect of the services rendered to depositors and the like  All receipts of interest and dividends
are credited to the appropriation account while deposit interest is debited to that account.  This
treatment automatically prevents deposit interest as such from appearing in the national income
since that aggregate is obtained by adding up payments to factors of production and operating
surpiuses. In the national income there is included all interest paid out with the exception of
paymenis to depositors and similar surhs paid by financial intermediaries, together with all wages,
salaries and operating surpluses whether arising in financial intermediaries or elsewhere.  Govern-
ment debt interest does not seriously complicate the problem and may be ignored af this stage

! See below. pages 74-75
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The first division of this seclor is the banking system which may or may not be wholly private-
ly controlled.  Unlike the case of the productive enterprises so far considered, the most important
account of these entities is their reserve account.  The influence of banking policy on the economic
system shows itsell largely in variations in the items in this account and it is principally for this
reason that it is desirable to regard the banking system as a separate division of this sector.

However, the operating and appropriation accounts must first be examined
side of the former contains one item: charges to customers, actual and imputed
imputed is equal to the excess of investment income over deposit interest paid out.

Fhe items on the payments side have already been encountered in dealing with productive
enterprises as also have the items appearing on both sides of the appropriation account It
need only be noted that payments to depositors actual or imputed are debited to the appropriation
account. The amount imputed is equal in value to the imputed charges to customers so that,
if the operating and appropriation accounts are consolidated, this item will disappear.

The capital and reserve account also contains few new items It is simplified by omitting
on the payments side any reference to capital expenditure on bank buildings, equipment, etc
Such expenditure has a place in practice but, provided that its existence is not overlooked, it
need not be considered further in this discussion

The receipts
The amount

The only new item on the receipts side is “ net sums deposited and received in return for
notes and coin " and it appears on the receipts side of the banking system alone.

On the other side, payments for gold and silver bullion and coin may be noted first A source
of confusion is present in these transactions because gold can be regarded on the one hand as a

commodity, the product of the geld-mining industry, and on the other as a financial claim, similar
to currency or a bank balance

It will be found that the simplest thing to do is to treat gold like a commodity If it is
mined and sold to a central bank it forms part of the country’s capital formation just as if it were
a building or piece of industrial equipment  I{ it is sold abroad it is an export  This is equally
the case, as appeared in the discussion of existing equipment on page 64 above, with existing gold.
In a country with no gold mining of its own, increases in the stock of gold are equally part of capital
formation, but a part against which it is unnecessary to set aside any depreciation allowance in
order to maintain physical capital intact. In this way, gold is thought of as an asset, a physical
thing, and not as a financial claim. The main objection to this treatment is that it conflicts with
the conventional handling of gold, especially in the balance of payments accounts of countries
which do not produce gold for themselves  Thus, for example, in the British official estimates a
ioss of gold abroad is treated not as a fall in domestic capital formation but as a rise in the adverse

balance of payments. Following the above argument it would have to be treated in just the
opposite way

The conventional treatment may be deflended by stressing the role of monetary gold as a
financial claim.  If a country parts with gold and gains dollars in a period and has no other econo-
mic transactions with the rest of the world, it is usual to consider that the country’s balance of
payments is zero since one claim has been offset by another  If, however, gold is a commodity,
and we follow the first method of treatment, it is necessary to say that the country’s domestic
capital formation has declined and that it has a favowable balance of payments of equal amount.
If we wish to take all gold transactions into account, including the purchase of newly mined gold
by banks, and at the same time wish to treat monetary gold as a financial claim, it would appear
to be necessary to treat newly mined gold in one way and existing gold in a different one.  The
purchase of newly mined gold is like the purchase of a bank note [rom a printer, while transactions
in existing gold are like the circulation of existing bank notes.  The principal difference is that
in the case of geld the cost of production and the value as a circulating medium are of similar
magnitude, while in the case of a bank note the first is a trivial propertion of the second.

Thus in considering a complete international system it seems desirable to regard gold as a
commodity and not as a financial claim. For a single country whose transactions in gold are
confined to international transactions in monetary gold, it is possible and indeed may seem natural,
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to treat gold as a claim  This may be done without difficuity provided that it is not necessary to
integrate the other end of the iransaction into a unified accounting system

The next item, net sums deposited, ete, will, of course, be zerc for the banking system as a
whole except to the extent that the banking system deposits money with foreign banks

The remaining items, discounts and advances, subscriptions to new issues, net purchases of
existing securities and redemptions, etc , give rise to no difficulty and do not need to be discussed.

Other financial intermediaries do not in most respects give rise to new problems which have
not aiready been discussed in connexion with the banking systemn There is, however, one {eature
that should be noticed——namely, that in many cases these intermediaries are concerned with the
financing of certain types of purchases such as houses, equipment or consumption goods Examples
are building societies and hire-purchase companies In the event of default, these goods will
be sold on behalf of the financing institution which will thus gain a sum of money in place of the
instaiment payments, which would otherwise have accrued to it This aspect of the matter must
be reflected in the accounts By way of example. let us consider a consumer who defaults first
on his payment to o building sociely in respect of a house and second to a hire-purchase company
in respect of household equipment bought on credit [t is of course understood that an enterprise
may find itsell in the same predicament

If a person buys a house and borrows from a building society to pay for it, he neither saves
nor dissaves since his increased indebtedness is matched by the increase in his assets in the form of
the house. I[ he is only able to borrow a pairt of the price of the house this statement is not
materially affected since it is now the inerease in his indebtedness plus the reduction in his claims
(¢ g, bank balance or securities) that is equal in value to his additional asset.  The saving at the
oulsel has been done by someone else from whom the house purchaser has been enabled to borrow
through the medivm of the building society It is only as he saves to repay his debl that his
own saving comes Lo match his capital formation of an earlier period

Suppose now that the borrower is unable to meet his obligations and that his house is sold.
This will appear as a sale of assets on the receipts side of his capital and reserve account and as a
lump-sum repayment to the building society on the payment side  Any balances left over may be
assumed to be put into a hank  On the side of the building society the capital sum realised from
the sale of the house appears as a receipt in the capital and reserve account which takes the place
of what would otherwise have been a mortgage repayment.  The bulk of this receipt will be put
into financial claims, as the proceeds of mortgage repayment would have been, but a part should
be transferred to operating account in lieu of the operating income which would otherwise have
accrued  Consequently, these entries must appear in the accounts of other financial mterme-
diaries  Assuming that he has made adequate allowance for depreciation, the purchaser is, from
a purely accounting viewpoint, exactly back where he started from except that he has paid a
certain sum to the building soctety for its services

A somewhat similar situation arises in the case of the purchase of other consumers’ durable
gonds under hire-purchase agreements, the principal difference being that these goods are treated
as consumption and not as capital goods  When the article, say a relrigerator, is bought it appears
as a payment on the revenue and not on the capital account of persons  Consequently, the saving
of the buyer is less than it otherwise would be by the value of his purchase but is made up in his
capital and reserve account by the loan received [rom the hire-purchase company. Thus there
is no capital fTormation and also no net saving since the saving of some people has gone through
the medinm of the hire-purchase company to finance the dissaving of the purchaser As instal-
ments are paid, however, the saving of the purchaser comes to replace the saving of the original
lenders, and itc cancel out the purchaser’s original dissaving

Suppose, however, that the purchaser defanlts  His refrigerator will be sold and the receipt
will appear not on his capital bul on his revenue account.  Ii will be most conveniently treated
as a negative purchase, that is, as a negative item on the paymenis side  As a consequence of
this sale his saving, {ransferred {rom revenue to capital account, will be correspondingly larger
than it would otherwise have been and will be required to repay the loan to the hire-purchase
company  Thus again the buyer will end up where he started from, with no refrigerator and no
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net saving positive or negative, except that he will have paid a certain sum to the hire-purchase
company for its services

The subject of hire-purchase companies raises the question of the treatment of mterest on
consumer debt which is similar in some respects to interest on cerfain types of government debt.
It is a question whether it should be regarded as a payment for a factor of production, as a transfer
payment or as negative income from property to the payer but this whole subject may be put on
Sne side until we come to Sector IV since the way it is treated makes no material difference to the
accounts of this sector

It can be seen that the other items in the accounts of other financial intermediaries are all
familiar and need not be considered further

Sector 1. — Insurance and Social Security Agencies.

We came, therelore, to the third sector, insurance and social security agencies  The principal
feature of these agencies is that their main receipts, premiums, are neither altogether the payment
for a service nor are they a capital transaction. [n the case of life assurance they are in each
individual case a combined payment for a service, the assurance that hazards are taken care of,
plus the equivalent of a payment into a savings banlk since each policy-holder is entitled to a fixed
sum on maturity  In other forms of insurance this is only true of all policy-holders taken together
since no individual policy-holder is entitled to anything back unless he suffers loss, which may
never occur

Thus, to take insurance companies first, the principal receipts and payments. such as premiams
and claims, are supposed for reasons already discussed ! to accrue to special accounts which may
be called the revenue accounts and represent the collectivity of different types of policy-holder
These accounts transfer certain sums to an operaling account in order to pay for the current
expenses of insurance business The surplus from this account is transferred in turn to an
appropriation account out of which the net balance, representing the free saving of the company
as opposed to its policy-holders, is transferred to a capital and reserve account No confusion
will arise if, as in the case of financial intermediaries, the capital and reserve accounts are combined

The first items in the revenue accounts are premiums which will be received mainly from the
operating account of enterprises and as revenue transactions from persons and the rest of the
world  One small point may be noted Tt is a common practice in some countries to pay com-
mission direct to the assured, as his own agent, where the nature o1 magnitude of the husiness
malkes this a worthwhile procedure. Here is a case similar to the returns to members of co-operative
organisations already discussed * These commissions, as distinct from those paid to real insurance
agents, might be regarded as a return of profit to the assured but {or the same reason as was
advanced above they are probably better regarded as a deduction from the value of purchases,
in this case {rom the premium paid

The first item in the first revenue account (12 &) relates to premiums paid out of the operating
accounts of enterprises  The second item is equal in amount to the return received in respect of
investments held to meet liabilities to business policy-holders In practice, this sum is likely
to be a small but not negligible item  The bulk-of the return on the investments of insurance
companies will be reflected in account {12 b} since large investment reserves are mainiy built up
in connexion with life assurance, the holders of policies [or which are for the most part individuals

On the payments side, little comment need be made  Claims and surrenders which appear
here as credits to the appropriation account of enterprises have already been mentioned  The
third item represents the costs including profit arising [rom conducting insurance business for
enterprises alter allowance has been made for reserves against increases in accruing ijability as
well as claims actually paid

The second revenue account, relating to persons, is like the first in form  In this example,
it contains entries not appearing in the first in respect of annuity transactions The other ends

! Sge above, pages gl-42
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of these transactions appear on the revenue account for persons. If this seems surprising it must
be remembered that that account is not an income and outlay account for persons until it is
consolidated with this account and other revenue accounts for aggregates of individuals.?

The third revenue account, (I2 ¢}, shows the transactions between insurers in the country
under investigation and policy-holders in the rest of the world. .

The surpluses on the three revenue accounts appear as the sole credits on the receipts side
of the operating account. No new type of transaction appears on the payments side of this account.

~ The layout of the appropriation account takes the same form here as in the case of financial
intermediaries. [he imputed payments to policy-holders are identical with the imputed charges
credited to insurance revenue accounts.

The items in the capital and reserve account are lkewise all familiar and do not caill for

comment.

The next division of this secter, private pension funds, is presented in simplified form in
order to avoid unprofitable complications No explanation of the items need be given except to
recall that the ' premium " payments are made by the employees themselves, equivalent sums
being assumed to have been paid to them along with wages from the operating accounts of their
employers.

The final division of this sector is social security funds This heading is intended to include
compulsory funds organised by public authorities rather than voluntary schemes which come under
the previous heading 1t is also convenient to include here all government provision for financial
relief and assistance though in practice it may be desirable to put these transactions into a division
separate from the accounts of social security funds themselves in a narrow sense

The first items in this account are contributions paid by employers and employees. As already
explained, these paymentis are treated here as analogous to taxes; employers’ contributions are
indirect taxes, employees’ contributions are direct taxes Contributions made by public autho-
rities in respect of their employees are like any other employers’ contribution. There is nothing
unusual in a public authority paying a tax, direct or indirect; in some countries and at some times
tax payments from public authorities to themselves are substantial In the most important case
they take the form of indirect taxes appearing in the value of purchases *

The next item represents a transfer from the main public authority account in Sector IV. It
is made up partly of contributions to social security funds in the narrow sense and partly of trans-
fers in respect of other relief and assistance |

The remaining items in this and the reserve account are farniliar except for the capital transfer
from public collective providers which appears on the asswmyption that these funds are not directly
responsibie for borrowing to meet a deficit. It need only be mentioned that the income generated
in this division is equal fo the salaries and wages paid, Any interest paid by the fund is regarded
ac a transfer for reasons which will be explained in dealing with the revenue account of persons
in Sector IV while any surplus is transfersed to reserve and used to purchase a financial claim
1t thus reduces the net total of government borrowing

It may be wondered why no distinction is made between the transfer to reserve in respect
of net accruing liability and surplus as was done in the case of insurance companies. The difference
is simply that, in the present case, we are dealing with a non-profit-making body which does not
derive a gain from its activity ~Any difference between its current receipts and expenses is to
be regarded as saving or dissaving but not as profit or loss. The same would be true for a valun-
tary association of individuals for organising amenities for their mutual benefit, such as a learned

soclety or a sports club

1 See below. page 79
. 2 Agcoréing to the official estimates contained in table 34 on page 56 of Cmd 7op9. the net indirect Lixes
included in the value of the expenditure on goods and services by public authorities in the United Kingdom averaged
over {200 millicr a yeur in the four-year period 1941-1944

1 See below. page 72

- 71.__

Sector IV. — Final Consumers.

We come now to Sector IV, final consumers  The entities here are all non-profit-making

podies—that is to say, the balance on their current account is always saving or dissaving and never
gain or loss. The first division of this sector comprises persens which may be taken to include not
only individuals but also non-profit-making bodies such as those mentioned in the preceding

paragraph.

The first item consists of wages, salaries, etc, paid to persons by the operating or capital
accounts ol previous sectors as already deseribed It also includes similar payments for wages,
salaries, ete, [rom one individual to another—e g, in respect of domestic services rendered,
from public authorities, in the next division of this sector, and from the rest of the world. For
some purposes, it is also desirable to recognize the services of different types of labour as distinct.
For example, the distinction frequently drawn between wages and salaries may best be regarded
as a rough distinction between the fixed and the variable element in labour costs Strictly speaking,
5 distinction of this kind can only be made by means of statistical analysis?, but an approximation
can be obfained by simple classification depending on occupation, period of payment and similar
criteria As already explained, it is desirable to include along with wages, though as a separate
item, those adjustments to the money payments necessary to Allow for the income issued in kind
to employees and the business expenses paid by them. Itisa question how far an attempt should
be made to aliocate to wages, the payment to the factor of preduction labour, 1tems which wiil
arise more naturally elsewhere, particularly in withdrawals from enterprises  The most obvious
example arises in the case of farm enterprise. In the first place, the remuneration of the [armer
himself will normally include an amount which may reasonably be imputed to the farmer’s own
labour in addition to the capital and organization he provides Further, there will usnally be
members of the family who work on the farm without specific remuneration and whose income,
though really a payment for labour, is included, if no precautions ave taken, in withdrawals

This patt of the farm family’s income is simply a matter of allocation: whether or not for any
particular purpose it is desirable to charge o part of it as a wage payment thereby diminishing
withdrawals correspondingly. But there is the additional question of income in kind The inclusion
of this item requires that board and lodging and any other income of a similar Jind be added to
any cash pay imputed or otherwise A similar problem arises of course in the case of domestic
setvants. In order to value their services correctly it is necessary to add to their cash wage an

aHowance for income in kind: that is to treal the position as though their wage included those
items and then debit their expenditure with the same imputed sums

A similar set of problems arises in connexion with payments to members of the armied {orees
1n view of the practical importance of this subject, it may be uselul to consider it in detail Pay-
ments to members of the armed forces should include cash pay and allowances and also some
allowance for income in kind such as food and clothing. A problem arises in drawing a line here
between income items and cost items, and a satisfactory boundary is difficult to achieve in practice
The general principle may Dbe followed that only those items shouid be inciuded which are not
offsets to the specific disadvantages of the job  Thus a great part of the medical attention received
by soldiers should not be regarded as income in kind, since it is only an offset to the abnormal

hazards to which they are exposed

In addition, there is the question of terminal payments on discharge 1t might seem desirable
to regard mustering-out pay in all its forms as part of a payment lor services in just the same way
as discharge pay is treated 1n cases of private employment An objection may be raised however
on the practical ground that this treatment would involve a very considerable inflation of the
nationai income during the period when demobilization is at its height Bonuses and capital sums
in any evenf may more appropriately be regarded as transfer payments. I{thisisdone then, to the
extent that they are not spent, they will appear in personal saving An alternative treatment
is to regard them as transfers between the capital accounts of public authorities and persons I

1 Gep " Regrassion Analysis of Production Costs and Factory Operations ~ {1044). by P Tviw, for an elaboration

of this type of problem
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this is done it must be recognized that personal capital accounts are not made up exclusively of
lending, borrowing, capital formation and saving {in the sense of surplus transferred from revenue
account) and the simple identities given in the footnote on page 32 above no longer hold without
modification  Total saving is. of course, unaffected since the excess of government revenue over
expenditure is increased if these transfers are considered to take place between capital accounts

The next three items comprise commercial interest and the like of all kinds, actual and impuied
National debt interest appears below in item 204  The imputed payments are exactly malched
by imputed outlays on the opposite side of the account

The net return to persons in respect of the ownership of land, buildings, etc , is represented
in this example by the return on house-ownership  The net éturn shown here has already appeared
as the operating surplus of account {5)

The next item. dividends and withdrawals, comprises payments made [rom the appropriation
accounts of enterprises of all kinds and from the rest of the world 1t has already been nated that

uniess special steps are taken this item, though normally considered an element of property

income. will in fact be made up in part of remuneration [or labour and organization  In the
presentation adopted here all these sums are before tax

The frst of the transfers comprises transfer payments from public authorities A large
number of miscellaneous transfers, received from the revenue account ol public collective provi-
ders, are included here of which the travelling and lodging allowances paid to transferred workers
and trainees’ wages and lodging allowances may be cited as examples. Fireguards’ subsistence
allowances which were paid during the war are included in this item in the British official estimutes

Ihe principal element of this group which calls [or further discussion and the onfy element
in this example is interest on the national debt-—that is to say, that part of governmeni interest
not arising in connexion with government enlerprises or the provision of ordinary peace-time
services such as education. public sanitation, etc It may be wondered why the interest on
money lent to the government in this way should be regarded as a transfer and not as income [rom

economic activity as is the return on commercial lending. The answer usually given is that this

type of debt has been incurred in meeting such charges as the cost of war or temporary deficits
on social gecurity funds and as a consequence has little or no counterpart in the form of productive
assets  Speaking generally, commercial interest can be paid because the meney borrowed s
put to a use which yields a measurable return while if the asset purchased with the money becomes
worthless or disappears, the interest payments can only be continued from other sources available
to the borrower  If such sources are not available the concern will go into liquidation and the
interest payments will be discontinued  Since in the case of the national debt almost no assets
yielding a measurable return exist, it is thought to be less misleading to treat these interest payments
as a transfer than to foree the analogy with commercial interest payments

Certain advantages [ollow [rom this method of treatment For example, the measure
adopted for income from economic activity, the national income or product, becomes independent
of the measures adopted to finance past wars.  If national debt interest were jncluded in income
carned from productive activity the level of the national income in, say, 1938 would be made to
depend on the extent to which the war of 1914-1918 had been financed by borrowing rather than
by taxation, even though this difference had no eflect on the economic activity actually going
on in 1438

A variant of this procedure which does not require naticnal debt interest to be treated as a
transfer but at the same time excludes it from the national income miy seem preferable to the
one developed above It may be said that the national debt is ex-irypothes: a loan for censumption
purposes and as such gives rise to no increase in the national capital but only to a rise in financial
claims  Since there is no net rise in property the positive interest from the positive claim of the
lender should be offset by negative interest {rom the negative claim of the borrower. Thus the
positive income [rom property ol the lender is offset by negative income from property of the
borrower  This argument applies equally to all forms of consumption loan such as loans between
individuals {or consumption purposes, and foans to individuals from hire-purchase companies for
the purpose of buying consumption goods It will be recognized that, in the latter case, the
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payment to the hire-purchase company will include a considerable service charge in addition to
the ifiterest on the lean |

Going back to interest on the national debi, it will be scen that one change izz\-folyf_-dqls th?Lf
this type of interest payment would appear as a negative component of income fr(}m pubhc' P f}p.l";[ Y
on the veceipts side of the revenue aceount of public C(f!](}ttl\’{’:.l}l‘lﬁ\fl‘dﬁ‘lS rather L_lmn.as a f}z;.iistml
payment on the payments side of the same account. The national income would 1%%3 §3(? a .L:(;-%Cl
to the extent that interest was paid abroad  If interest is treated as a transfer it is simply Omﬂ,t.ﬁg
from the national income; but if it is freated as income from property it appears as a negative
item in its entirety but only as a positive item to the extent that il is received within t]m‘ra{.:o;”mm}_-'
concerned  The division of private income between that derived from economic &C?l\f}t}' u-n(i
transfers respectively and the division of the national income between‘ income accruing to the
private and public authority sectors clearly depend on which treatment is adopted .

The next group of items comprises all sums received from insurance and social SECkij'it)f
agencies  They have already been discussed ! 1t may be noted that the personal income -C'U?'{-‘]CI-J-E
adopled heve permits receipts to be counted as olten as they appear as income to _thﬁe i 1lc pﬁ
recipients  Thus, no attempt 13 made to remove the " duplication " involved in zm_liudmgl )L;_ tl‘
the income corresponding to employees’ contributions to social security funds and the benefits
which they receive as clannants en those funds

Another form of transfer is one which takes place within this account—namely, allowances
and other recurrent gifts between persons  IT 1t is inchaded as an income item 1t must,‘ (}ﬂf {Lomslc
be included in outlay  Similarly, remittances from abroad may be included here or aitgnataw} _}r
may be set against remittances paid abroad on the opposite side of tl‘;e.g.;.‘w{:o‘untq On ’the_ whale,
the gross {reatment is to be preferred though it may be difficult to achieve for Stnl:tl::f.IC&]71(’.515“0‘11.5
Transfers of fortunes from abroad by persons changing their place of domicile are included here
the last item as it is inconvenient to regard them as translers direct between peigonal capital
accounts  In the account of the rest of the world, they will appear with other remittances on
current account and it must be noted that they have to be excluded from the national expenditure
in just thesame way as these other remittances [rom abroad .

Another type of payment which is really a transfer may be mentioned in passing: 1'1&1;;‘1;3]lyi
betting gains and losses If total payments to bookmakers are entered on the outlay 51d¢ ? ‘}155
account then clearly betting gains must appear as a transler on the receipts side Doupilc,s“s:i: usf
gross treatment is to be preferred but it 1s frequently difficult to make any reliable estimates o
the turnover of the betting industry A net treatment is adopted in this example

The principal item on the payments side of the personal revenue account is expenditure on

“current goods and services of all kinds  The main component of this item is sales from productive

enterprises although gross rentals to individual landiords, bank charges actual and ll'lj‘l-}’JllltB_C},
payments Lo persons and fees to public authorities for services rendered must also be IIIC]UdL‘d 1‘e1€.,
Purchases from the rest of the world are also a component but, as a rule, a very small one, since
most imports reach consumers as sales {rom a domestic distributive enterprise '
Personal expenditure on current goods and services or conswners’ expendilure relates c:ssentml“l}",
though with certain exceptions, to acquisitions and in general may be opposed to Ct)ns:'t'.'ulzl)tf.’,{i_n
in the sense of the wearing out and using up of goods and services  In the first case, we t}y l.?
measure the guantity puichased or otherwise obtained in the period, whereas, in the secoxmc_}, we
attempt to estimate the sum of the depreciation necessary to maintain the stock of go‘{{ds ur
services and the income or gain derived from their use  In the case of perishable goods \'Yh],(f.h are
used up over a small portion of the unit period, the distinction is probably of very littie impoz t«.ZLl?TLe,‘
but in the case of durable goods with a long life the difference may be considerable It s pmhdps
most obvious in wartime when durable equipment continues to yield a service while year after
year new purchases are zeso. o .
The principal exception to this mode of treatment both traditionally and in this prewnﬁ:@o;i
oceurs in the case of dwelling houses and the services they yield — As explained above, houses are

I See above. pages 41-42
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treated as capital equipment, not as derable conswmers’ goods, and their construction accordingly
forms part of capital formation. They are represented in consumers’ expenditure by the payments
made for the services they vield-—i e , gross rentals. These rentals may be thought of as comyprising
the sums needed to maintain and depreciate the property together with the residual net income
accruing to the proprictor who may also be the occupier. In other cases, such as motor-cars or
durable household equipment, the article itsell is treated as an object of consumers’ expenditure
and not as a part of capital equipment which yields a service to its user.

The main justification of this procedure is that it seems to follow the line of cleavage between
consumers’ goods and capital formation that is adopted in the real world ~ One of the purposes
of distinguishing between consumers’ expenditure and capital formation is that these two types
of expenditure are subject to different broad classes of motivation Consumers’ purchases depend,
once tastes and habits are given, on relative prices and income, whereas capital expenditure depends
essentially on a comparison between the expected yield of the asset capitalized at the current rate
of interest and the cost of production of the asset  From one point of view, we should like to
keep separate objects of expenditure which customarily fall into one or other of these categories.
1f motor-cars, despite their durability and capacity to yield a net gain to their owner, are Lought
in general by consumers for reasons which motivate the purchase of current commodities, thenit
is convenient from the point of view of explaining fluctuations in demand to class them in this
category and not to treat them as assets It may turn out that further research into the determin-
ation of consumers’ behaviour will show that this classification is superficial and that the factors
leading to the purchase of motor-cars by consumers are more like the factors which normally oper-
ate in the case of assets than in the case ol current goods and services A point of this kind can
only be decided by observation '

There is another distinction that ought to be kept in view  The analysis that 1uns in terms
of the provision for cuirent outlay and saving on the one hand and consumers’ purchases and
capital formation on the other depends to a considerable extent for its importance on the {act that,
in the first case but not in the second, provision and expenditure go hand in hand  Foar this
purpose, we require a classification of purchases which follows broadly the distinction between
those bought out of income and those for which it is customary to borrow Again, the best
classification from this point of view is a matter of fact and depends on how consumers actually
behave

Before leaving this topic, it is perhaps worth while to consider how an account of the national
income and expenditure would be affected if all consumers’ goods and services were treated in the
way iz which dwelling houses are treated, that is, if the gross retum from their use were entered
in consumers’ expenditure and the expenditure on their construction, repair and replacement,
less the financial provision for their maintenance and depreciation, were entered in net capital
formation. If all consumer goods and services were treated on this basis, income would be
increased by the estimated net return on all {forms of goods and services in the hands of consumers,
consumption would be measured by the sum of this net income, plus the sums necessary to make
good the using up and wearing out of consumers’ goods and services, and capital fermation would
have subtracted from it the sums required [or maintenance and depreciation included in con-
sumption  The net resuit of these operations would be to increase the national income by the
estimated net gains derived from the possession of consumers’ goods and services, In any actual
case, the addition might not be very large But the larger total would be divided in a ifferent
way between consumption and capital formation  Tf the stock of consumers’ goods and services
was growing, capital formation would be Jarger and consumption would be smaller than under the
more usual system’ of definitions In so far as changes in aggregate consumption at constant
prices are taken as an indication of changes in the material standard of living, this would be desir-
able. The fact that in 1938, say, there was a large stock of cars in a given country (not all, of course,
in the hands of consumers) whereas in 1goo there were hardly any is reflected in comsumers’
purchases and not in capital formation under the usual system of delinitions adopted here except
to the extent that business cars are treated as part of capital formation. Thus {from the present
point of view the measure of consumption is too high and the estimated increase m the com-
munity’s assets is too low.  On the other hand, if we adopt the alternative treatment we are faced

o

with a number of services the rentals of which we have no means of measuring, and with concepts
which are themselves unfamiliar and therefore perhaps of little use in studying how consumers
in the real world distribute their income between different commodities.

It is perhaps unnecessary to state that the expenditure included here relates to all those
persons whose incomes appear on the opposite side of the account, irrespective of their location,
but excludes the expendifure in the econnmy studied made out of income of persens normally
resident abroad  Further, it will of course be necessary for expenditure here to reflect those
adjustments to cash remuneration of the type of income issued in kind. IFinally, purchases may
be handled most conveniently on a net basis so that, for example, the proceeds from the sale of
second-hand equipment will appear as a negative itemn here rather than as a positive item on the
opposite side of the account In this way, cutlay on second-hand goods wili be net and reflect only
the value of services provided by these engaged in this type of distribution.

The next seven items, insurance premiums, considerations for annuities, imputed charges
to policy-holders, gifts and fines, direct taxes, social security contributions and contributions to
private pension funds, do not call for much comment except to notice that the problem of tax
accruals would arise here in practice as it does in the appropriation accounts of enterprises. Thus,
it is desirable to show the increase in taxation accrued but unpaid as a separate transfer to capital
and reserve although in the shori run such {ransfers form part of personal saving

The remaining item is the transler of the unspent balance to the capital and reserve account
and, apart [rom the complication about tax accruals, represenis that part of personal saving
which 1s under direct personal control. It does not include, for example, saving made via insurarice
agencies and therefore under the immediate control of the agency rather than the individual saver

The capital and reserve account does not contain any items that have not already been
considered Tt should perhaps be noted that payments o factors of preduction and purchases
of goods and services in connexion with the construction of buildings, ete , by individual landlords
will appear on the payments side of this account

The second division of this sector comprises public authorities in their capacity as agents
for the community in the organization of common services In this connexion, they have been
termed “-public collective providers ”, a nol entirely satisfactory term intended to underline
two facts. First, that these entities are not producers but rather consumers in the sense that-they
are in almost all cases the last link in the chain of transactions short of the actual using up and
wearing out, and, second, that they cover a part only of the activity of public authorities As we
have already seen, public authorities appear in each of the foregoing sectors.

The revenue account of public collective providers is not very different in its general fayout
frem the revenue account of persons except that in most countries incorme from economic activity
forms a relatively smaller and income from transfers—r ¢, taxation—I{orms a relatively larger
part.  Also there is a type of transfer on the payments side which hardly has a counterpart in
personal accounts—namely, subsidies

The most important receipts in this account are, of course, taxes The distinction between
direct and indirect taxes and the purpose for which it is madeé has already been discussed. * It will
be convenient here to consider the position of taxes paid from abroad in the national income
and expendifure.

Indizect taxes do not lead to any difficuity They appear in the value of exports and are
cancelled out in arriving at the national expenditure at factor cost in the general deduction for
indirect taxes, Direct taxes, on the other hand, appear as a current receipt, analogous to the
proceeds of an export, in the balance of payments They must therefore be deducted, along with
remittances and gifts from abroad, {from government expenditure on goods and services unless
there is thought to be any advantage in treating such tax payments as a kind of income from
property and including them in the national income

! See above, page 31.
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The income [om economic activity consists of the interest and dividends received from
holdings in enterprises including surpluses transferred from publicly owned enterprises  On the
secnnd method of treatment of national debt interest outlined above 1 this interest when retained
by public collective providers would appear as a positive income when paid and a negative income
when received—— ¢ . it would cancel itself out  Where national debt intevest in general is treated
as a transfer payment it may be either included or excluded according as it is inciuded or excluded
in transfer payments

Gifts and fines are species ol transfer They are normally small and do not give rise to any
special problems

TFees to public authorities are usnally ol minor importance since purchases [rom public authority
enferprises have already appeared as sales proceeds in the operating account of enterprises  The
items to be included here are such things as payments of fees in publicly controlled schools, pay-
ments for police services or payments to enter a museum These fees may be paid either by persons
or enterprises [n either case, care musi be taken {o sublract them [rom government expenditure
on goods and services in the national expenditure, since they will alrcady have appeared either as
a component in conswmers’ expenditure or as a pait of the value of goods and services sold or put
to stock

It js convenient ab this point to mention the treatment of mutual aid of all kinds supplied

by one government to another which became such an important item in the second World War
Goods supplied in this way form part of the product of the supplying country and form no patt
of the national income or expenditure of the receiving country. If, however, it is thought desirable
that such transactions should appear in the sector accounts they may be put into the receipts
side of the account of the rest of the world in a category analogous to exports and shown on the
opposite side as a remittance abroad In the revenue account of public collective providers, they
will appeas on the receipts side as a remittance from abroad and on the payments side as a " pay-
ment " for goods and services In the national expenditure only the net figure of government
purchases of goods and services will appear so that the value of mutual aid received will be can-
celled out. This is the correct resull since mutual aid forms no part of the product or the income
of factors of production in the receiving country Conversely, mufual aid supplied will appear
in goveriment expendifure on goods and services

There is one point that should be noticed here  Where goods received under mutual aid, such
as foodstufls, are sold to the general public by the receiving government, the value of the goods
sold naturally appears in consumers’ expenditure But, apart from the distributors' margin, this
sale does not give rise to apy income in the veceiving country Accordingly, it is necessary,
in the national expenditure, to deduct an amount equal to the government's proceeds {rom the
sale of goods received under mutual aid from government expenditure on goods and services. This
would follow naturally from the treatment suggested above Ol course, nothing needs to be
deducted if the government acconnts are kept on a net basis, as they are i the United Kingdom,
since the deduction has already been made Thus, where there are receipts from the sale of
goods supplied under mutual aid, government cxpenditure on goods and services measures not
what the government spends but this sum less the amount provided indirectly by the supplying
country ‘

Little need be said about the items on the payments side of this account. It may be noted,
however, that national debt interest paid abroad does not have to be excluded [rom total interest
received in arriving at the national income since it 1s not there to exchude. In the national expen-
diture the negative item in the balance ol payments is offset by a positive item in government
expenditure or, if net exports of goods and services is substituted for the balance of payments,
the item may not appear at all This is not true il national debt interest is treated as negative
income [rom property; in this case, it must be eliminated wn lofo fiom income and will only appear
in the national expenditure as a negative item in the balance of payments

b See above. pages 72-73.

The final item in the account is a transfer to capital and reserve account—i ¢, the saving
of public authorities. This is equivalent, apart {rom sign, not to whal they borrow but to what
they borrew minus what they lend and their capital formation

The capital and reserve account presents no new problems of principle It will be scen that
ihis method of presentation requires the separation of public authority capital formation from the
total of their payments fo factors of production and purchases of goods and services. It also
presupposes that depreciation and obsolescence allowances can be computed or that some other
reasonably satislactory measure of capital consumption such as the amortization payments
already discussed ! is available '

A problem arises in connexion with military expenditure and particularly the expenditure
on factories, machinery, airports, etc , which in one sense may be regarded as capital expenditure
Tt is usual, however, to confine the concept of capital [ormation to expenditure which is useflul
for normal peace-time purposes I this were not done, total capital formation would be subject
to wide fluctuations resulting {rom war-time expenditure on the one hand and loss and damage
ont the other

In practice, what is needed in this field is a detailed breakdown of government expenditure
by the goods and services bought, but as a matter of presentation it is perhaps convenient to
adopt the convention that all government war expenditwre is classed as current expenditure
antil it is sold o1 used for some peace-time purpose when it is entered as capital formation at the
value which il fetehes on sale  Iixactly the same procedure would be followed on thé methods
adopted here if an individual sold a piece of equipment, say a motor-car, to a business

Sector V. — The Rest of the World,

We come now to the final sector, the rest of the world, which is represented by a single
consolidated account  All the items in this account have alieady been dealt with, implicitly or
explicitly, in dealing with the other accounts of the system  Nevertheless, it will be convenient
to consider here the peneral problems to which this account gives rise

It can readily be seen that it contains information similar to what is set out m a balance of
payments table or a statement of transactions of all kinds with the rest ol the world  In order
to fit into this general arrangement and close the accounting system of the country under mvestig-
ation it must, of course, be set up as an account of the rest of the world rather than as an account
ol the home country  The approach adopted here requires a close attention to the definition of
the rest of the world and as can easily be seen sets up this definition in terms of a set of accounts.
The rest of the world comprises all those accounting entities in the world not included among the
accounting entities of the economy under investigation

We saw in an earlier chapter * that the primary definition of national income adopted here
was in terms of the income earned by factors of production possessed by normal residents of a
geographical area  Thus, if a normal resident of a country is temporarily abroad, any income which
he carns there is part of his own country’s national income and appears in the present account as
a payment for services rendered to the rest of the world  In a similar way, interest and dividends
accruing to normal residents of the home country from their loans to or other participation in the
enterprises of other countries is part of the national income of the home country and a payment
to the home country in the account of the rest of the world A criterion is required, however,
to define the enterprises of other countries

The simplest criterion depends simply on geographical location I this is adopted the income
from the country’s holdings in enterprises operaling abroad controtled by foreigners is treated
in the same way as the income [rom its holdings in concerns operating abreuad which are controlled
by its own normal residents. This treatment s adopted, for example, in the British official estim-
ates ¥ Nothing more elaborate is needed unless it is thought desirable to distinguish between the
two types of holding just mentioned by including in the economy of the home country all those

I See above. page Gy
* See above. pages 38-39
¥ See, for example. Cmd 7000 {1947) item 12. table 3. page 7
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enterprises and only those enterprises which.are controlled by normal residents of the home country.
It will be seen thaf if the first method is used care must be taken to ensure that the capital form-
ation, depreciation allowances, etc, of domestically controlled concerns operating abroad are not
included in the totals for these items in the home country’s accounts.

Another question which is brought to the forefront by the requirement that the statement
of transactions with the rest of the world be made to fit consistently into a comprehensive account-
ing system for the home country is the distinction between current and capital items. In the
presentation adopted here the foreign balance is essentially a lending minus borrowing concept.
Accordingly, all payments and receipts in respect of godds and services, whether newly produced
or not, which, if made within the home economy, would enter capital formation must be treated
as current iransactions in the account of the rest of the world This was made clear in the
discussion of transactions in gold and existing assets  Thus the account of the restof the world
will not by itself provide a complete picture of changes in the home country’s liquid position
in relation to the rest of the world.  In order to do this it will, in general, be necessary to look at
certain features of the home couniry’s domestic capital formation: in particular, changes in its
stock of gold. There is nothing illogical in this conclusion nor does it lead to any inconvenience
in practice.

A misunderstanding sometimes arises in connexion with the balance of payment term in the
national expenditure. In the usual form of statement which runs in terms of current expenditure
by domestic consumers and public authorities, domestic capital formation and the balance of
payments, it is usual to define the balance of payments so that it 1s equal to net foreign lending?
By doing this it is possible to add up domestic capital formation and the balance of payments

“to give a figure of the net capital position of the country at home and abroad. This is a real
convenience and from one point of view seems the best method of presentation.  The inconvenience
arises from the fact that if the balance of payments is shown in the national expenditure account
in this way, other items in that account must be adjusted to include net unilateral payments
abroad——i.e , remittances, gifts, direct taxes, etc. It will be seen, however, that in terms of the
working system all that need appear in the national expenditure accounts so far as transactions
with the rest of the world are concerned are payments for factors of production and purchases of
goods and services. The reason is that exports are not included in domestic expenditure and
must therefore be added in since, when adjusted for indirect taxes, etc, they give rise to income
from domestic economic activity while the imports included in the national expenditure as
components of consumers’ expenditure, etc., do not have a counterpart in the national income.
The form of presentation is of comparatively little importance provided the account of the rest
of the world is available since it will provide the information required on the foreign capital
position without the need for this to be again reflected in the presentation of the national
expenditure.

The individual items in this account need not be discussed in detail It may be mentioned
that if the rest of the world sells goods to the home country on a ¢ i f basis and if these goods are
transported in the home country’s ships and insured with the home country’s Insurance companies,
an offsetting item showing the rest of the world's purchases of these services will appear on the
opposite side of the account. It should be noted that as presented here no distinction is made
between different currencies or different holders of balances although this detail may be of great
importance and a greater subdivision of the considerations passing against capital transfers may
be necessary for some practical purposes.

In view of possible confusion with the terminology adopted in balance of payments state-
ments, attention is drawn to the fact that terms are used in account {24) of the last chapter in
the same sense as in all the other accounts and further that the same simplifying assumptions are
made. Thus, for example, the term “ withdrawals " in items 268 and 278 relates to entrepre-
neurial and similar withdrawals and not to withdrawals of capital. The new issues referred to
in items 273 and 286 are, of course, capital issues and the remittances referred to in items 272
and 28z are of a unilateral nature

1 Or net balasce of capital movements.
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CHAPTER V
THE NATIONAL INCOME AND OTHER AGGREGATES OF TRANSACTIONS

Having given some indication of the content of the working system of accounts, we shall
now consider how the national income and expenditure and other aggregates of transactions
for the economy as a whole may be built up by combining appropriate items in the individual
accounts  The national income is to be regarded as the sum of a certain selection of transactions
taken from the total set of distinct transactions contained in the system ol accounts

Consideration of the set of twenty-four accounis on pages 45-53 above will show that not
only does each account balance but so do the entries for each type of transaction when aggregated
over all the accounts For example, the receipts and payments of wages, salaries, ete, may
be set out as follows The bracketed numbers refer to the different accounts. An account. is
omitted from the list where there is neither receipt nor payment in respect of wages, salaries, etc

Receipts and Puyments of Wages, Salaries, elc. in the Working System of dccounts.

Account, Waupes, ete, Wages, ete,
reeeived paid
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Total . . . 5,470 5,470

In setting out the aggregates of income, product, etc, it is convenient to start with the
conceptualiy simple totals of personal income and outlay ~ As already explained, the revenue
account of persons does not provide a measure of personal income since it contains lump-sum
payments [rom insurance companies. A measure can, however, be obtained by consolidating
the personal revenue account with the revenne accounts of insurance companies in their capacity
as personal insurers and of private pension funds By domng this, an income figure is reached
which sums in the simplest case to personal expenditure on consumers’ goods and services, of which
one component is the cost including profit of insurance services to persons, direct tax payments
and saving by persons both directly and indirectly through the medium of insurance companies
and pension {unds. An example of this consolidation based on the working system of accounts
is given in the following table obtained by consclidating accounts {12 B) (16) and (20):
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Personal Income and Outlay.

Payments to {actors of production and
purchases of goods and services, in-
9490 cluding insurance services . . 6,904

Wages, salaries, ete. . o 5,460

Interest, rent, dividends and with-
drawals, actual and imputed
less  Translers from enterprises in

Contingency clajpms, gifts and all other
transiers o 400 respect of bad debts : 25
Gifts and fines . . . . . ‘ 95
Direct taxes and contributions to social
security funds . . . . . . . : 790

Saving, direct and through the medinm
of insurance companies and pension
funds . . . ‘ ‘ 500

Personad income . . . o . 8,350 Personal outlay . o . 8,350

Tor purposes of demand analysis it may be useful to deduct from total persenal income, first,
gifts between persons and capital transflers [rom abroad and, second, direct taxes. The second
of these deductions may make a perceptible difference to the course of the series but the firstis
hardly likely to do so in practice

Figures {or private income and outlay may be obtained by adding to the figure for personal
income just described the total of business saving before tax— ¢, the sum of direct tax payments
and nét transfers to reserve appearing in the accounts of private business enterprises of all kinds.

The next total to be investigated is the national income or product at factor cost and the
corresponding expenditure concept  The national income or product at factor cost is obtained
by extracting all payments to factors of production and all operating surpluses and adding them
up The sets of components of these two aggregates are essentially alternative classifications of
ihe same set of transactions; the former involves a grouping by type of payment, the Iatter by
the entify making the payment This can be seen clearly from the fwo-way classification given
in the folowing table:

Geogrephical Income and Product and Natienael Ineome and Product

Account Wages, Interest Operating Produet

salaries, cte surplus fuctor cost
. ... 3,975 500 1,800 6,275
(3) 135 e o 135
(5) 70 20 105 255
(6} a5 — 50 145
(9 i20 — 40 160
13y . . o 70 10 45 125
1sy . . ‘ ‘ 5 - e 5
{18 ‘ i0 e - 10
(20) 165 e — 165
{21 50 — — 50
(22) 800 25 e 825
(23) 20 e f— 20
Geographical income 2,455 555 2,100 8,110
~—(24} o e 10 e 35 e 2(}F e 35
24y . . .. ‘ 15 165 GO* 240
National income . 5,460 695 2,140 8,295

* Dividends and Withdrewals
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The totals of the columns show the amount of income of different types arising in the economy
as a whole, while the totals in the rows show the amount of all types of income taken together
arising in different divisions of the economy A more complete breakdown by type of income would
require principally a more detailed breakdown of the consideration ™ factor of production”.
Equally 2 more complete breakdown by branch of activity would require the recognition of more
separate divisions of the economy; in particular, separate operating accounts would have to be
set up for different branches of productive activity which, when combined, would give account (1)
in the above systern

The table shows the difference between what is here called the geographical income or pro-
duct of an economic system and ils national income. The former includes the return to factors
of production belonging to other economies but situated physically in the economy under inves-
tigation while it excludes returns accruing to {actors of production of the economy under investi-
gation which are physically situated elsewhere 1t is assumed in arriving at the geographical
product in this example that all labour, for example, employed by the given economy 1s resident in
the territory of that economy whether normally or temporarily.

Thus the national income or product at factor cost is easily extracted from the working
system of accounts. As is to be expected, however, the corresponding expenditure total presents
more difficulty since expenditures are not made at {actor cost and accordingly numerous deductions
are needed to obtain a reconciliation  The appropriate transactions may be set out as follows:

Net Nationpl Expenditure at Faector Cost.

1. Current domestic expenditure on goods and services:

(¢} Persons:
Payments to factors of production and purchases ol goods and
services including payments to mect the cost of insurance and
private pension funds, bank, cte, charges, actual and imputed,
rentals snd fees te public collective providers . o - 6,900

(b) Social security funds and public colleetive providers:
Payments to [actors of production, purchases of goods and services, -
contributions to social security funds in respect of employees,
deprecintion and obsoleseence allowances, less fees received | 1,070

7,970

2. Domestic gross capital formation:
{a) Percons:
Payments to factors of production, purchascs of goods and services
and net purchases of existing assets e 260
{b) Public collective providers:
Payments to factors of production, purchases ol goods and services
and net parchases of existing agssets . o : : 35
(¢} Business enterprises:
(i} Payments to factors of production, purchases of goods and
services and net purchases of existing assets . o ‘ 950
(it} Net transfer {rom capital to operating aecount in rtespect of
inventories . . . : e 15
{d) Banking system:
Net purchases of pold and silver bullion and coin ‘ 15
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3. Expenditure by the rest of the world:
‘ Payments to factors of production, dividends and withdrewals,
and purchases of goods and services tncluding existing cquipment,

gold, ete. 745
4 less Ttems included above which do not correspond to domestic income:

(¢) Payments to the rest of the waorld for goods and sexvices — 155
(b) Depreciation and obsolescence allowances . 535

(¢) Tnsurance claims paid to enterprises and transfers Lo insurance reserves
in respeet of the inerease in accruing lichility to business insurers e B0
(d) Allowances by enterprises for bad debts — 25
(¢) Tndirect taxes less subsidies . ~—215
(f) Social security contributions of employers — 45
1,095
8,295

5, Net ngtional expenditure at {actor cost

The first two groups of items in this table show total domestic final expenditure whether for the
satisfaction of current wants or for gross additions to wealth in the form of construction, equip-
sent and stocks of all kinds  The third item shows the expenditure by the rest of the world on
the products of the econemy under investigation.  Not the whole of the sums shown in these
expenditure figures correspond to domestic income and accordingly the elements of reconcihiation
are deducted in item 4 The need for these deductions can be seen as follows. Tor example, the
clements of the first three items are partly made up of imported goods and services of all kinds,
and the value of these goods and services must be deducted from the total value of final expenditure
before the value of domestic produce and therefore the income accruing to the domestic factors
of production is reached The same argument can readily be seen in the case of indirect taxes and
indeed appiies to all the elements of item 4 The only element whose inclusion in item 4 may not
be immediately obvious is {¢), insurance claims paid to enterprises, and transfers to insurance
reserves in respect of the increase in accruing liability to business insurers. The position is that
premiums paid by enterprises including imputed charges appear as costs in items 1 to 3 but only
the payments to meet the cost of insurance services to enterprises including profit correspond
to componénts of income on the other side of the account. The difference between premiums and
insurance costs is just claims plus transfers to reserves—: e, the components of 4 (¢) Of coutse,
not the whoie of the costs of insurance business need necessarily correspond to income; a part,
for example, may take the form of indirect taxation—e g, stamp duty But no allowance for this
need be made in 4 {¢) since the appropriate deduction will be made separately, in this case in item
4 (e
It would be possible to make certain changes of presentation which would make the table
conform more closely with existing statements Item 4 (a) could be deducted from item 3 to give
net expendituré by the rest of the wotld on the goods and services of the economy under investi-
gation The resulting figure would not be equal to the balance of payments owing to the existence
of unilateral payments, so that if it were thought desirable to show {he balance of payments in
the national expenditure statement it would be necessary to make appropriate adjustments
elsewhere to take care of the, unilateral payments® Alternatively, imports might be deducted
from the different types of expenditure so as to show the expenditure on domestic resources,
ete , in the different categories

Again, item 4 () could be deducled from item 2 to give net capital formation or alternatively
it could be deducted from the different types of expenditure so as to show the expenditure on

1 See page 78 above
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current Tesources, etc, in the different categories. A similar allocation could be made of indirect
taxes, subsidies and the social security contributions of employers.

The present system of accounts does not provide any cost-accounting information which
would enable the cfiect of these adjustments to be seen numerically It is therefore convenient
to illustrate these remarks by means of a table based on the British official estimates ?

Alternative Arrangements of the Components of the Net National Expenditure at Factor
Cost, United Kingdom, 1938.

Article f. Per cén 4 o .
millions cent millions er cent

sz

. Consumers’ expenditure:
{a) Private
{#) Public authority

58.1
13.7

63.9
15.1

2.685
634,

2,954
696

Lo

Capital formation:

{(a) Private 121 2.6 410 8.9

{b) Public authority 97 2.1 188 4.1
3  Exports of goods and services, includ-

ing the nct services of capital in-

vested abroad 751 16.3 702 162

4. Net national expenditure at factor

cost . . . . . 100.0

4,619 160.0 4,619

In this table, imports of goods and services and indirect taxes, subsidies and employers’
social security contributions have been allocated to the three constituents of the national expen-
diture and have been deducted from (in the case of subsidies added to) them. As a result, the
figures show not the amount spent by each group of buyers but the amount ol domestic resources
absorbed by their expenditure. For example, consumers spent on goods and services in 1938
£4,168 million while public authorities paid subsidies in respect of these goods of £15 million so
that the value of the goods was £4,183 million in all.  Of this total, £668 million represented the
~ value of imports contained in these goods and services and £561 mitlion represented the value of
indirect taxation levied on them Thus the value of domestic resources represented by this
expenditure was only £2,554 million, the figure shown at the top of the left-hand column of figures
in the table.

Thus the analysis shows the value of domestic resources devoted to satisfying the five main
classes of demand and this value is exactly equal in the aggregate to the national income. The
left-hand distribution shows the amount of domestic resources deveted in the case of con-
sumption not only to current production but also to maintaining the capital equipment necessary
for maintaining this current production; and similarly for the other categories of expenditure.
Ille right-hand distribution shows the amount of domestic resources devoted to current production
plus, in the case of capital {formation, the amount devoted to maintaining capital equipment in
all branches of activity. The difference between the two is that in the second distribution the
allowances for depreciation and obsolescence appearing in each of the categories of expenditure
are deducted from their respective categories and added to the two forms of capital formation.
The amount added to private and public authority capital formation respectively is, of course,

-'the‘ amount of the allowances arising in respect of equipment owned either privately or publicly.

1 These figures are obtained by a rearrangement of those given in Cmg. 6623 (1945)




Before introducing other aggregates of income and expenditure, it will be convenient to
indicate the relationship between the two concepts so far introduced—namely, personal income
and the national income. Personal income contains certain transfers which are not received in
respect of any contribution to productive activity and must therefore be deducted  On the other
hand, there are incomes arising from productive activity which do not accrue to persons but to
other divisions of the economy, and this income must be added The reconciliation of the two

totals can be set out as {ollows:

Relution between Personal Income and Nutional Income

Personal income
less Transfers contiibuting to persenal income 30

Ineome [rom work and property aceruing to persons ‘ 7,054
Undistributed income of enterprises of all kinds 514
Iess Franslers contributing te undistributed income ol cuterprises —20(
Undistributed income of enterprises of all kinds arising {rom praperty 310

Ineome of social seeurity funds and pubtic collective providers 1,625
Inss Transfers contributing to the income of public suthorities 3,590

Tneome from property aceruing to public authorities

National income

8,295

The rationale of this table can be seen as follows: The economy is divided into three main
divisions: persons, enterprises of all kinds and public authorities in the sense of public coliective
providers and social security funds For each of these divisions we write down the total income
accruing, or, in the case of enterprises, retained, and {rom each of these totals we deduct that part
which is due to transfers We are left, therefore, with the income received, or, in the case of
enterprises, retained, which arises from work or property——i e, the national income

The detailed derivation of the table is a little more complicated As already explained, to
obtain personal income the revenue accounts of persons (20) is consolidated with the revenue
account of insurance companies and societies concerned with persons (zz b) and the revenue
account of private pension funds (16} ~ This gives 8,475 — 120 — 10 + 5 = 8,350 From this
total are deducted components not derived from work or property all of which are to be found
on the left-hand side of account {20}  In this example, these components total 15 -- 85 4- 170 +
70 4 45 - 15 = 400. The undistributed income of enterprises is obtained by first consolidating
the appropriation accounts of enterprises of all kinds—z ¢, accounts (2), (7), (10} and {14)—and
then selecting from the payments side of the consolidated account all items not paid out in
dividends, withdrawals and payments, actual and imputed, to depositors and policy-holders
s to reserve, direct tax payments and net transfers

The items so selected are iransfers of surplu
liability totalling 135 +- 335 -+ 40 == 510 But this

to reserve in respect of unpaid accruing tax
amount is not attributable wholly to the productive activity of enterprises but partly to the receipts
from loss of profits insurance claims, which form the difference between mnsurance claims received,
) ansferred to other accounts—i & , 60 — 15 — 35=10,
partly to transfers {rom reserve in respecl of realized capital gains equal fo 15, and partly to
national debt interest included in the interest received by enterprises equal to 175 These three
items total 10 4 15 - 175 == 200. Finally, the income of public authorities is obtained by
: ng the revenue accounts of social security funds and public collective providers,
accounts (18) and (22), and deducting transfers  There remain interest, dividends and transless
of surplus from the appropriation accounts of pu
The income from work and properiy accruing

and claims against the enterprises paid out or ir

consolidat:

310 + 35 == 8,205, is the national income.

blic authority enterprises totalling 25-40--10 == 35.
to these three divisions of the economy, 7,950 -+

The national income or product at factor cost is easily derived from the system of accounts
while the corresponding expenditure concept can only be extracted after numerous deductions
and adjustments to final expenditures. The position is reversed, however, in the case of the
other aguregate product and expenditure concepts in common use—namely, the gross national
product and the gross national expenditure at markel prices  Ihe rule for ferming these aggre-
gates is given most simply in terms of expenditure which is obtained by adding together all
expenditures for factors of production, goods and services less fees received, depreciation and
obsolescence allowances, indirect taxes and employers’ contributions to sociai security funds,
which arise on revenue or capital but not operating accounts other than those which relate to
enterprises or to the rest of the world in connexion with insurance transactions —Expenditures
by the rest of the world must be taken net. The calculation can be seen from the following table:

Gross Nationel Expenditure at Market Prices.

Endireet

Payments 51’1;-;?11‘&5}(:‘5 Deprociation }::.\:0{5 “‘"q,
Ao to fastors " _C’_m"."’ and olso- Ll]"lj_?.ﬂy{,.‘.!'b . Totul
Agcmint . aned services, i contriinitinng . P

ol AN fescenee - expesditure
! . less fues } to sovink
production . allownnees , -
rencived seeunily
funds
(2.0 e a5 — e HES
{106) o ‘ 5 e — e )
(1) . L0 5 — e 15
(20} . . 105 6,705 — ! e 6,810
22 825 170 15| 15 1,055
|
Revenue accounts 945 6,065 45 i5 7,970
(3) 135 830 — o 65 -
(&) — 15 — . 15
(21 ‘ 50 210 e e 200
{23) 20 15 e e 35
Capital accounts 205 1,070 e — 1,275
(24) . 185 e 1 G5 B l — —10
! J— e
All aceounts | 1.335 i 7,840 ‘ 43 \ ib 9,235
H b

This table throws some light on the composition of the gross national expenditure. For
example, a comparison of the above table with the table showing the composition of the net
national expenditure at factor cost shows that the totals for the rows headed revenue accounts
and capital accounts in the former are the sarae as the totals for items T and 2 respectively in the
latter  The entry for transactions with the rest of the world in the above table, the total of the
row for account {24), is equal to the excess of item 3 over item 4.4, 745 -— 753 = — 10, in the
table for the net national expenditure.  Thus the dilference between the net national expenditure

at factor cost (= national income) and the gross national expenditure at market prices (== gross
national product) is given by the remaining adjustment items, 4. 6 to 4 f, 30 the table for the net
national expenditure. The relation between the national income and the gross national product
may accordingly be set out as follows:

ETSIRT
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Relution betiseen the National Inceme and the Gress National Product.

Foctor payments including operating surpluses (national income) . . . .. 8,295
Depreciation and ohselescence allowances e - o . 535
Insuranec claims paid to enterprises and transfers to insurance reserves in respect

of the increase in aceruing linbility to business insarers . . . . . . . . . . 60
Allowances by enterprises for bad debts . . . . . . e . 25
Indircct taxes, less subsidies . . e R ‘ S 275
Social security contributions of employers . e %5

Gross national product

After this discussion, in terms of the categories of the working system of accounts, of the
principal aggregates of current transactions, persenal income, mational income, gross national
product, the associated expenditure concepts, and the relationships between them, we shall turn
finally to another important pair of equivalent totals of transactions given by combining all
the capital and reserve accounts in the system This combination leads to a statement of the
sources and uses of capital funds and demonstrates that current receipts less current cutgoings
equals capital formation plus lending after deduction of receipts from repayments less borrowing
after deduction of repayments. These relationships are ilinstrated in the following table

Combined Domestic Cepital and Reserve Accounts.

. Capital
. . formation

Receipts Net receipts i;jﬁﬁgf-{e% Burlrumng less

Account to {rec to other pie Lrom ess depreciation
oserves debt repnyment
GEETYES reReIves and
repayment of debt

obsolescence
allawnnces

)y 545 — 205

21
23) .. .. 25 — —15 — 10

Al domestic
accounts . . . 675 95 450 420 740

The first two columns represent for each division of the system the excess of receipts on
current accounts over outgoings from current accounts other than those outgoings which take
the form of payments (net) to reserve. They therefore represent saving. The item net receipts

to other reserves may be regarded as drawn from a population of values whose mathematical
expectation is zero since if this is not the case it means that reserve funds are being used to disguise
free business saving.

We saw above that saving = current receipts — current outgoings was equal to lending—
borrowing -+ capital formation.  Thisis true for each account as can be seen from the above table
The final row shows saving = 770, lending—borrowing = 30, and capital formation = 740. For
a closed system lending-borrowing = o and the discrepancy here is due to net lending abroad-
i ¢, it represents the balance of payments obtained when ail purchases of goods and services of
a kind which enters capital formation—c g, gold and existing equipment and other asseis as
well as new capital goods—are treated as transactions on current account Thus the total addi-
tions to wealth of the economy at home and abroad in the example is 740 -+ 30 which in turn is
equal to its saving

The totals of transactions discussed in this chapter have been shown by experience to be
useful in applied economic analysis. For certain purposes, one of the very large number of-
aggregates which have not been described but which could be obtained from the working system
may turn out to be usefui  However, for purposes of popular presentation it seems desirable
to keep the number of distinct aggregate income, product and expenditure concepts small  Some
variety is essentizl bul an undue amount may only lead to confusion in the minds of the many
users of national income studies whose technical equipment in that field is necessarily limited.
A working system of accounts, suitably drawn up, provides the expert with all the combinations
of transactions that arc interesting In presenting his resulls, however, it is desirable that he
should restrict himsed to a comparatively small number of income, product and expenditure
conecepts each of which can be clearly seen to have a field of usefulness not provided by the othters
The more agreement is reached by experts in different countries on the nature and composilon.
of these basic variants the more helpful will their labours be to the users of natipnal income
studies

CHAPTER VI
METHODS FOR ENTENDING THE SYSTEM IN DETAIL

The system presented in Chapter 111 led to a discussion of many of the logical probiems
involved in ensuring consistent treatment of the items in the separate accounts and in the national
aggregates and in observing the implications of alternative treatments that might be proposed
No model that can be written down in a few pages can be expected, however, te deal with alt the
complexities of the real world. It is therefore necessary to have some means of working out the
impiications of various possible treatments of new types of accounting antity or transaction and
of ensuring consistency in the different national accounts

A method is at hand in the construction of a still more simplified accounting system which
concentrates on the particular problem and simplifies as far as possible all other accounting
entitics and transactions In some cases, it is sufficient to proceed in 4 MOre sumMMmMary manner
and consider how {requently a given item appears in an aggregate account If the item appears
an equal number of times on each side of the account it is being treated consistently in that
account  The element may appear in any entry in an account with a coefficient 1, 0 or — 1
An example will be given of cach of these methods

The first method will be illustrated by the treatment of the banking system which was adopted
above ! Tt will be remembered that the fact that banks do not charge directly for their services
leads to an underestimation of the income generated in banking if banks are trepted like productive
enterprises and to an overestimation of total income if they are treated as aggregates of individuals.
Accordingly, a different procedure is necessary and the rationale of the treatment adopted can be
seen from the following numerical example

! See pages 40-41
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PropucTive ENTERPRISES

Acconnt.

Sales proceeds [rom:
Banks

Persons

700

Total receipts

T04

Wages to persons
Imputed banks charges .

Interest to:
Banks
Persons

Operating surplug

647

20
15

13

Total payments

TO4

Pensons

Revenue Account

Appropriati

on Account.

Operating surplus 13
Deposit interest
Imputed interest from banks

Total receipts 25

Dividends to:

Total payments

Banks 2
Persons 17
Saving 6
25

Bawnks

Operating Account.

Bank cherges from:
Enterprises:

Imputed 9
Persons:
Actual 2
Imputed 8
Total receipts . 19

Wages to persons 1
Purchases from enterprises 4
Operating surplus 8

Total payments 19

Apprepriation Adccount.

Operating surplus
Interest from enterprises

Dividends from cnterprises

| ]
S e S o )

Total receipts .

30

Deposit interest to:
Tinterprises
Persons

Imputed interest to:
Enterprises
Persons

Dividends to persons

Saving

Total payments

Wages from: 5 Purchases from enterprises 700

Enterprises 647 Banlk charges:

Banks i Actual . . 2
Interest from enterprises 15 Imputed B
Deposit interest 2 Saving . —7
imputed interest from banks . th
Dividends from:

Lnterprises 17

Banks 1

Total receipts .

703 Total payments . 103

35 Banks

Profit (operating surplus) . 21

Interest

National income .

since there is no specification of what is

and also an equivalent payment to bank

account.

of banks over the interest paid out by banks
account of banks to their receipts from charges as in the case of ordinary business, and at the same
time to show their payments to depositors actual and imputed as a debit to their appropriation

The effect of these proposals can now be traced in detail
ductive enterprises is reduced by the impuated bank charges debited to the operating account so
that the overestimate of the income generated in these enterprises is avoided. On the other
hand, an equal sum is imputed as a credit to the appropriation account of these enterprises so
that their saving is unchanged from the figure that would be obtained if no imputations were made.

To turn now to the banks themselves, it can be seen that, had they been treated like ordinary
businesses, there would have to appear on the receipts side of their operating account only bank
charges paid by persons, 2, while deposit interest would have appeared on the payments side.

From this system of accounts the foilowing table can be constructed:

National Income, Product and Expenditure.

. .
Wapges . 654 Productive enterprises 695  Personal expenditure on the
g I P

i5 product of enterprises 700
Bunk charges paid by per-
FONS:
Actual

Emputed

e

710 National product . 710 National expenditure . 110

This example relates to a closed economy with no public authorities and no transactions on
capital account. The entry “saving ” which appears in three of the accounts is a loose end,

done with these sums This is unimportant, however,

since there is no capital formation and accordingly total saving is 6 4 1 —7 = 0. _
The proposed treatment of banks consisted essentially of imputing a charge Lo bank depositors

depositors equal to the excess of the investment income
1t was also decided to restrict the operating

The operating surplus of pio-

-
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As a consequence the operating surplus of banks would have been - 14 and the income generated
in banking, wages, (deposit) interest and operating surpius would have been equal to 7 - § —
I4= —z This figure — 2 which compares with the figure of 7 4 § == 15 in the above system
would not have been fully offset by a rise in the profits of enterprises, 9 in this example, which
would follow from not imputing a charge for banking services to enterprises.  Thus the treatment
of banks as though they were exactly like other businesses would have resulted in a smaller figure
for the national income than the one given here and also to a different allocation of income gener-
ated between hanking and other forms of business. Reflection will show that the allocation
between interest and profit would aiso have been different At the same {ime, it will be seen
that if the two accounts of the banking system are taken together the imputation can be cancelled

out.

The “ aggregates of individuals ” method of treating banks would involve the consolidation
of the two accounts of the banking system and the exclusion, as here, of payments to depositors
(deposit interest) [rom the national income  As a consequence of these changes income generated
in banking would be unchanged though an interest payment debited to an operaling account
would, uniike all other interest payments, be excluded from the national income. At the same
time, the national income would exceed the figure given here by the imputed bank charges debited
to enterprises

The revenue account of persons is affected on each side by the imputed receipts and payments
which are by definition equal, so that personal saving is unaffected At the same time, it will
be seen that the bank charges imputed to persons must appear in the national expenditure.
Similar charges imputed to enterprises do net have to be included in this way, since they are
already included in the value of sales

In this case, the answers were known in advance  But it can be seen {lwat there is an unlimited
field for the application of a similar procedure to ensure first that a proposed line of treatment
does not lead to absurd results—viz, that the net contribution to the national income of a
profitable branch of activity should appear negative-—and second that any treatment which
appears to give satisfactory results in one aggregate shall be dealt with consistently in setting
out the,components of other aggregates which are by definition equal to the first one

Doubt will sometimes arise as to whether a particular transaction is being treated consistently
and the problem can [requently be resolved without resort to the procedure just described. It may
be sufficient to ensure that a particular item appears an equal number of times on either side of an
aggregate account

Suppose we want to make certain that, defining consumers’ expenditure and capital formation
in the usual way, we are right in entering net capital formation in the natienal expenditure comn-
cept which is by definition equal to the national income Neglecting imports and indirect taxes
which are irrelevant to the problem it might appear superficially that the whole of capital formation
gives rise to income and that therefore gross and not net capital {formation should appear in the
national expenditure

The error of this view can readily be scen as follows Let renewals and replacements be denoted
by x and depreciation allowances by ¥ 1t is evident that y does not appear in the national income
since it is deducted from the receipis of enterprises before the operating surplus is reached. 1t
can also be seen that it does not appear in the national expenditure since it appears positively,
in final purchases, but also negatively in that it is deducted from the purchases of capital goods
to give net capital formation Thus, net and not gross capital formation is correct. However,
gross capital formation is made up in part of x, renewals and replacements, and this sum also
appears in the national income since this expenditure does give rise to income. Thus, x appears
once and ¥ no times on each side of the national income and expenditure account 50 that net and
not gross capital formation is correctly entered in the national expenditure  As explained in the
last chapter, it may be appropriate to allocate depreciation allowances and to deduct the amounts
allocated from the different types of expenditure rather than to deduct depreciation allowances
in lofo from gross capital formation  This consideration is, of course, irrelevant to the present
discussion ‘
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More complicated cases can be handled on similar lines. Suppose a temporary non-resident
is sent goods produced in the home country to the value of x, consumes xy, and trades the balance
vatued at x, for an amount of money, y  Of this amount he spends y, abroad on goods which he
consumes and remits the balance y, to his bank in the home country How will these transactions
be reflected in the national income and expenditure of the home country ? One answer may be
set out as follows:

%) - ¥;

Raceipts from the sale of goods x Copsumers’ expendituse

Profit from the sale of exports . ¥ Ay Exports less imports ¥y —Y1

cxy by National expenditure xy -y

National income

This treatment is consistent 1t will be aoticed that if nothing is known about the transaction
subsequent to the purchase and presumed consumption of x all the elements in the table will be
wrong though the naccuracy, which may be relatively ummportant, will not be detected  The

national income witl be underestimated fo the extent of (y—2,) while consumers’ expenditure is
underestimated by (vp—u,) and the balance of payments by (y—y,), making for the national
expenditure (y—z,) m all  Thus the inaccuracies, due to ignorance, may not lead to any discrep-
ancy and may, in practice, be very hard to detect. On the other hand, il the balance of payments
is measured {rom the capital side by measuring the net change in cash and investments it will be
apparent that the true figure is v, = (y—y,} and not zero Hence, il this measure is used but
elsewhere the subsequent transactions are neglected a discrepancy will arise which will be abisorbed
into any residual item which the table may contain  This sort of difficalty, which is very real in
practice and is not so much a matter of defining terms as knowing what definitions are implicit
in the statistical material available, can only be avoided by a detailed knowledge of the transactions
that are taking place and close attention to the accounting implications of consistent treatment

It need hardly be said that it may seem inappropriate to regard {(y—=x,) as part of the national
income. In such a case, — (y—a,) would have to appear in the national expenditure, either in
the itemn labelled * consumers’ expenditure ” or as a separate item  This requirement might weil
be missed without some such technique as is described here.

This chapter has been concerned with ensuring consistency of treatment and aveiding dis-
crepancies and errors which are essentially logical in character The procedures describad do not
in themselves contribute anything to what may be called the economic as opposed to the logical
problems of definition except in so far as a necessary but not sufficient condition of acceptable
economic definitions is that they be consistent The economic problems of definition which are
opened up when an attempt is made to go behind familiar accounting concepts are large in number.
Some have been discussed in the preceding chapters More will be said about them in the next
chapter, though the treatment given there will be far from complete

CHAPTER VII

SOME ECONOMIC PROBLEMS INVOLVED IN DEFINING AND INTERPRETING
ACCOUNTING SYSTEMS

The decision Lo adopt an accounting approach to the representation of a system of transactions
does not in itself imply much as to how that system is to be represented The justification of this
approach is partly that it is useful in ensuring consistency and seeing that the best use is made
of all the available information and partly that it reflects the essential interrelatednes of all
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economic transactions. The first of these considerations is important to the compiler of the esti-
mates: the second to their user The system described in the preceding chapters is intended to be
especially suitable for two purposes First, the testing of economic hypotheses and the estimation
of the quantitative effect of different influences on econemic change and, second, the provision of
a picture of economic structure and change for use in connexion with economic policy. In stressing
the importance of economic interdependence, we are doing no more than carrying into this field
of statistical work a proposition that has long been a commonplace in pure economics and 1s at
present inspiring $ome of the best work in a complementary field of statistical economics—namely,
the estimation of the coefficients in behaviouristic relationships In practical affairs, the inter-
dependence of different factors in the economic situation is perhaps the main problem which
requires, where social control is attempted, appropriate information services and administrative
arrangements. To attempt any important measure of social control, even if the amount of actual
government intervention is not large, with separate departments trying to tackie different prob-
lems in a more or less unrelated {ashion is to court the difficulties that Alice got into in the game
of croquet.

The set of accounts appearing at the end of Chapter 111 will probably seem reasenably familiar,
but it is not to be thought that it is natural in the sense that it conld not have been drawn up differ-
ently. In fact the system could have been drawn up in an indefinitely large number of different
ways and the way selected depends on the application of economic ideas to the kind of problem
which the system is designed to illuminate The economic considerations which led to the treat-
ment proposed in this report have already been set cut and the purpose of this chapter is to discuss
very briefly certain types of alternative representation, still nsing the accounting approach, and
to indicate the limitations of the comparatively familiar treatment given in Chapter I1I

Two variations of the present layout were touched on briefly in Chapter IV One of these !
is connected with the distinction befween payments for factors of production and purchases of
goods and services This distinction is represented formally in the system of Chapter 1l in that
payments for factors of preduction are always made to revenue or appropriation accounts while
purchases of goods and services are always made to operating accounts Thus, the obliteration
of the distinction in more than name would require that operating accounts be set up for what
might be'called the labour-providing and money-providing industries  That this is not done here
is obvious in the case of the provision of labour but perhaps not so vbvious in the case where
money is provided by financialintermediaries. It will be remembered, however, that the operating
account of financial intermediaries relates to their receipts and payments in connexion with the
provision of services other than the lending of money, and that the return on lending—interest
—is credited to their appropriation accounts The word interest as used here means the net
return on a loan and not a charge for other services computed as a certain per cent per annum on a
capital amount.

The removal of the distinction between pauyments for factors of production and purchases
of zoods and services would not affect the total national income but would completely recast the
industry breakdown of this total Thus the preservation of existing notions of the net output of a
branch of activity invoives the preservation of this distinction. It will be noticed that the dis-
tinction between the two types of payment is formally as stated in the preceding paragraph and
is not connected with the distinction between payments to consumers and payments to producers
—f ¢ , to different sectors of the cconomy

The second variation of the present layout discussed in Chapter [V *is connected with the
difference between consumers’ expenditure and consumption  The airrangement of the accounts
which would permit the introduction of a measurc ol consumption would require that ail purchases
and sales of commodities take place between capital accounts Tor example, all consumers’
purchases of consumption geods and services would be debited to the capital account and this-
account would be fed from the sums set aside to aliow for the depreciation and obsolescence of
consumption goods and services as well as [rom the balance on revenue account—i ¢, personal

i See above. pages 56-57
* See zbove, pages 74-75
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saving. Thus depreciation and obsolescence allowances would have to be imputed to all goods
and services under this method  Provided that no income were imputed to consumers’ capital,
an unreasonable assumption, the national income would he unaflected by this change but a different
and truer picture would be gained of the division of this income between consurnption and additions
to wealth  The final step in this direction is taken if all factors of production, and particularly
labour, are also treated us capital geods

Another variation, not so [ar considered, arises in connexion with the freatment of the house-
hold  In the ordinary method of treatment, goods are processed and services are attached to
them until the housewile takes them out of the shop or they are delivered to her home. The
value that they have acquired at this stage is regarded as the value of final copsumption The
value of all the services rendered between that stage and the final using-up and wearing-out of the
zoods is ignored, except where payment is made to an enterprise or employee for such services
as repairs or cleaning  This omission may seern quite natural in a predominantly exchange
gconomy where the market place supplies, in most cases, 4 measuie of the first set of values but
not the second set  The line is, however, quite arbitrary, being set by the coverage of the market
in the whole field of econemic activity. In different countries and at different times, the coverage
of the market is widely different, so that in many cases a comparison of national income which
fails to treat households as a branch of activity wilt be highly misleading A topical example,
in which the restriction of the calculations to, broadly, market phenomena can be rnisleading, is
given in the effect on the size of the commercially employed labour force and therefore on the
Size of the national income as vsually computed of translers of labour during war time [rom house-
holds to commercial employment.  The treatment of households as a branch of activity would
necessitate a number ol imputations—Ifor example, of services rendered by durable goods and
individuals  The first of these would, however, be covered if all goods were treated as capital
goods !

These imputations raise the question of the valuation of substitutes.  Ior example, suppose
an atlempt is made to value the services of housewives  This might be done first by considering
how much the housewife could earn in an alternative occupation less the costs involved in following
this occupation; or second by considering the cost of abtaining a similar service on the market
1 the two approaches yielded the same answer it would seem reasonable to impute this value to
the service of the housewife It will be seen, however, what great difficulties such measurements
involve., The housewife's alternative occupation should require a similar amount of effort to that
required by her former activity at home, otherwise the payment will reflect in part the added
offort and not the value of her houschold services  On the other side, how is one to price similar
services ?

This probleni leads on to a related one—namely, how to distinguish belween cost items and
income items Under the ordinary system of reckoning, for example, all travel paid for by
individuals is regarded as part of consumers’ expenditure and has its counterpart in the national
income  But the need [or such travel, particularly the daily journey to work of those who live
in the suburbs of large cities, may be regarded as an indirect cost thrown on to the community
by the process of urbanization  There is no reason to suppose that the degree of urbanization
attained at any time is in any sense an optimum since the indirect eflects do not appear as a cost
item in conventional systems of reckoning and therefore do not affect the commercial calculations
which largely determine such developments

This last point goes much further. Accounts are kept by accounting entilies and in the case
of commercial entitics show the receipts and costs of a certaln product from the point of view of
that entity  There is no reason Lo suppose that this cost will necessarily reflect the social cost
of the product in question A familiar example is the smoke nuisance A more fundamental
example is that on the assumption that the normal condition of a person desiring gainful work
is one of employment, labour costs are from the point of view of the community fixed although in
business accounts they are variabie

Thus business accounts do not necessarily reflect the profitability of a particuler use of
resources. 1he same is true of the accounts of public collective providers which are treated here
as final consumers and are therefore by definition incapable of showing a profit or loss - These
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considerations make it impossible to use the social accounts as drawn up here as a guide for social
action in the same way as the accounts of an enterprise are used by the directors of the enterprise
as a guide for their action  This does not mean that the sccial accounts are not useful for many
purposes, only that they cannot as they stand at present be used in this way, Perhaps the most
important step o be taken in this field is to find out in terms of operations which will give 1ise to
measurement just what changes must be made to make this use possible

Another set of problems arises when an attempt, necessary for many purposes, is made to
correct the money values appearing in the social accounts for changes in the value of money.
In the first place, there is the difficulty surrounding the diffcrence between price and average
value which is particularly acute in the field of personal and professional services Secondly, there
is the problem of interpreting price corrections under conditions of rationing or other forms of
controlled market conditions. Thirdly, there is the problem of defining quantities Normally,
the quantity of given consumption goods is expressed in terms of the number, weight, size, etc,
of particular products. But these products are bought only to satisfy wants which cannot as a
rule be identified with products The difference is seen clearly if a price-weighted index of the
quantity of foodstufls purchased is compared with an index of the nutritional content of these
foodstuffs. It is not, perhaps, to be expected that the two series would move together since the
food actually bought satisfies other wants such as display, leisure, etc This range of problems
stands greatly in need of clarification ‘

Thus, to satisfy all the needs of the economist an enormous amount remains to be done to
the social accounts as presented here  The limitations indicated above must be kept in mind in
using and interpreting the results of national income studies  They cught not, however, to blind

* us to the very great contribution these studies are making in the field of both public and business
policy nor to the fact that they may be more useful than more recondite systems would be in
L:a.\:pla"inti‘ng changes in the real world Decause they are based on familiar ideas that influence action
in practice

CGHAPTER VIII
STATISTICAL SOURCES AND PRACTICAL PROBLEMS OF MEASUREMENT

The working system of Chapter TII may be regarded simply as a theoretical arrangement of
transactions which is helpful in setting out the national aggregates of Chapter IV Alternatively,
it may be regarded as a form of guestionnaire which if successfully completed would enable all
the national aggregates to be compiled by simple tabulation. '

Such a census ol transactions would be highly useful in providing a framework even if very
little subdivision of considerations was asked for A consistent and comprehensive picture
might be obtained in this way which could then be filled in in detail by the usual methods For
example, consumers’ expenditure on goods and services in so far as these were purchased from
enterprises might not be subdivided by product but the total obtained would be defined consistently
with the other transactions in the system  The detailed measurement of consumers’ expenditure
would therefore involve essentially the breaking down of a known total

If the census could be made to provide a perfectly articulaled set of records—that is to say,
a set in which the payment from each account to each other account in respect of each consider-
ation was kept distinet—a complete recording would provide two estimates for the value of each
distinet transaction  Such articulation can hardly be achieved completely in practice, but even
so a good deal of duplication of information could be obtained which would make it unnecessary
éor _alldthe questions to be completed or alternatively for a greater degree of articulation to be

erived. '

There is another factor which reduces the need for complete records in the census—namely,
the interdependence of the accounts. In a complete system of 1 accounts (# — 1) are inde-
pendent and accordingly it may be possible to derive the value of as many as (n—71) entries in
the whole system from a knowledge of the remainder * [f as many as (»— I) eniries were
obtained in this way the estimates would, of course, provide no cross-checks

Short of a complete census, the accounting layout may be used as a {ramework into which
to fit available information obtained from a large number of different sources official and private.
A part of this information wili be suitable with comparatively little adjustment for this type of
investigation because it is collected on a nation-wide basis as part, let us say, of a census of pro-
duction or distribution  Fven here the coverage may not be complete; for example, small firmes
may be omitted and, for this reason, additional estimation will be required Moreover, the
reliability of even census returns is likely to vary from trade to trade  Construction, for example,
because of the existence of many small firms doing a substantial proportion of the trade and the
shifting nature of these firms, offers peculiar difficuities to complete enumeration,

Apart from large-scale economic investigations of this type which are to a considerable
extent unconnected with day-to-day administration, there are the enumerable sources of inform-
ation, many directly associated with administrative requirements, which to a greater or less extent
are relied on in all countries in building up estimates of national income and expenditure. Though
unavoidable, the use of information from such sources presents many difficulties  In the furst
place, this information will frequently from its very nature be incomplete because it refers for
example only to wages paid to employees coming within some social security scheme and not
to ali employees In the second place it may be difficult to know precisely how a series is defined
because, as in the case of income-tax data, some discretion is lelt to the local inspectors This
makes it difficult to compare the available series with the ideal series required and to combine
data {from different sources. For example, before the introduction of the * pay-as-you-earn "
scheme the British official estimates of salaries were based largely on the ordinary assessments
under schedule T but income-tax data could not be used for wages because of the large number
of wage-earners helow the exemption limit Consequently, estimates of wages had to be based on
statistics of employment and earnings. Salary-earners for the purpose of British income-tax
statistics are employees other than * weeldy wage-earners employed by way of manual labour !
This definition is far from watertight, and it is known that there are diflerences of interpretation
from place to place TFurthermore, since the method of assessment was different for the two classes
of employee, it was possible in berderline cases for the taxpayer to appeal against the class into
which he was put This state of affairs is no criticism of tax authorities who have many
preoccupations outside the field of statistics, but it does illustrate the extreme difficulty n
piecing together information from different sources each of which has its own anomalies arising
from its connexion with administration.

Third, there is a serious danger of bias, and this is all the more important since its extent
can rarely be assessed. Income tax data illustrate this difficulty very well, since with the most
officient administration there must inevitably be some measure of under-assessment Bias is a
particularly dangerous form of inaccuracy, since with biased statistics margins of error cannot
be interpreted in the ordinary way and one cannot expect the usual cancellation of errors that
occurs when these are random. This difficulty is particularly great where a number of components
of a given total are based on a common biased source

1 Thisis only possible for certain arrangements ol the (i — 1) snknowns 1 the system is represented by a network
in which the accounts are nodes and the transactions ate directed branches, then the necessary and sulficient conditien
that the value of cach of the (i — 1) unknowns can be derived from a knowledge of the remininder is that their network
iorms a tree-—i ¢ . is simply connected. Thus with n accounts and m considerations. every transaction represented being
possible. the number of arrangements of the {n — 1} unknowns which satisfies the condition is

(o)L yt—2
out of the total number of arrangements of {n—1) jtems equal to
1w
1
The proportion of the arrangements which satisfies the condition tends to zero as n tonds to infinity
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These difficulties, and particularly the problem of bias, might to some extent be overcome,
short of a complete census of transactions, by the greater use of sampling. The advantage of
sampling from a purely statistical point of view and leaving out of account the financial advantages
which are in practice very important, is that with proper design it is possible to obiain unbiased
results of calculable rebiability 1t is true that these methods have been developed in their econcmic
applications mainly for the purpose of sampling households, but there is nothing in principle to
prevent their application to the sampling of enterprises and other economic entifies !

Thus, as a general method, we might proceed somewhat as follows: First, we should complete
as much of the picture as possible from sources such as a census of activity in which it might be
supposed that the definitions conform closely to what is needed. If the greatest possible use had
been made of these sources we should then turn to administrative statistics and piecemeal inform-
ation available from other sowrces public and private, and should consider in each case the relia-
bility of the estimate of some component in the social accounts as obtained from these sources.
We should almost certainly find a wide 1ange of reliability although we should have to recognize
that the assessment of this reliability was to a large extent subjective. In some cases, we should
find that we had little or no information at all and could therefore, in the absence of a new enquiry,
do no more than guess at a suitable figure Having reviewed the situation in this way we could
then attempt to use our sampling organization to obtain estimates, first in those cases for which
Littie or no information was available, and second in all those cases in which the estimated relia-
bility was lower than the reliability of the sampling procedures. In this way, we should make the
best use of the various sources and procedures available and in the course of this work we should
have performed a useful survey of statistical sources in relation to the requirements of social
accounting which would be helpful in indicating the fields in which official statistics stand in most
urgent need of improvement

Adter this general survey of possible methods it may be helpful to look in greater detail at
the kinds of procedures which are at present in practical use. In addition to this it will be
convenient to treat the items in a defnite order and the order adopted will be that of the entries
in the set of specimen accounts given in Section 8 of the Sub-Commiites’s report *

In the following discussion, references are given from time to time to reports and studies
bearing on particular topics. For the most part these references are to recent official enquiries and
no attempt is made at completeness At this point, therefore, it may be useful to indicate a number
of unofficial studies dealing with methods and procedures in this field ol enquiry Again, no attempt
is made at completeness, and the references given are simply those with which the writer is most
famifiar

The publications ol the Conference on Research in Income and Wealth ® provide a mine of
information on many topics, theoretical and practical, in this field Among the many private
investigations into the national income and expenditure in the economically more advanced
countries especial reference from the present point of view may be made to the work of {vzNETs
in the United States, Bowi gy ® and Crarx ¥ in the United Kingdom, and Linpanl, DAHLGREN

) U Fou an interesting discussion of the question of applying sampling metheds to the collection of economic data
see | Dhe Sampling Approach to Eeonomic Data ", by N Kuvrrrz, in The Canadian foirnal of Econemics and Political
Selence, Val 1L No‘ 3. August 1945, pages 467-977  For a technical account of the theory underlying the method of
cluster-sampling which has been so successfully developed in recent years by the Bureau of the Census in the United
States, see " On the Theory of Sampling from Finite Populations ., by M M Hawsin and W N Huwwrrz, in The Jdnnals
of Mathematical Stalistics. Vol NIV, No 4 December 1043, pages 333-362

¥ See ahove. pages 9-17

3 See Studies in Income and Wealth. Vol 1 (1937), Vol II (1938). Vol IIT {1939), Vol VI {1g43). Vel VIII
{1940} and Vol X {1547). published by the National Buresu of Economic Rescarch, New Yorl

T % See. for expmple, 7 National Income and Its Composition, 1019-1935 7 {1o41). Vols I and {I. by § Kuzwuts,
and the many other studies by the same anthor also published by the National Bureau of Econemic Rusearch. New York

& See, for exampie.  Wages and Income in the United Kingdom since 1860 (1637}, published by the Cambridge
University Press and " Studies in the National Income. 1624-1938 7 (1942). published by the Cambridge University Press
and appearing as No. 1 in the series of sconomic and social studies issued by the National Institute of Economic and
Social Research. London. both by A T Bowiey

Lond ® See. for example, 7 National Income and Outlay 7 {1937}, by € G Crarx, published by Macmillan and Company,
ondon ;
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and Kocx ! in Sweden. For economically less advanced countries, in which as a rule statistical data
are much less complete, a description of methods and procedures will be found in the works of
Rao for India ® GrunnsauM for Palestine ?, BENnaM for the British West Indies * and Drang
for certain British colonies in Afriea & Although the works of these wrilers form but a small part
af all that has been written on the measurement of income and expenditure, they cover a wide
ground and ameng them provide a fairly comprehensive guide to past literature

Prrsonal IncoMe ann Quinay
(See Table 1 in Section § of Sub-Committee’s Report )

1 (a) Wages, Salaries, elc

These transactions may be built up from tax records, social security records, censuses of
activity or statistics of employment and earnings in addition to special information, which varies
from country to country, on individual trades and occupations It is rarely possibie to rely entirely
on any one of these sources, because as a rule each is incomplete in one way or another Taxreturns
in most countries o not relate to incomes below a fixed exemption Hmit which as a rule is suffi-
ciently high to leave a substantial proportion of the wage bill unrecorded in these returns  Social
securily payments are in some couniries related to the amount of wages paid and so can be used
to give an estimate of the wages bill provided that the scheme 1s comprehensive  In many cases,
there will be an upper limit so that the problem here is to obtain information about the higher
wages and salaries from some other source in such a way that the two sets of figures can be combined.
In oiher countries, the receipts from the social security contributions will be related to'the numbers
employed and not to the wages earned, so that in this case only an estimate of employment can
be made {rom these figures. Censuses of activity irequenily contain information about wages
paid and are a good source for part of the field It may therelore be possible Lo use them, not to
obtain an estimate of the total wages bill, but to checlt the estimates of wages in particular branches
of activity made from other sources  There will frequently be minor problems of adjustment in
using these sources, for example, in making an allowance for wages paid to employees in small
firms which are not required to male a full return. There is also the difficuity that in many coun-
tries censuses of this kind not only do not cover all branches of activity but are not taken every
year. There is therefore the problem of inierpolating and extrapolating the census figures for
which other sources must be used

Fstimates can frequently be based on information relating te employment and earmings and,
in many cases, this information can readily be kept up te date se that it may be used for purposes
of extrapolation even if the basic totals are based on census material. It is desirable that the
estimates should be broken down as far as possible by industries so that checks can be made on
parts of the total through the use of other sources of information  As a rule, it will be found that
the statistics, particularly of earnings, are incomplete and estimates have therelore to be made of
average earnings in that part of the field not covered by direct returns  This is the case, for example,

1 See  National Income of Sweden, 1861-1930 " {1037). Vols Land I1, by £ Lmpann. £ Damieren and K Kock,
publisiied by P $ King and Son. London. for the Institute of Social Sciences of Stockholm University

! See " An Essay on India’s National Income. 1925-1929 {1939}, pablished by George Alien and Unwin. London,
and * The National Income of British Tadin. 1931-19032 7 (1940). publisbed by Macmillan and Company. London. both
by V I RV Rao

® Spe © National Tncome and Outlay in Palestine 19367 {1g41). by L Guuuspaus, published by the Econcmic
Research lustitute of the Jewish Apency lor Palestine

1 Gee the five national income studies relating to the year 1942 for Jamaica. St Vincent, Barbades. Granada and
British Guiana. by F Benuam  These were issued ns Nos 5. 8. 0. 12 and 7 of the series of Development and Welfare
Bulletins  They are obtainable from the Advocate Co . Bridgetown, Barbados

8 See ” Measuring National Income in Colonial Territories © in Studies 1t Frcome and Wealth, Vot VIEL and the

- fortheoming ~ The Measurement of Cotonial National Incomes: an Experiment ", to appear shortly in the series of Ocea-

sional Papers issued by the National Institute of Economic and Social Research. London, both by Miss P M Duang
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in the United Kingdom where the hall-yearly earnings enquiries do not cover all branches of
activity. It is necessary, therciore, to resort to special sources of information, for example, fo
agricultural workers and railway servants, to complete the picture

The Canadian treatment of this item ? illustrates the use of different sources for different
components of the total.  As far as possible, estimates of salaries and wages arc based on census
material, the annual Census of Industry and the Decennial Census being used.  The estimates
are compiled on an industrial basis and, in most cases, subsidiary data are required to bring the
census estimates up to date  In the case of agriculture, sample surveys are used, while in the
case of trade a payrolls index is available for the more recent years For finance and insurance,
special returns are received either from trade associations or government departments.  Payments
to Dominion and Provincial employecs are obtained from the public accounts, while payments to
municipal employees are based on the Decennial Census and brought up to date by means of
returns irom a sample of cities. Pay and allowances to the armed lorces, including issues in
kind, are obtained from the service departments Supplementary labour income—i. ¢ , board and
lodging allowances, employers’ wellare expenditure and employers’ contributions to government
funds—are based partly on the Decennial Census, partly on sample surveys and partly on state-
ments obtained from the departments administering the government funds concerned.

In Fire the problem ® is tackled in a different way. Information received {rom the Revenue
Commissioners forms the basis for estimating income assessed to tax and all income of persons
whose total income exceeds £150 per annum  For the most recent years, when tax assessments
are not availabie, estimates are made which are roughly checked by reference to figures of industrial
and commercial putput  Allowance is made on the basis of information obtained from govern-
ment departments for income received in kind

Incomes below the above limit were estimated in a great variety of ways, use being made
of various censuses, departmental returns, and a number of special enquiries In certain cases,
‘nlormation was obtained of all incomes below the limit in a certain branch of activity and a rough
allocation was then made befween income from work and income fiom property.

For the United States of America, official estimates are available of wages and salaries com-
bined, classified in considerable detail by branches of activity. A great variety of source material
was used and a brief description of the methods employed has been published ?

1 (b) Inderest.

Bond interest and other interest paid by business enterprises is sometimes included in
censuses of activity, but it is more usual to rely on tax sources for estimates of interest For
present purposes, however, total interest payments are not enough, since it is necessary to separate
that part of the total which is paid directly as interest to persons. The remaining interest paid
by enterprises will be paid to other enterprises and will only reach persons as dividends  Because
of this difficulty it is sometimes not possible to separate out interest and dividend payments?
in the income account of persons. This is the case, for example, in the official estimates for the
United Kingdom

s Canada, bond interest was estimated in the [ollowing way® A sample of ownership
certificates was obtained showing the interest paid to individuals in 1937 on domestic and foreign
non-registered bonds and share warrants and in the form of dividends from abroad.  To this was
added an estimate of federal registered debt and subtracted an estimate of share warrant dividends

! See  National Accounts. Income znd Expenditure. 1938-1945 7. April ig.;(). pages 19-20  This document was
prepared by the Central Research and Planning Stafl of the Dominion Burezu of Statistics. Ottawa

2 Sae ~ Mational Income and Fxpenditure. ro38-1944 7. March 1946. P No 73356, pages 56-58  This document
was published by the Stationery Office. Dublin

3 Spe  Revised listimates of Wages and Salaries in the National Income. 1929-1943 7. by L F Dunison. in Survey
of Curvent Business, June 1645 pages 17-24

1 See item 1{e) below

8 [oc cif, pages z0-a27
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and dividends and interest from abroad, leaving a figure of bond interest received by individuals
This estimate was projected to 1938 and from it was subtracted an estimate of interest on Dominion
Government bonds. T[he temainder was carried forward to 1945 by means of an index of interest
paid to residents on certain classes of bond  Estimates of interest from abroad were received
from the department concerned with international payments In the published estimates,
separate figures of interest payments are not given.

I (c) Paymenis to Depositors and Policy-holders, Acinal and Inmpuled

These items involve a special enquiry since they require certain imputations and also the
subdivision of charges and payments between persons and other economic entities. It may
be noted that the imputations appear on both sides * and that only the actual receipts, for example
of deposit interest, can differ from the payments, for example to depositors An investigation
must be made of the accounts of the financial intermediaries and insurance companies and societies
and in addition to this it will usuaily be desirable to observe the way in which these entities are
treated for tax purposes, since in some cases a further adjustment is needed in combining figures
based on the accounts of financial institutions with over-all figures of investment income derived

from tax sources

This can be seen from an example from British experience. The inland revenue treatment
of financial intermediaries and insurance companies is complicated, but the following example
relating to the treatment of investment companies will indicate the kind of difficulty that anses

The income of these companies may be assumed to be wholly derived from investments and
taxable either at source or by direct assessment. The payments, on the other hand, take the form
of expenses of management, interest paid out and profits  Since the whole of the income has
been taxed a repayment is given in respect of the expenses of management, though these are
ultimately assessed elsewhere—e g, as the salaries of employees  Finally, the tax on interest
paid out is retained by the company.

The net effect of this procedure seems to be that no more income is subject to tax if invest-
ment companies stand between ” productive ” enterprises and investors than if this is not the
case, and this is equivalent to assuming that all the services of these companies are rendered to
businesses. Since this assumption cannot be justified, an adjustment of the fgures is needed
for preseni purposes. :

1 (d) Net Reburn from House Ownershp

This item will involve in most countries a substantial element of imputation in respect of
owner-occupiers.  Further, it is frequently found that comprehensive statistics of reats received
from different kinds of property are not available [t may therefore prove useful to attempt to
derive this figure by building up an accounting statemnent on the lines of account 5 in the example
in Chapter 1112 An alternative approach is possible in some countries through the use of tax
valuations. On this basis the problem is to estimate first the gross rentals from houses, and in
certain cases, as, for example, in the United Kingdom, owner-occupied houses will be inciuded
in the returns, and then to deduct from the gross rentals a figure equal to the expenses and charges
incurred by the owner. This figure has then to be divided between persons and business entel-
prises, since in some countries a substantial proportion of dwellings is owned not by individualis
but by property companies. It may be -objected that this method will not give an accurate
reflection of actual rents paid or actual receipts from rents since the basis of valuation for tax
purposes is {requently a " normal ” rental rather than the rental actually paid.  The danger is
particularly great if comparisons are to be made for different regions within a country, since,
as happens in the United Kingdom, these different regions may vary in their administrative prac-

1 See items 4(c) and (d) below.
* Seeabove, page 46 Lhis procedure is adopted in the Canadian estimates, though a separate figure is not published.
" The many sources used are described in detail in loc cif. page 2z A briel account of American procedures can be found
in ¥ Rents in the United States. 1029-1044 ©. by D B YnrEwa, in Survey of Ciorrent Business, March 1046, pages 1620
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rs preferring low valuations

While this objection is valid, it may be noted that the use of this source
e only one available, need not lead to any inconsistency
en the valuation and the true

tice, some prelerring high valuations and low rates of tax and othe

and high rates of tax
of information, whiclh, in some cases, 15 th
in the accounts but only to an errot equal to the difference betwe

rental on each side of the account

1(¢) Dwndends and Wethdrawals.

This item will usually have to be based either on tax data or on an analysis of company
accounts supplemented by separate investigations into the earnings of unincorporated enterprises
such as agriculture, retail trade and the professions In some countries where taxes are levied
on dividends rather than on total corporate earnings ' it will be this figure rather than the figure of
total profits which can readily be estimated, but in other cases, it will be necessary to make a separ-
ate calculation for profits retained in the enterprise before a figure for dividends can be obtained

Company accounts present great difficulties of interpretation parily because they do not adopt
uniform definitions and partly because the basis of valuation of cerfain items entering into the
calculations of profits is left obscure  There ig the further dificulty, which is shared by tax data
where assessment is made on profits of an earlier year, that company re ports relate essentially to
a past period of trading and there is accordingly the problem of ascertaining the current position
which can only be done on the basis of sample information from such companies as are willing to
co-operate in the enquiry

Agriculture and, in some countries, other types of unincorpotated enterprises provide prob-
tems of their own because the basis of assessment for tax purposes is different from that adopted
tor other forms of business enterprise. For example, until the early years of the recent war,

farming profits in the United Kingdom were wholly assessed on the annual value of the farm.
Accordingly, alternative information was needed and this was provided by calculations of the
various investigators to

operating account for all farms combined An attempt was made by
compare sales proceeds and other receipts with the costs and charges of farm operation so as to
obtain profits as a residual figure * An alternative, or perhaps supplementary, method of approach
is to collect returns from a sample of farms keeping accounts and to raise the figure of profit derived
in this way to a total for all farms by multiplying it by an appropriate factor. There is always
the danger in this case that the farms keeping good accounts will not be representative, but it
may not be possible to avoid this danger, which in any case may contribute only a small error
to fhe total of income from all sources.

The preceding paragraph relates m
been included here since it will frequent

ore directly to a discussion of item 13 (¢) below, but it has
ly be necessary to regard all farm profits as entreprencurial
withdrawals The reason is that there wili often be no meaning in an attempt to divide these
profits between withdrawals anc sums retained in the business since there is no clear line of
distinction between the farmer in his personal and business capacities. We have already scen
the other side of this problem where an attempt is made to set up a capital and reserve account

{or different sectors of the econo i

my Where, however, we are content, as in this example? to
set up an account of the sources and uses of saving for the economy as a whole no difficulty need
arise.

z (@) National Debi Interest.

The total figure of national debt interest can normally be obtained without difficulty from the
accounts of public authorities. It should be noted that the interest fo be included under this
item relates only to interest on so-called dead-weight debt and not to the interest paid in respect
of the productive assets of public authorities In most countries, a difficulty will arise 1in

" A System of National Book-ICeeping ~ {10406), page 11.
National Institnte of Economic and Social Regearsi.

! As was the case in the Netherlands beiore the war See
by J. B I DERKSEN. being Oceasional Paper X in the serics of the
I onden

T Official estimates for the United ingdom ha
seen from * The Financing of British Agriculture ™. by B
Pt TI. 1941, pages 111-133
3 See table 7. page 15 above

ve not been pubtished. but the kind of problems invelved can be
{ & Kenpaie in fewrnal of the Royal Statistical Seciety, Vol CIV,

e TOT =

determining how far this debt interest is paid to persons as opposed to enterprises, for example,
owing to the fact that the beneficial ownership of government securities is rarely known.
I'his fact provides a further reason why all property ncome may have to be shown in a single

item in this account as it is, for example, in the British official estimates.

2 (b)  Other Transfer Payments from Public Collechive Providers

These payments can be obtained from the accounts of public authorities provided that one
has sufficient knowledge ol all the transactions of this kind involved. This knowledge can only
he obtained as a rule by the detailed study of the entries in the accounts themselves?

2 {c) Social Securily Benefils
This item can be built up in the same way as the preceding item

2 (&) Contingency Clauns

n claims which are made by individuals against busi-
nesses, is difficult to estimate and will normally have to be based on a study of the accounts of
qecident insurance companies. It is probably a small item and is recorded in the statement 1n
the report so that its existence shall not be overlocked

This item, which is principally based o

2 (¢) Grfts

There is usually little solid basis for an estimate of gifts between persons, though some
information may be available from taxation records. It will therefore be necessary in some
countries to omit these gifts from both sides of the account as is done, for example, in the case
of the British official estimates ~Remittances received from abroad are frequently available in
connexion with balance of payments records, but other gifts to persons, {or example [rom businesses,
cannot as a rule be estimated with any precision.

2 (f) Capilal Iransfers [rom Abroad.

This item is frequently diffcult to estimate since, in many cases,
in balance of payments estimates  Insome countries, however, partic
for engaging in business abroad, it may well he of considerable importance

it is not shown specifically
larly those with a tradition

4 (e) Payments lo Factors of Produstton

irect services such as those rendered by domestic
{ imputation for income in kind—e. g , board
ernuneration have been indicated under I (a)

This item is composed of payments for d
servants It will frequently involve a measure o
and lodging  The problems of measuring this type of r
above.

4{b) Purchases vf Goods and Services from Productive Enlerprises

n for estimaling the components of this item.®

It is impossible to give any general prescriptio
tes of the sales to consumers of certain goods

In some cases, it is possible to make direct estima
and services, while, in other cases, it is necessary to build up an expenditure figure from estimates
of prices and quantities. In most countries, regular returns of sales of the kind needed here will
be rare and if sales fgures can be used it wili usually be necessary to regard them as an index

1 A detailed statement of transfer payments in Eire is to be found i fee cif . table 28. page 72

2 Gee . The Impact of the War on Civilian Consumption in the United Kingdom, the United States and Canada ”
(1943), especially appendices 111 fo X. pages 57-139. for a description of the multiplicity of methods and sources used
'id compiling the estimates for these countries  This report. which was the work of » special combined committee set
' up by the Combined Froduction and Resources Board, has been published in both London and Washington
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to be related to the actual value of sales in some base period as determined, for example, from a
census of distribution. The advantage of direct sales records is that it aveids the necessity of
making adjustments for changes in stocks which, in principle at least, cannot be avoided if the
estimates are built up from production statistics. On the other hand, the sales figures wili fre-
quently relate to the total sales or at least the total sales through retail channels of the goods
and services in question, and, in some cases therefore, the problem ol consumer allocation wiil
arise This is the case, for example, where statistics of passenger receipts are used as a measure
of payment for railway services In most cases, a considerable part of these passenger receipts
will be paid for out of business or public authority income and an appropriate deduction will
therefore have to be made from the gross hgures.

Where no basic data derived [rom a census of distribution are available it will in some cases
be necessary to build up a base figure from production statistics. This involves both the problem
of consumer allocation and also the problem of adding suitable margins to raise the factory price
to the average price paid by consumérs

In other cases, estimates have to be based on figures for prices and quantities  In certain
instances, this may be a relatively simple matter; for example, i the case of taxed commodities
we shall frequently have figures for withdrawals and may not find it difficuit to obtain series of
average prices This is the case in many countries with alccholic beverages and tobacco It
may be noted that estimates obtained in this way are not ideal since expendifure is measured at
the point at which the tax is paid rather than the point at which the consumer makes his purchase.
In normal times, and if we are interested in annual estimates, this method is not likely to involve

-great inaccuracy, but at other times, for example in war time, a cumulative change in stocks at
{he retail level may cause a systematic error in the estimates  Another source of error arises if
figures of withdrawals are used to make short period estimales, say on a monthly basis, for, in this
case, the trades’ expeclation about changes in duty may cause the monthly figures to show a
great irregularity particularly in the months just before the budget

Many estimates of expenditure obtained from fgures of prices and quantities will involve
much more difficult problems For example, il foodstuffs have to be estimated in this way it
will normally be necessary to trace the quantities from their source in production or imports.
In the case of produttion, it will be necessary first {o separate out quantities retained by the
farmer from quantities sold outside the farming industry, and to divide the first of these amounts
between the quantity consumed by the farm houschold and the quantity used for other farming
purposes or converted into other products.  The amount soid will then have to be divided between
that part which goes direct te final buyers and that part which is used as an ingredient in the
manufacture of other products Finally, a consumer allocation will have to be made of the
amount sold to final consumers, and it may even be desirable to divide the figure between the
amount sold te consumers’ households direct and the amount going to hotels and other caterers.
Thus, in the absence of suitable sales statistics, a very elaborate analysis will {frequently have to
be made, the basis of which will necessarily differ from country to country with the statistical
records available.

Certain difficulties arise in attempting to avoid overlapping and double counting For
example, in some countries it is not possible to make a direct estimate of expenditure on certain
services such as hotel services. Where this is the case it is necessary to arrange matters so that
the purchases of goods ard services by hotels are included in their appropriate categories along
with purchases by households, and in addition there must be included in the estimates a figure
for the service charges comprising wages, salaries and profit arising in the hote! industry itsell.
This method of estimation is far from ideal, but may be unavoidable owing to lack of data. A
problem of a different kind arises in adjusting the figures of sales within a country to sales made
out of the consumers’ income to the normal residents of that country  This adjustment is important
in countries with a large tourist industry since, in this case, the sales ol consumer goods and
services may greatly exceed the amount of such goods and services sold to normal residents

The treatment of second-hand goods frequently gives rise to difficulty because of lack of

information The estimate here should include only the cost of handling and repairing these
roods and from the gross profits of their sale there should be deducted the amounts paid by the

trade to the persons from whom the goods were bought — In many cases, it will only be possibie

to make a rough adjustment for these items

Another method of approach to the measurement of consumers’ expenditures is through
the collection of family budgets  This method was adapted for example for many classes of goods
and services in the estimates for the Netherlands in 19381 The use of budgets in this connexion
gives rise to difficulties partly because of the need to form an estimate for the annual period
adopted in other connexions, and partly because of the need to derive estimates for the whole
body of consumers, a task which is [requently complicated by the extreme skewness of income
distributions coupled with the difficulty of obtaining unbiased information, especiaily from the
well-to-do.  An example of a large-scale study from which estimates of aggregate expenditure
on different classes of goods and services have been derived is provided by the National Resources
Commitiee study relating to the United States in the year 1935/36 2 Even where budget
studies are not exclusively relied on they will be found of the greatest value as supporting material.

4 (¢) Bank, etc, Charges; Actual and Dnpuled

This item can only be derived from the accounts of financial intermediaries of which ordinary
commercial banks are the most important in this connexion

4 (d)  Payments Equal to the Cost wncludung Profii of conducting Personal Insurance Busiess and
Privaie Penston Funds

This item will have to be based on an analysis of insurance company and pension fund accounts
In some countries. comparatively little is known about private pension funds, but information
is [requently available about insurance companies and particularly life asswance company expend-
iture which is of special importance in connexion with this item A practical difficulty which is
frequently met is that the records ol assurance company expenditure sometimes include sums
used to write down the yvalue of securities without these sums being separately disclosed The
adjustment needed in such cases is frequently smail, thouph it may be impoertant in certain years,
for example in 1631 in the United Kingdom

4 (&) Fees Pawd to Public Collective Providers

This item can usually be obtained from the accounts of public authorities, the principal diffi-
culty being the guestion of consumer allocation It is normally a small item since payments to
public authority enterprises such as railways or electricity works are not included hete

5. Transfers from Enlerprises un Respect of Bad Debts

As a rule, very little information will be available on this subject and it will therefore call
for a special sample investigation

6 (a)
Gifts have already been discussed above, and fines can be obtained from the records of public
authorities

Gafts and Fines

6 {b) Drrect Taxes

Total direct taxes can be obtained from the records of public authorities and it is only necessary
to malke a deduction for taxes paid by other sectors of the economy where, o example, & givei
tax such as income tax is paid both by persons and by businesses. Such an allocation will fre-
quently not be made in the tax records since, for example, in the United Kingdom, companies

P Loc edt . page 12
% Gue ” Conswmer Expenditures in the United States ' {1039), published by the United States Government Printing
Office.
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are responsible for income tax in respect of their profits independently of whether or not they
are distributed Accordingly, in such a case it is necessary to estimate the tax paid in respect
of undistributed profits and to deduct this sum from the total receipt from the tax
Direct taxes are a good example of the divergence between private accounts which are
normally on a payable basis and government accounts which are normally on a payments
basis. Because of {his the figures of tax receipts will relate to a sum of money received in a period
and not necessarily to the amount payable in that period The difference will in part be due to
arrears of payment or advances; but for some purposes it is desivable to take account of a further
difference arising from the method of assessment. Thus we may wish to compuie what fax is
payable on curtent incomes at current rates of taxation whereas the figures of tax payable are
assessed ot on current income but on the income of some earlier period. Where this is the case,
separate calculations pased on tax records will have to be made, but, in general, they should
not present any special difficulties

6 (c) Contributions lo Socral Securily Funds

There should be no difficulty in estimating this item from the records of public authorities

‘7 (a) Direct Saving

This is an item which, in many countries, cannot be estimated directly and must therefore
be obtained as a residual — the excess of income over outlay. In principle, however, it can be
separately estimated from the identity, saving = net capital formation -+ lending — bhorrowing
The problem is therefore to estimate the three terms on the right-hand side of this equality, for

-persons. In some cases, a figure of lending — borrowing through certain channels may be known;
for example, we may have estimates of the net sums placed in banks by persons or again of the
net purchases of certain government securities by persons. The latter information wilt normally
only be available in cases where a particular type of security can only be purchased by persons
because of the difficulty of knowing the beneficial ownership noted above. Again, it will frequently
be possible to estimate the net sums invested in such undertakings as building societies but,
as a rule, no information will be available of net changes in security holdings or certain other
{forms of claim, such as mortgages. Anattempt to estimate saving in this way calls for information in
a field in which in most conntries statistical recording has been very little developed. The work done
by the Securities and Exchange Commission in the United States indicates the possibilities of
direct measurement in this field !

7 (b} Sawving wa Insurance and Private Pension Funds.

This item can only be based on an analysis of insurdnce company accounts which, as explained
above, is needed for other items in this table,

REI{‘&TION BETWEEN PERsoNAL INCOME AND NATIONAL INCOME

(See Table 2 in Section 8 of Sub-Committee's Report )

11, Undistribued Income arisung jrom Properiy of Enberprises of Al Kands

The possible sources of information on this item have already been discussed in connexion
with item 1 (c) above Different bases of estimation are usually necessary for corporate undis-
tributed income and the income retained in unincorporated enterprise. The item presents consider-
able difficulties, particularly where the estimate is based on tax data, because of various adjust-
) ! Data are pl‘lblishud:quartcrly in  special release entitled " Volume aund Composition of Individuals” Saving " and
m'the ?fa!:sh.m! Bulletin A description of the method used by the Securities and Exchange Commission in making
this estimate of saving can be found in an article entitled = The Volume and Components of Saving in the United States,
1933-1057 ", by R W G'OL,.IDSM]TI‘IlWi.th the assistance of Walter SALANT. in Studics in Tncome and Weelth, Volume 111
{1939). pages 215-293.  This description may not be {ully up to date, but it is believed that the present estimates are
still compiled on similar lines

ments which are frequently made in arriving : '
in the case of the United Kingdom it is possible for an enterprise earning profit in a year to
charge against t
is no profit, the preced
the assessment shows not t
profits contained in British 1 .
excess of current business losses over past losses charged to this y

depreciation can also | rd : '
cient profits have been earned In addition te difficuliies o

at the assessments of profits as a whole Tor example,

hat profit any accumulated losses made over the preceding six years If there
ing years losses are carried forward {o a future year Where 2 loss is made,
Lo amount of the loss but simply zero. Accordingly, the figures of the
‘ncome-tax statistics require to be adjusted by the additien of the
ear's jncome  In a similar way,
ve carried forward if in any year it cannot be fuily allowed because insuffi-
' f this kind there is the question of the
definition of profits for tax purposes. In the case of the United Kingdom, profits may broadiy be
defined as receipts minus costs plus the excess of the value at the end of the period over the value
at the beginning of the period of stocks and work in progress Quite apart from difficulties ansing
from alternative bases for the valuation of stocks it is desirable from an economic point of view
that profits should be so defined as to exclude inventory profits—ie, profits arising through
the effect of o rise in prices on the average stock as opposed to a rise in the quantity of stock valued
at the average prices of the period For this purpose, therefore, it is desirable that a separate
estimate of inventory profits should be made and this is likely to give nse to the greatest difficulty
partly because basic information for such an estimate is, in most countries, inadequate and partly
hecause of the difficulty of knowing precisely what basis of valuation is implicit in the profit figures
derived from tax records?

12 Income from Property accruang io Public Authorihies.

[t should be possible to obtain this item [rom the records of public quthorities, but, in some

cases, it will not appear in at all a straightforward manner

NaTionaL IncoMmr, NET PRODUCT AND EXPENDITURE

(See Table 3 in Section 8 of Sub-Commitiee's Report )

14 Income Shares

The problems of estimating these items have already been discussed above As they appear
in this table, interest and profits should give rise to less difficulty than in ’Qw case discussed above,
since no problem of the allocation to different sectors of the economy arnses.

16. Net Products

For any branch of activity the net product is the sum of the incomes received by the factors
of production including operating profit Accordingly, in priaciple, the ilems in this column can
be obtained from a rearrangement of income shares and, in some cases, it will be possible to obtain
a double classification which can be added up in eitiier way. Thus, for example, in the United
States income shares and net products are based on essentially the same basic data, so that the
two totals agree without further adjustment. In other cases, it will be necessary to build up the
figures for different industries by different methods In some cases, it will be possible to obtain
at least part of the information from censuses ol activily and, in a few cases, it will usually be
possible to obtain all the information required from published accounting data This will be the
case, for example, with public utilities which in the interests of public control are required to
publish detailed accounts on a comsmon basis.

An alternative method of approach is to start off with the gross product or sales pmceeds
and deduct the various items of cost such as malterials and services purchased, depreciation, .et(_:‘,
which do not give rise to income within the branch of activity in question for those engaged init

1 5 description of inventory statistics and the problems to which they give rise is tw be found for the Umt{:é States
in " Qutlay and Income in the United States. 1921-1538 * (2042), by IT Barcin. ;t.i)})ullLE};‘C. pages 307-333 Ihis study
ig volume 1V of Studies in Tneome and Weelth, published by vhe National Bureau of Econoemic Research, New Yorlk

Further information is available in the worls of IuzneTs, to which BarGER makes reference.
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21 {a) Dowmestic Net Caputal Formation of Persons,

In accordance with tradition and as the accounts are drawn up in this example this item
relates only to land and buildings and comprises the expenditure on land, buildings and altera-
tions to buiidings owned by individual landlords rather than by business enterprises In many
cases, it will not be easy to provide a separate figure {or this item and it will therefore have to be
included under item 21 {c) below

21 (bY  Domestic Net Caprial Formation of Public Collective Prowiders

It should be possible to obtain this item [rom the accounts of public authorities, though
additional analysis is necessary where capital expenditure is not shown as a separate item A
further difficulty arises in that, in many cases, public authorities do not provide for the deprecia-
tion of their property and accordingly an estimate of this has to be made TFor example, local
authorities in the United Kingdom do net make any specific allowance for depreciation but they
provide for the repayment of loans in respect of capital expenditure over the life of the assets
purchased out of these loans. Since almost all capital expenditure by these local authorities is
made out of loans in the first instance, the figures of repayments to lenders and transfers to sinking
fund can be used as a rough approximation to depreciation allowances. A more satisfactory
treatment would invelve a direct estimate of the assets of public antherities and the rates at
which they were being worn out

21 (¢) Domestic Net Capital Formation of Business Enterprises

In the absence of complete accounting records of business capital expendilure, it is necessary
to build up this total from a variety of sources.  In some cases, estimates can be based on account-
ing records as in the case of a number of public utilities such as railways and electricity works
in the United Kingdom. For the remaining part of the field it will usually be necessary to build
up estimates of gross capital formation from production or similar statistics and from this total
to deduct estimates of allowances for depreciation. In the case of construction, it is frequently
possible ,to arrive at the estimates on this basis but difficulty is often experienced in the case
of durable equipment

Information on the methods of estimation employed in Canada can be obtained from the
study already cited ! In the case of the United States, also, the procedures are too complicated
to be summarized here, but an indication of the methods used in the official estimates, possibly
not fuilly up to date, can be obtained from various sources *  Tor Fire, an estimate of gross capital
formation in fixed capital and inventories is made by first estimating goods available for home use
and then deducting consumption goods from this series ?

Inventories usually present considerable difficulty owing to lack of data  Ideally, what is
required is an estimate of the change in the quantity of each commodity held in stock and of all

b Loc cit, page 24, in respect ol depreciation allowances and pages 23-26 in respect of gross private investment
at home in durable assets  Tfor Turther details reference should be made to * Public Investment and Capital Formation 7
(1945). prepared for the Dominion-FProvincial Conference on Reconstruction
* See © Construction Activity in the United States, 19:15-7937 © {1938), prepared under the direction of
L ] Craawner and issued as No g9 of the Domestic Commuerce Serics
A number of articles, listed below in the order of their appearance. are given in the Swvey of Current Brsiness and
deal with estimates of plant and equipment as well as construction:
(a} " Capital Expenditures in Selected Manufacturing Industries 7. by L. ] Crawner, December 1941,
pages 19-206
{t) " The Gross Flow of Pinished Commodities and New Construction. 1g2g-1941 7 by W H Snaw. April
1042, pages 13-zo.
{e} 7 Capital Expenditures in Selected Manufacturing Industries. Part I 7, by I ] Curawnsr. May 1942,
pages 14-23
(@) " Plunt and Tquipment Expenditures of United States Business 7, by I Frigno and L | Pakrapiso,
January 1046, pages 17-19.  This article deals with the information obtained througli the new quarterly surveys
inasgurated by the Department of Commerce and the Securities and Exchange Commission
? Toc cit . pages 28-29
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work in progress valued at the average price-level of the period.  This information is not as a rule
available on a comprehensive basis though it could, in principle, be obtained in part, at any rate,
from an annual census of activity. It is necessary, therefore, to buse the estimates of this item
on the results of sample enquiries

It may be convenient at this point to link up this inventory item with the compiementary
itern on the other side of the account  If we denote price by p and quantity by g, then the change
in the value of inventories may be written as A g This change may be subdivided into two
parts.  First, there is the one with which we are directly concerned in this section, $ & g, which
indicates the value of the quantifative change in inventories and is an item of capital formation.
Second, there is ¢ A p, which indicates the total quantity of inventories multiplied by the change
in price and represents the element of inventory profit referred to above ' Since A pg =g A p -+
b A g, approximately, these two components make up the total change in value, except for a term
A p A g which can usually be ignored It may be noted that each is expressed 1n current money
terms and accordingly is capable, at least in principle, of being reduced to terms of constant prices

Since continuous records of the type required are not as a rule available, it is necessary to
base inventory estimates on information relating to stocks and prices at distinct points of time
separated as a rule by the usval accounting period of a year  The component p A g could be
measured, for example, by muitiplying & ¢ by the average of p at the beginning and end of the
period A less satisfactory approximation, but one which would probably be casierif the calcula-
tions were to be dene internally firm by firm, would be to use simply the starting value of p
rather than the average.

If the first of the above methods is adopted and if points of time are denoted by o, 1, 2,
then the approximate equality given above may be written

LA (B -+ po) -+ FRAP (gy 4 gu) = Tpugy— Ty, )
where the swnmation is over all commodities and A ¢,, for example, means the change in g between
the time points 1 and 2 Since differences are involved in this expression it will be convenient
to use the Marshall-Edgeworth formula.  Thus, the price series for the first term might be

taken as .
! Zgy (py A po)
2qy (o + £1)

where the complementary quantity series would appear as

15Ag; (py o) Ty (Pn + P4)
Zgi{py + )

Corresponding quantity and price series for the second term can be obtained by interchanging
P's and g¢'s throughout

The basis of valuation used for $ may be either cost or market price and for present purposes
it is desirable that cost or an average of cost at different dates should be adopted I, however,
an attempt is made to adjust existing profit figures so as to exclude inventory profits, then clearly
the basis adopted in the valuation of profits must be followed  This is frequently cost or market
price, whichever is lower, and the implied price indices are therefore capable of moving in a very
lrregular way ?

Some information is available on the methods adopted in Canada ® and the United States?
in dealing with these items - :

1 See page 105 above
* See. in this connexion, ~ Valuation of Stocks and National Income . by T. BarNA, in Economica. November 1942,
pages 349-358 '
U Loc. cit pages 26-27.
¢ See the {ollowing two articles in the Swrvey of Current Business:
(#) " Business Inventories in the War Period ¥, by F. C. Murrny and L. ] PAraDpIso. June 1942, pages 6-12.
() " Estimates of Annual Business Inventories, 1928-1941 7, by W. D Hance, September 1942, pages 13-19.
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22 Net Expenditure by the Rest of the World on Goods and Services.

In the absence of any comprehensive records of transactions with the rest of the world,
ihis item will have to be built up from a number of sources of which {oreign trade statistics are
as a rule the most important In addition to the goods recorded in trade statistics, it is also
necessary that services such as shipping services should be included and in cases where it is impor-
tant that an adequate allowance should be made for the expenditure of tourists from abroad.
This Jast item, though frequently not of great importance, is particularly difhcult to estimate.
It wsually requires a special sample enquiry.

23 lusurance Clasms pad to Enterprises, ele

This item requires the analysis of insurance accounts together with information on the
allocation of claims paid. Transfers to insurance reserves in respect of business policy-holders
will ot as a rule be an important item since the greater part of insurance reserves is built up in
connexion with individual life assurance.

25 Indirect Taxes Nel of Subsudies

Tt should not be difficult to obtain this item from the accounts of public authorities

2

26 Social Security Condribuiions of Ewployers

_ 1t should not be difficuit to obtain this item from the accounts of public authorities It
raay be noted that the contributions of public authorities in their capacity as employers should
be mcluded here whilst their general contribution to social security funds shouid not

IncomE PAYMENTIS

{See Table 4 in Section 8 of Sub-Committee's Report )

The items in this table do not give rise to problems of estimation additional o those which
have already been discussed in connexion with earlier tables.

RELATION BETWEEN NaTIONAL INCOME AND Gross NaTiOwal PRODUCT

{See Table 5 in Section 8 of Sub-Committee’s Report )

34 Depreciation and Obsolescence Allowances.

Several problems of estimation arise in connexion with this item I[n the first place, it is
necessary to distinguish renewals and replacements, for which these allowances are required,
from maintenance and repairs, the cost of which is charged divect to current operations It
can be seen that by including producers” goods of shorter and shorter durability the total for
(his item can be extended almost without limit Tt is difficuit to fix a division based purely ¢n
the durability of the equipment and for practical reasons it will usually be necessary to adopt
the basis either of company accounts or tax records, since these form the principal source from
which these allowances can be estimated, at least for the private sector of the economy. The
use of tax records leads to difficulties in international comparisons in so far as different countries
adopt different Bases on which to reckon the allowances In the United Kingdom, for exampie,

! mastimates of trapsactions with the rest of the world have been brought to o high degree of excellence in Canada
For a discussion of problems and metheds. which is by now out of date in some respects as a guide to current procedures.
see The Canadian Balance of Tmternalional Paynenls (1939). issued Dby the Deminion Burean of Statistics See also
the more recent official statements of the Canadian balance of international payments issued by the Ministry of Trade
and Commerce.

Alowances are carfied forward and charged against profits earned within the next six years
consequence of this, the actual figures of allowances for wear and tear teflect not what is chargeable
in any year but what is actually charged, and there is a systematic difference between the two
depending on the extent to which losses are being made Again, increases in the raies al which
allowances are granted were given in 1930/31 and in 1938/39 on such terms that they represent
not an increase in the sums uitimately allowed but a reallocation over time of the total deductions
in respect.of the assets in such a way that more is allowed in the present and less in the more
distant [uture Such changes introduce discontinuities in the series of allowances which are due
to administrative changes and not to underlying conditions

a4 wear-and-tear allowance varying with the Lype of asset is granted in the case of plant and equip-
ment. In the case of buildings, on the other hand, no such allowance is granted, but instead a
percentage of the gross retwn is allowable in respect of maintenance and repair It is probable
that the actual sums allowed are more than is required for year-to-yeas maintenance purposes
and this allowance therefore in effect makes provision for the ultimate replacements as well

Apart from the difficulties of international comparison, problems also arise inn comparing the

yeuar-to-year changes where lax records are used  In the case of the United Kingdom, for example,
the figure for wear and tear allowances reflects only the allowances which can be charged. becanse
there is a profit against which to charge them If in any year there is no profit, that year's

Asa

Tneome-tax allowances are usually based on the written-down value of the assets and provide
over the lifetime of the assets a sum of money equal to the original cost  From the present point
of view, it may be thought that this is an inadequate measure of depreciation since it takes no
account of the fact that a different sum of money may be needed to replace the original equipment
when it wears out  This may be due either to a change in the price of the equipment or to
technological changes which affect the way in which the equipment is replaced ~ An attempt is
soretimes made to adjust allowances on a cost basis so that they reflect changes in replacement
cost, but this can only be done by means of a special enquiry into changes of the pricds of equipment
and the dates at which equipment has been installed !

Company recotds, apart from the fact that they will not as a rule cover the whole field, also
present difficulties partly because the allowances will sometimes be unduly conservative and partly
because other payments to reserves may be included in the figure for depreciation.  Thus, it will
frequently be found that an attempt to calculate net capital {ormation from company records
will lead to unduly low figures, although, of course, this may not be true for certain individual
companies Tt must always be realized that depreciation accounting is not universally adopted
and some enterprises allow for capital wastage on a replacement basis—that is to say, they malke
a0 annual allowances {or the wearing out of equipment hut charge replacements direct to current
operations, In the United Kingdom, at any rate, this is a fairly commen practice among public
utility undertakings, and, in their case, it is not possible to change the basis of allowances from
the one adopted both in their accounts and [or purposes of income tax.

A further difierence in the basis on which allowances are calculated occurs in the case of
many public authorities—I{or exampie, in the United Kingdom local authorities do not depreciate
their assets nor do they distinguish replacements in their accounts ? Another example is given
by the British General Post Office In this case, additions to capital equipment are charged to
loan account.  Where a new piece of equipment is partly in replacement of one alveady in existence,
an allocation is made of the capital expenditure between that attributable to the replacement of
the old equipment and that which represents a net addition  The former is charged not to loan
account but to the Past Office Vote  In addition, maintenance and repair expenditure is shown
separately and charged against current operations  Thus in the accounts of the General Post
Office it is possible to separate replacements both from maintenance and from net additions,
and these replacements are the best estimate that can be made from the published figures of the
wearing-out of equipment  Thus it can be seen that differences in accounting procedure make
it impossible to achieve a perfectly uniform estimate of this item for all parts ol the economy.

! Tor a detailed treatment of this subject see ” Capital Consumption and Adjustment ™ {1938). by 8 TABRICANT.

published by the National Bureau of Economic Research, New York

* See page 61 above.
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In Canada, several different methods are used.! For some sixteen major industrial groups
“yformation is available for the years 1941-1943 from a questionnaire on capital expenditures
and depreciation. These figures are projected backwards on the basis of a sample of corporate
accounts. In the case of a number of utilities and certain other branches of activity, special infor-
mation is available. No attempt is made to estimate depreciation on government non-commercial

assets.

ExPENDITURE CLASSIFICATION OF THE GROSS NarionNaL PRODUC!
(See Table 6 in Section 8 of Sub-Committee’s Report }

The items in this table do not give rise to problems of estimation additional to those which
have been already discussed in connexion with earlier tables.

SavING, CaPITAL FORMATION AND NET LENDING TO THE REST OF THE WoRLD.
{See Table 7 in Section 8 of Sub-Committee’s Report)

44 (a) Sawving by Lnterprises of All Kinds.

This item is principaily composed of the undistributed profits of enterprises and, in the Hight
of arguments already given, should perhaps be confined to corporate enterprises since as a rule
it“will not be possible to split the surplus of unincorporated enterprise between business and per-
sonal saving. Allowance, however, must also be made for certain other additions to reserves which
will enter into the year-to-year changes in saving, though over long periods they will tend to
cancel out.

An alternative approach to the estimation of this item through the measurement of lending,
borrowing and capital formation has already been indicated in the discussion of personal saving
(item 7 () above). This will normally present difficulties even though corporations, unlike private
individuals, show the changes in their assets and claims on their published balance-sheets. The
reason is that these balance-sheets reflect changes in valuation as well as cash gained or lost through
the sale or purchase of asseis and claims and accordingly the differences in balance-sheet values
will not reflect saving as it is defined here

47. Net Lending to the Rest of the World

This item may, in principle, be measured in one of two ways: either through an estimate of
the met balance of current fransactions with the rest of the world, or through an estimate of the
net capital balance or net change in capital movements In the United Kingdom, the first method
was adopted before the war when an estimate of the balance of payments on current account was
regularly made. Under war-time conditions, however, it proved impossible to continue on this
Dbasis, but the control of capital movements made it possible to prepare estimates on the second.
basis. As a rule, transactions with the rest of the world give rise to particular difficulties and it
is therefore desirable wherever possible to attempt a calculation on both bases Where this is done,
it will frequently be found that further research is required to reconcile the figures, and this will
lead to special enquiries aimed at filling the gaps These gaps will differ from country to country,
and it is difficult to offer any general observations on this topic It may be noted, however, that
one source of difficulty arises from the fact that it frequently happens that some of the estimates
are on a receipts-and-payments basis whereas others relate to the transmission of goods and
services and therefore accord with the receivable-payable basis required This problem, which
arises in other cases and, in particular, in integrating the accounts of public authorities which
are unsually on a receipts-and-payments basis, will often be found in an extreme form in dealing
with foreign transactions

1 Loc cil | page 24
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CoMBINED OPERATING ACCOUNT OF RNTERPRISES OF A1l Kinps

(See Table 8 in Section 8 of Sub-Commitiee’s Report )

The importance of this account is that it brings together all the transactions involved in the
current operations of enterprises and this provides information on an important sector of the
cconomy which is not represented in a pure form in the national aggregates so far considered. It
will be seen that if an account or the lines of this table can be drawn up for each branch of activity
which it is wished to distinguish then the contribution of productive enterprise beth to income
payments and to the national product can be calculated  The account, however, goes beyond
what is needed for this specific purpose

49. Sales Proceeds, elc

The total for this item can usually be built up for diflerent branches of activity from account-
ing records or from censuses of activity The principal difficulty arises in attempting to divide these
proceeds between the different types of purchaser and, in particular, in separating sales of domestic
enterprises {rom other sales  Thus, in many cases, censuses of activity will show materials pus-
chased but they will not show how far these materials are imported Further, in most cases, no
information will be recorded in respect of services purchased. Thisis a gap which wiil have to be
made pood if a table of this kind is to be drawn up

CONSOLIDATED ACCOUNT OF SOCIAL SECURITY FUNDS AND Pusric COLLECTIVE PROVIDERS

(See Table g in Section 8 of Sub-Committee’s Report )

In principle, it should be possible to build up the items in this table from the accounts of the
public authoritics. The probiem which usually arises in this connexion is that public authorities
normally keep their accounts on a reccipts-and-payments as opposed to a receivable-payable
bhasis as nermally used by other sectors of the economy  This gives rise to a problem of integrating
public authority accounts into the system

In some cases, the normal government accounts will relate to receipts into and payments
from the exchequer rather than to the transactions of the government with other sectorsvof the
economy; for example, in the United Kingdom there appear, under exchequer payments, pay-
ments made by the exchequer to departments who then, out of these monies, pay for the goods
and services they purchase from enterprises and individuals. In so far as the balances of the depart-
ments are changing, exchequer payments do not fully reflect government expenditure when this
term is taken to include the aggregate of government agencies rather than the exchequer itself
Accordingly, the estimates of expenditure can be improved by adjusting the exchequer figures
for changes in departmental balances

The resulting figure is, however, still on a payments basis and does not necessarily reflect the
value of work done as opposed to the value of work paid for by government departments. In normal
times, no doubt, the difference between the two is likely to be small, but where the level of govern-
ment expenditure is changing rapidly it will frequently happen that there is a considerable dif-
ference between worlk done and work paid for 1In the early stages of the war, inevitably delays
of one kind and another ensured that payments would be made some time after the work was
¢ompleted, and even the introduction of progress payments did not completely close the gap In
this period, therefore, work done for government departments exceeded work paid for. At the
cessation of hostilities, however, contracts were terminated and arrears paid off, so that at the
present time work done is less than work paid for and government departments are gradually
reducing their outstanding liabilities to contractors

Any estimate ol this difference between work done and work paid for will normally have
to be made as a special enquiry from government departments. Where estimates relate to a
period of rapidly changing government activity it Is likely to be an important element in the
integration of the government sector into the whole accounting system.
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In a similar way on the receipts side it will be desirable where possible to show the receipts
into the revenue department rather than the payments by the revenue department into the ex-
chequer. In addition, however, it is desirable in principle to make an adjustment for arrears of tax
Habilities so that these can be shown on a receivable-payable basis. As mentioned above, however,
it is desirable in some cases to go further than this and show the increase in accrued taxation-—
¢, the difference between taxes payable in a period and taxes payable in respect of the income
of the period. This last adjustment is not, however, necessary in putting government accounts
on a receivable-payable basis, since the increase in accrued taxation in the above sense is not due
in the period, the amount due being by hypothesis based on a previous year's earnings

The principal difficulty arising in the construction of this account comes from the mass of
detailed accounting records which hus to be understood in drawing up a complete consolidated
account. The details of all transactions into which public authorities enter is as a rule only known
to specialists in the dilferent departments concerned. In view of the great importance of public
authority expenditure in connexion with employment policy, it is greatly to be hoped that Govern-
ments will be willing to arrange for a consolidated statement to be made of receipts and payments
classified on economic lines as in Table g This is essentially a fairly straightforward business,
if transactions are allocated to economic categories department by department, but becomes of
the greatest complexity if this subdivision has to be made at & late stage in the published accounts
by persons not divectly connected with the transactions involved.

CHAPTER IX

THE ADVANTAGES OF A SOCIAL ACCOUNTING APPROACH

Thé advantages of a social accounting approach to national income studies may be summarized
as [ollows:

First, even if no attempt is made to measure all the items in the working system of accounts,
it enables the struciure of transactions to be set out in a consistent way and therefore enables
problems of logical consistency in the national aggregates to be seen clearly it also exhibits the
dependence of the definition of any money flow concept on a given system ol accounts and on a
given rule for combining the entries in these accounts  Most of the arbitrariness which arises in
this field can be traced to the fact that a system of accounts can be drawn up in a large number
of ways It is important to realize that any particular way will not be equally suited to all the
purposes {or which a system of accounts may be used

Secondly, it indicates the cross checks which arise {rom the inter-relatedness of sets of transac-
tions and thus makes possible the most efficient use of the statistical information available by
bringing to light the many equivalents to any given set of transactions Thus, in the clementary
example in Chapter 11, a total identically equal to the national income can be obtained by forming
the sum: consumers’ expenditure - direct taxes - personal saving 4 business saving - transfer
payments In a country with good family budget material and good- statistics of changes in
financial claims, this approach might be more reliable than either of the more obvious ones
suggested in Chapter 111

It can be seen that by arranging the fgures in this way it is possible to reach the required
total without measuring a number of transactions which are difficult to measure and which enter
into the more straightlforward arrangement.

Thirdly, the fact that certain relationships connect sets of transactions means that, in general,
a statistical problem of adjusting discrepancies miises wherever all the items in an account or set

1 See page 35 above
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of accounts are measured directly. ! An accounting approach indicates the nature of this problem
in its most general form. By making the necessary adjustment, a consistent set of measurements
is presented which is a great convenience in subsequent analysis. The importance of a set of
measures is clearly apparent in connexion with both theoretical and psactical problems. In
investigating dynamic problems in economics by means of systems of equations it is highly
inconvenient if the measurements of transactions which to a large extent form the variables for
these equations are inconsistent  Again, in handling problems of economic policy it is usually
necessary to see how some proposed course will react on different parts of the econiomic system
For this purpose, single unrelated measures, for example of the national income, are of very little
value ’

Fourthly, it indicates what problems of measurement must be faced if consistent treatment
is to be achieved and can readily be adapted to show the implications througheut the system of
any alteration of treatment '

Fifthly, it provides the groundwork for asystematic collection of information on transactions
which, if adopted, would greatly increase the reliability of the estimates  This is of particular
importance where up-to-date measures are needed for policy purposes By providing a framework
into which all the information has to be fed it is possible to review the whole of the material
available and ensure that all the relevant evidence is used

Sixthly, it provides a meeting-point for economic theory and practical measurement. To
be satisfactory, the representation of a system of transactions must preserve certain basic theo-
retical distinctions and, at the same time, be drawn up in a way which permits ol measurement
Thus, quite apart {rom subsequent analysis, the distinctions of economic theory are brought
into direct contact with measurable phenomena, while the whole field of measuremept is organized
;n terms of the concepts of economic theory

Seventhly, the structure of transactions brought out by this approach is particularly useful
in connexion with forecasting which inevitably involves a large measure of estimation and guess-
work  Fxperience shows that, even if the system is much simplified, an atfempt to il in a
complete set of accounts for a future period restricts very considerably the values of different
transactions that can be expected simultaneousty A still greater restriction can, of course, be
obtained if anything is known about the behaviour of the system in addition to its formal properties.

Lighthly, international comparisens are aided by the explicit writing-down of the structure
of transactions since this makes possible a comparison of the main purpose of the definitions adopted
and the adjustment of the estimates for different countries to a common basis of definition, at
ieast in broad outline. At this level, the current official estimates for Australia, Canada, Eire,
the United Kingdom and the United States are drawn up in more or less compatable terms and,
in a rough way at any rate, any one set of figures can be adjusted {o the basis of the others
Further detailed investigation on the same lines would make it possible Lo compare the precise
content of the measure adopted for each transaction.  Such a process would involve a very detailed
knowledge of the method by which the estimates in different countries are compiled and would
throw a great deal of light on the institutional differences which form so important a bar to true
international comparability.

t A method for effecting the adjustment for any given system of accounts in a single period was given in The Review
of Economic Studies. Vo 13X, summer 1942, pages 111-125  This method will shortly be extended to the more practical
case of adjusting simultaneously the entries in a set of accounts over a series of years
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