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FOREWORD

This volume, the second in a series of studies by the Conference
on Research in National Income and Wealth, contains the re-
ports presented, under arrangements made through the Con-
ference, at the meetings of the American Economic and Ameri-
can Statistical Associations in December 1937 at Atlantic City;
as well as the reports submitted to the third meeting of the Con-
ference in April 1938 at New York City. It includes also the dis-
cussion to which these reports gave rise, both at the Association
and Conference meetings and subsequently by correspondence.

Like the first, this volume is the result of an effort on the part
of the Coniference to stimulate analysis of various controversial
problems in the field. The attempt is not to distil immediately
and directly a uniform consensus of opinion on these controver-
sial problems. The aim is the more modest one of stimulating
scrutiny of the problems in order to establish their ramifications
and to formulate the implications of the diverse treatments to
which the issues may be subjected. Such an analysis should make
it more probable that in the practice of measuring national in-
come, wealth, and their component elements the choice among
different treatments will be made in fuller cognizance of its 1m-
plications; and that the efforts at adding to the data in the field
will be profitably directed at information needed for adequate
treatment of the more controversial items. A more widely held
consensus of opinion may well be the ultimate consequence of
such analysis. Its immediate aim, however, is and should be that
of removing only such divergence of opinion as results from an
unsatisfactory formulation of the problems and the failure to un-
derstand the nature of the issues involved.

With these aims in view, the Conference preferred to have the
problems analyzed by individual students in the field, rather

Vil



viii - - FOREWORD
than attempt group efforts directed immediately toward authori-
tative and final statements; to allow the differences of viewpoint
to appear fully in the discussion; and to encourage a generalized
formulation of the issues without requiring quantitative treat-
ment as an indispensable and final step in the analysis. Our hope
is that the accumulation of the results and effects of such analysis
as is presented in this and the first volume of Studies will result in
a natural shift of emphasis toward application of the analysis in
quantitative measurement and thus toward more direct attempts
to gauge the magnitude of the different elements involved.

This volume, like the preceding, has been made possible only
by the keen interest of the authors in the problems and by their
‘willingness to devote time and energy to the preparation of re-
ports or comments. The editing of the volume was done by
Milton Friedman, and was reviewed by the two other members
of the editorial committee in charge, M. A. Copeland and W.
W. Hewett.

Exebuti ve Committee

Copeland o Hildegarde Kneeland

M. A.
H. M. Groves | - R. R. Nathan
W. W. Hewett O. C. Stine

Simon Kuznets, Chairman
Milton Friedman, Secretary
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ON THE MEASUREMENT OF
NATIONAL WEALT H:

SIMON KUZNETS

I Defimition and Basic Approaches

I DEFINITION OF NATIONAL WEALTH

- Wealth can be defined most generally as the stock of economic
goods. Economic goods, in turn, are sources of services for which
people are willing to pay; and people are willing to pay for ser-
vices only if a particular unit of the services has utility to them
and is susceptible of disposition by them.
This definition may be used to segregate items that can be
classified as economic goods and hence as the stock of wealth.
~ But such an attempt yields no unique solution unless the active
economic unit assumed in the analysis is specified: the congeries
of items distinguished will be materially different from one type
of economic unit to the next. True, willingness to pay can be
tested only by an individual’s experience and reaction. But in seg-
regating wealth, an enumeration of all the objects for the services
of which individuals are willing to pay will yield a much longer
list if the individuals are considered solely in their individual ca-
pacity than if they are considered also in their capacity as mem-
bers of a large social group, e.g., the nation. The first list will
include all sources of services, regardless of the fact that what is
service to one individual may be disservice to others and hence
to the group as a whole. The second list will include only the
sources of such services as, on the balance of satisfaction and dis-

' 1The first draft of this report was reviewed by Milton Friedman and W. H. Shaw’
to whom I am indebted for many helpful comments.
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4 PART ONE

satisfaction they yield to various members of the social group, are
recognized as desirable both to individuals and from the view-
point of the social group. By the same line of reasoning, the ex-
tension of the social group to include the world would still further
restrict the list of wealth items. Items that may appear desirable
from the viewpoint. of a single nation (e.g., dreadnoughts and
tanks) may not be sources of services desirable to the world as a
whole, from the viewpoint of the individual as a member of the
“world community.

‘The fact that one and the same item in the stock of goods may
be a source of conflicting satisfactions and dissatisfactions to vari-
ous members of a social group reduces the list of wealth items as
we pass from the individual taken in his individual capacity to a
wider economic unit. But so far as scarcity affects desirability,
passing to a wider unit increases the list of wealth items. Scarcity
means that the utilization of a unit of a given good by an indi-
vidual or a group makes it difficult or impossible for another
individual or group to use another unit of the same good; hence
the more extensive the group with reference to which we con-
sider scarcity, the longer the list of scarce items. The services of
a lake are not scarce to the few individuals who reside on its
shores and thus have full access to all its services: the scarcity
emerges when we consider the larger group of individuals whose
access to the lake is limited. Items that appear abundant when
we consider their availability to members of a single nation
become scarce when reference 1s made to several or all nations.

Similarly, the power of individuals to dispose of sources of ser-
vices or of the services themselves varies as we consider them
purely as individuals or as members of social groups. A member
of a nation considered as an individual has no power to dispose
of the internal waterways, the fleet, and other collective goods;
the same individual treated in his collective capacity does and
can dispose of these goods. A single nation cannot dispose of the
oceanic waterways; but the community of nations (the individu-
als as members of the world community) can dispose of them.
Here again extension of the social group considered leads to an
increase in the list of items that can be classified as wealth.

We can now define more clearly the concept of national wealth.
National wealth is the stock of sources of events for which the




MEASUREMENT OF NATIONAL WEALTH  §

aggregate of individuals who comprise the nation are willing to
make sacrifices (i.e., to pay). It excludes all sources of events
which, while desirable to single individuals, are undesirable from
the viewpoint of the national group as a whole; includes not only
the sources of desirable events whose supply is scarce as among
various individuals within the nation but also sources that are
~ scarce as among the various national groups; and covers not only
such scarce sources of desirable events as are disposable by in--
dividuals qua individuals but also such as are disposable by indi-
viduals as members of the nation.

This analysis clarifies the relation between the wealth of a
given social group and the sum of the wealth of its individual
members. The identity of these two totals is assured only if in
advance the individuals whose wealth is measured are treated
both as individuals and as members of the given social group.
The sum of the personal wealth of Smith, Jones, etc., will not
yield the wealth of the nation of which Smith, Jones, etc., are
members, unless they are considered not only as individuals but
also as members of the collective that we designate as the nation;
or to put it more explicitly, unless we consider Smith, Jones, etc.,
not only as completely independent individual entities but also
- as fractional shares of the nation’s collective entity. Similarly,
the addition of the wealth of all the individual inhabitants of the
world will yield the total of cosmopolitan wealth only if the in-
dividuals are considered both as independent entities and as

fractional parts of the world community.

2 THE TWO APPROACHES

Wealth being the stock of economic goods, the first step in its
measurement is the identification of these goods. Such identifi-
cation is possible directly because goods have, if not necessarily
a material expression, at least a distinguishable and specifiable
location. Where they assume a material form, that of commodi-
ties, the identification is relatively simple. But even where no ob-
vious material form exists, e.g., in such items as the skill of a
carpenter or the business connections of an entrepreneur, their
location may be distinguished and their relevance to the mea-
surement of a given nation’s wealth established. It is thus possible
to identify directly the actual sources of services by reference to |
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the substantive characteristics of these sources, i.e., their material
or immaterial form, their origin and place in the productive
economic system, their actual location within the boundaries of
the nation’s economy. Measurement of wealth is then ap-
proached by listing all economic goods: commodities, institu-
tional arrangements, human skills, natural resources, etc., plac-
ing values upon them, and summating the values into a compre-
hensive total. This procedure may be designated the substantive -
approach. _ |

‘The sources of desirable events that are included in national
wealth are apportioned among individuals, singly or in collec-
tives, so that each individual has some claim to the disposal of
some sources or of their yields. Their very scarcity, the indis-
pensable attribute that characterizes them as economic wealth,
makes it necessary for society to institute rules to govern the un-
avoldable struggle among members of the nation and the world
for the possession and utilization of these sources. By these rules
many of the sources are distributed so that each becomes subjéct
to preferential claims by individuals as individuals; others are
collective goods, at the disposal of individuals only as members of
the social collective but barred to members of other collectives.
This being the case, the measurement of wealth may be ap-
proached through the evaluation of the claims of individuals,
~ considered in both their individual and collective capacity. For
a considerable fraction of wealth these claims assume an overt
form; are in themselves subject matter of economic activity; and
can sometimes be more easily evaluated than can the sources to
which these claims refer. The consequent procedure may be
designated the claims approach.

Even if care is exercised to assign claims in all cases where a
source of desirable events is identified (whether or not overt
marketable expression is given to that claim) the totals of national
wealth obtained by the substantive and.the claims approaches
will not be identical in either scope or magnitude. The former,
relying primarily on location, yields a total of wealth within the
nation’s boundaries, but omits wealth outside these boundaries.
The claims approach yields a total of wealth possessed by the
members of the nation and thus may exclude some items located
within the country and include some located outside the nation’s






