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SOME PROBLEMS

iNVOLVED IN ALLOCATING
INCOMES BY STATES

R. R. NATHAN

A WIDESPREAD and growing demand for income data for geo-
graphic divisions of the country comes from a great variety of
business, research, and government sources.1 Since in general it
is not very articulate as to precisely what information is desired

or what geographic unit is to be used, the investigator must deter-
nittie for himself just what he can provide in response to what he
considers the needs. He will be guided in part by the nature of

the source material. The concepts and scope of income estimates

for the United States as a whole have become fairly well standard-

ized and the differences that persist are usually reconcilable.

Seemingly these same methods should lend themselves to the

determination of income for geographic divisions with no added

difficulty. However, the very act of making geographic allocations

and emphasizing relative magnitudes raises many flew questions

and enlarges existing problems.
In this paper an attempt will be made to raise and discuss

several questions concerning the various purposes for which state

income estimates might he prepared the items to l)e considered

I The Income Section of the Department of Commerce recently released estimates

of state income payments which include wages. salaries, interest. disideilds, en-

trepreneurial income, ilet rents and royalties. direct relief, Social 3ecurity benetits,

and the soldiers' bonus. Sec R. R. Nathan and J. L. Martin, Mate Income Pay-

inenic, 1929-37 (National Income Section, DivisiOn of Economic Research, De-

partment of Commerce, May 1939). ibis Bulletin can lx ohtaiiietl on reqUeSt

The Department plans to publish a volume later this ar or earl in 1940

presenting the estimates in considerable detail and discussing the concepts, scope.

sources, and methods underlying the figures.
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for inclusion or eXClusion for the (lifferdnt Ptirposes, prot)Iems ofa conceptual nature, soulics and IIIc(lIO(l5 of estitnatjoii the u
of states as geographic divisions for the appoltionnicIlt of income
and the qualifications that must he considered in iIlterpreti
the figures. Although it may not be the most logical seqI1ece,
the paper presents these questions in the order listed.

I Purposes of Slate income Estimates

The uses for which estimates of income for the various states may
be prepared are many. It is important for the estimator to have in
mind the objectives of his study since the Concept and scope of
the estimates will ai-v coIlsz(krablv (lcpen(Iing UJ)oI1 the Particu-
lar uses to which they arc to be put. A variety of income figures
might be developed for each state and each set of estimates wouldhe useful for limited purposes. In suggesting different estimates
for various uses, problems of measurement are largely disre-
garded in this section but will be considered later.

I MARKET ANALYSIS

From the viewpoint of the government and particularly such an
agency as the Department of Commerce. state income estimates
should be designed to include information helpful to business
enterprises for the purpose of market analysis. Advertising
agencies and firms that distribute their commodities nationally
are eager for information that indicates the magnitude of, and
the changes in, the purchasing ability of individuals in the vari-
ous states and in smaller geographic divisions. F'or this purpose,
the estimates should presumabls' include all the monetary re-
ceipts of individuals available for current expenditures within
the state. Even with such a seemingly simple concept it shortly
becomes apparent that the precise scope of appropriate figures is
difficult to define.

If income received were confined to conq)ensatioll received for
services rendered, serious limitatiolls would attach to the esti-
mates, primarily because of transfers of income across state lines.
Thus, dividend recipients or wage earners in one state make gifts
to individuals in other states. Remittances by persons to relatives
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or dependents in other states exercise a significant influence on
the purchasing capacity of residents of certain areas. Thus, in the
District of Columbia there are many government employees who

send part of their earnings to dependents in their home states.
On the other hand, many hopefuls come to the District of Colum-
bia in search of jobs and require remittances from the folks back
home pending success in their quest for a government position.
Similar forces are at work in other large cities. Remittances from

parents to students in out-of-state schools and colleges involve a
rather substantial transfer of funds. Such transfers of income may

not affect the total social income or the total purchasing ability

of all persons in the United States hut in addition to influencing

the size distribution of income, they may exert an important in-

fluence on the total purchasing power of individuals within
limited geographic areas.

In considering interstate transfers of income as an influence on

purchasing power, some thought must be directed toward the

treatment of the transfer of assets as well. From the viewpoint of

possessing command over goods and services, the recipient of

funds or goods that were a part of the current income of the giver

is in the same position as the recipient of funds or goods that were

part of the cash accumulation, receipts from the sale of assets, or

goods of the giver. Inheritances may have the same effect on pur-

chasing power as gift.s which find their source in current income.

Perhaps it will be necessary to classify interstate transfers of in-

come and wealth on the basis of their probable use by the recipi-

ents in order to determine whether to include the receipts as con-

tributions to purchasing power where received. Similarly the

alternative uses by the transferer of the income or wealth to be

transferred must he considered in order to give, proper attention

to necessary deductions from aggregate purchasing power where

the transfer originates. These considerations apply. at least in

part, to intrastate as well as to interstate transfers.

The sale as well as transfer by gift or inheritance of assets across

state lines may be a factor in determining income available for

current purchases of goods and services. Capital transactions

within a state would not affect total purchasing power since the

receipts of the seller would be offset by the absorption of the pur-

chasing power of the buyer. However if a resident of one state

p
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sells hisassets to a resident of another state, total curr(I1t (Jr liquicjpurchasing power in the former state is expanded Of course allassets possessing marketability arc in theniselyes Pt1IcllasiIIgpower, having command ovcr other goods and
Services Ilieowner of a house has as flinch purchasing capacity as the o wlohas just sold his house and possesses cash, providctl neither orboth intend to use the house or cash for purchases of other goodsand services. The net withdrawal or deposit of funds in banks o-other savings 1flstjtut10 by individuals might ilifiuc-e rifunds available for current purchases depending upon the SC tobe made of the withdrawals or alternative use of the (leposits andupon the effect of these deposits or withdi-awals upon hank iuvescments. Subjective elements are clearly intpol-ta,it in evaluatingthe effects of transfers of claims to assets. Piurchtasiuig power'might well form the basis for a paper in itself and the discussionhere is designed to point out some of the problenis involved in thescope of ificome estimates for marketing analysis rather than todiscuss purchasing power itself fully. Asset transfers are on thewhole disregarded in this paper, which deals primarily with tilecurrent flow of income and, to a minor extent, with transfers ofincome.

Some question might also be raised conceruiig the exclusionfrom income estimates for market analysis of portions of incomethat arc contractually obligated for specific purposes such as lifeinsurance premiums, Christmas savings accounts, or reserves tomeet legal obligations such as taxes. Here again it seems ap-parent that rigid standards of inclusion or exclusion would findlittic agreenJeuit among different users of the figures. In the caseof installment credit, soniC might suggest including the creditas purchasing power when granted and [lien deducting the in-stallments when paid from Current income of the debtor.Other problenis also affect the validity of estimates of incomereceive4 in the 'arious States as iiicms(ircs of purchasing power.Individuals may receive their income in one state and makeeXpenditures in other States. Thiu, (Inuring the winter vacationseason, the inCome of the regular residents of Florida is substan-tially stmpplernenteel by time expen(lal)le funds of tourists who re-ceived their income in other states. Time expendable funds of theregular residents in the hoii states of these vacationists is cor
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ALLOCATING iNCOMES BY STATES

respondingly reduced. To a less extent, goods purchased by direct
mail also involve a movement of spendable income across state
boundaries. Also many market areas cross state lines, as illus-
trated by the New Jersey and Connecticut residents who do much
of their shopping in New York City. Thus, the estimates of in-
come received, usually confined to receipts of residents in each
state, are not precise measures of funds available for purchases
or of actuil purchases in specific areas.

Income in kind is also important in this connection. This
factor is particularly significant in agricultural states where a
substantial proportion of the total income of the farm popula-
tion is received in kind, principally in the form of commodities
produced on the farm and consumed by the farm family. Such
income is of and in itself a conimand over these very goods but
it is not the kind of income to which the business community
looks for sales possibilities. Imputed income from owned durable
consumer goods falls in this category. Of course, imputed income
and income in kind increases the availability of the cash income
of farm families for the purchase of goods other than those in-
cluded in the income in kind.

The size distribution of income is a very important factor in
determining marketing opportunities of different commodities
and the nature of the income concept adopted would have a very
important influence upon the size distribution of that income
among the residents of any particular state. Thus the inclusion
of gifts in the income of the recipient and their exclusion from
the income of the giver would in itself effect a substantial change
in the pattern of the size distribution.

2 ECONOMIC WELFARE

A very important use of income estimates for geographic divi-
sions relates to the development of measures of general social and
economic welfare. The figures desired for this particular purpose.
though closely related to those developed for marketing uses,
should give more attention to non-monetary income. The esti-
mates should certainly include imputed income from the owner-
ship and use of consumer durable goods, especially housing. No
doubt the proportion of houses owned varies considerably from
state to state and the inclusion of imputed income from owned

I



406
PART s,

houses Would yield differeiit results fnnn state to state than 'Oul(lmonetary income alone. Also desirable, bin Pmhably lesstihle to nwasure,1eflt, would be income derived from house.wives' services and from funct ions perfornied by individuals forthemselves or for other members of the household. Very likelythe proportion of laundering, cooking, and similar services per-formed within the home as compared with comnler(-jaj enter-prises or hired help varies considerably from one region toanother, thereby limiting the comparability of estimates confinedprimarily to income derived from the productiom of goods andservices for sale in the market.
Perhaps estimates of income consumed are even more sigiiifi.cant as measures of economic welfare than arc estimates of in-come received. Income consumed within a state should includethe value of goods and services consumed by indiidmma1s withinthat state, probably confined to Consumptioi by regular residentsso that the income and number of pet-sons or consuming Unitswill be comparable

If the estimates of income received were used as evjdnc ofeconomic welfare and were to serve as a basis for the allocation ofpublic as.sistanc-e grants by the Social Security Board or of jobsby the Works Progress Admiziistratjoii it would seem (lesirableto exclude Social Security benefits or work relief earnings. Alsoit might he desirable to exclude expenditures by individuals thatdo not necessarily relate to the value of benefits received, andsubstitute the value of the benefits received. Federal taxes mightthus be deducted from flCOIfl received and, if possible, estimatesof the value of governiie services might be added. Limitationsattaching to the total and per capita dollar income estimates asevidence of welfare will be discusse(f later.

3 TAXATj

If the income estimates are to be used directly in determining taxyields or, indirectly, to study the incidence and burden of taxa-tion, the concept of incoflie rccejve(l shoul(1 conform to, or beadjusted so as to conform to, the (lefjn011 of the existing orproposed tax base. Such estimates, depending upon tax provi-sions, would probably exclude all i-chef and charitable receiptsbut would probably include inheritances and insurance benefits,
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particularly the excess of insurance benefits received over pre-

miums paid to insurance companies. Realized capital gains and

losses should be incorporated in accordance with the provisions
of the revenue laws of the state.

If the income figures were confined to taxable items tinder
existing laws and were shown separately for each type of taxable

income, such estimates would obviously be useful only in each

state individually. On the other hand, if the estimates were de-
signed to provide a basis for determining potential income tax
receipts from state to state on the basis of uniform tax laws, the

figures would be comprised of all the items the tax estimator
considered as properly subject to assessment. The size distribu-

don of income would be essential for tax studies and here again

the nature of the distribution would be influenced by the concept

of income adapted. Varying size distributions on the basis of
different inclusions would be most valuable in studying tax pro-

posals particularly if the tax rates were to be graduated.

4 PRODUCTIVITY

There is considerable interest in information bearing upon

the economic productivity or output of one area as compared

with another. Estimates of the net value of product of each state

would provide a measure of the economic importance of the

various states as contributors to national income. Classified by

industrial source, these figures would measure not only the reh-

tive importance of different industries in the economic life of

each state but would also make it possible to analyze economic

fluctuations within the state on the basis of its industrial

structure.
Some insight into the economic interdependence of the various

states would be gained from studying measures of the net value

of product in relation to the interstate flow of goods and services.

Also important is the comparison of the net value of product with

measures of other income concepts. Frequent expressions are

heard to the effect that certain states, particularly those in the

South, 'produce' a much greater supply of goods and services than

are available for consumption by their residents. The validity of

such comments can be tested only after the development and
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interpretation of appropriate measures. ilieSe will l)e (liScIlsetlin greater detail in the following sections.
Perhaps too much emphasis has been placed upon the differeituses to which income estimates might be pitt, I)tlt such a discus.sion makes possible a tather realistic considei-atioii of Some ofthe more important items that might be iflcluded in or excluded

from income estimates. It demonstrates the problems of conceptand scope involved in time development of State income figuresand should serve to make the estimator 'label his ifloie(lieI1ts andthe reader 'use with care'. For each purpose there may be one ormore concepts of income and for each concept there may be avariety of uses, but obviously there is no one concept suitable forall purposes.

11 Con ceflts of !?iCOme

The National Bureau of Economic Research and the l)epart-
ment of Commerce have (lefined national income or income pro-duced for the country as a whole as ''the net value of all goods andservices produced in the Unitcd States" or as "the gross value of
all goods and services produced minus the value 0 raw materialsand capital equipment consumed in the processes of produc-tion". Also, national income has been defined as "the value ofgoods and services consumed plus or minus the value of changesin the national wealth resulting from current production activ-ities", both after adjustment for the international flow of goodsand services. The concept of income produced which, for thepurposes of state estimates, might he called 'the net value ofproduct', seems to be a useful measure for industrial and geo-graphic subdivisions as vell as for the entire nation.

Income paid out as used in the i)cpartnlciit of Commerce esti-mates is defined as ''the compeilsatiomi paid to individuals oraggregates of individuals for services rcnderc(!" and includessalaries, wages, other labor incomje, interest dividends, ncr rentsand royalties and entrepre,leimi-ial withidravals. This measure isuseful for determining the relative importance of the differentfactors of production as evidenced by income paid by producingunits for the services of each factor. Income paid out differs from
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ALLOCATING INCOMES BY STATES 409

national income by positive or negative business savings; positive
when business cntcrpriscs retain part of the net product and
negative when business enterprises disburse more than they

produce.
The Department of Commerce has developed a third series

entitled 'income payments to individuals' which might better be
termed 'income received by individuals' provided the figures
were more fully developed. They differ from income paid out in
that certain items that accrue to but are not actually received by

individuals are deducted and other items that are actually re-

ceived by individuals but do not represent payments for services

currently rendered are included. Thus, income piid out includes

the payroll taxes under the Sociil Security Act, whereas income
payments exc1ud' these asse:nents but include benefIc received
by individuals under the provisions of the Social Security Act.

Also, income payments include direct relief disbursements,
which are not counted as part of income paid out.

Anothf.r income concept which, as previously stated, seems

particu)arly useful in the development of state estimates might
h tccmed 'income consumed' and would consist of the net value

of product derived from economic activity within the state less

the value of the net outflow of goods and services from the state

and minus the value of net increases in wealth within the state
(the latter two may be positive or negative).

III Allocation of Net Value of Product

At this point certain theoretical aspects of these concepts should

be considered. Perhaps the most important relates to the geo-
graphical allocation of the net value of product. Questions of
measurement will be taken up later. First it is necessary to estab-

lish certain criteria for the allocation of income by geographic

areas.
In general, the basic income measures may be divided into two

broad categories, one concerned with income as received by indi-

viduals and the other with the net value of product of economic

activity. The significance of different measures of income re-

ceived, varying in the items to be included, has been discussed in
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some detail earlier in this paper, and aSide from the matter of
scope, these estimates seem to involve no great ('onIef)tual prob-
lems. The geographic allocation of income produced or the net
value of product does, however, raise serious proi)lelns of a funda-
mental nature.

A simple illustration may make it possible to understaid
clearly one problem involved. Let us assume that an individual
residing in New York has considerable means and wishes to make
an investment. I-Ic decides to invest his funds in the l)tlilding of
a plant in Noi-th Carolina for the manufacture of mcml's clothing.
Plant, equipment, and raw materials are purchased with the
funds provided by the New York investor and are located in
North Carolina. At the end of a 'ear's opem ation the net value of
product of this particular plant might total Sioo,000. Let us
assume that the entire net value of product is distrii)utcd amid
$8o,000 goes to the enipioyees in the form of wages and salaries
and the other $20,000 to the absentee owner in New York who
has provided the necessary capital. In an attempt to allocate
national income, or the net value of product, by states on the basis
of these facts, would the entire Smoo,000 be credited to North
Carolina or would only $8o,o he credited to North Carolina
and $20,000 to New York?

Obviously, the physical process of making the men's clothing
out of raw materials took place in North Carolina. The capital
equipment consumed in their production was there and the
labor services of North Carolina residents were applied in that
state. As to the factors of production, labor's contril)ution was
made in North Carolina, but the capital contribution was made
in New York if the situs of ownership might l)e said to be the
place of contribution, or in North Carolina if the actual location
of the capital equipment is accepted as the place where the con-
tribution was made.

Perhaps the significance of geographic areas should be Coil-
sidei-ed further. Is amiy particular importall(-e to he attached to a
geographic area as such, or is the important determinant the
persons within the confines of a certain place, or more particu-
larly, the residents of a territory? Seemingly a territory apart from
its residents has limited significance and allocation would be
more fruitful with reference to tile geographic location of mdi-
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ALLOCATING INCOMES BY STATES

viduals rather than territorial boundaries as such. With this in
mind, the question arises, is there any point in determining the
net value of goods and services derived from economic activities
taking place wjtlun the physical confines of North Carolina or
any other state when this net product is derived b' residents of
other states as well as by residents of North Carolina? This ques-
tion has more than mere academic importance in these days when
conflicting economic interests seem to be arising anew in differ-
ent states and are manifesting themselves in trade barriers of one
kind or another. Complaints to the effect that much of what is
'produced' in southern states is taken away by northern interests
who have 'foreign' claims upon it can best be analyzed by under-
standing all the implications of such statements and by present-
ing appropriate data.

In view of these considerations it would seem more important,
if a choice were necessary, to allocate the net value of product by
states on the basis of such a concept as 'the net value of product
derived by residents of a state from their labor and from the
services of their property, wherever located', rather than on the
basis of the concept of 'the net value of product derived from the
resources of labor and wealth employed in a state'. The former
measure would, in the illustration used, allocate $8o,000 to
North Carolina residents and $20,000 to New York residents,

whereas the latter measure would assign the entire $100,000 to
the state of North Carolina. The results of the former choice
would be identical with assigning the net value of product to the
location of the residence of the one making the contribution to
production, assuming that the capital contribution is made at
the situs of the owner or investor. The estimate of net value of
product derived by the residents of any one area would then be
equal to the income for services rendered that is received by or
accrues to residents of the area.

If the person, as a contributor of his capital to production, is

the primary force rather than the capital itself, then the 'derived

by' concept is more significant. On the other hand, if the actual
capital equipment is regarded as the primary force, the 'derived

from' concept predominates. Capital equipment accumulates
through the investment and savings process, the savings repre-

senting an abstention from consuming all that is produced. By

411
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saving, individuals acquire goods or daiins thereto and receiveincome for making the goods availahk [ui further produ,j0
Without savings the cal)itaI c(luipInciIt woiihl hOE exist and
without the decision of the owner it WUUI(l IIOL b IiiaIe availablefor further production. Ihereloic, the (uhlhiihtitioii

of capital
to production is the contl'iI)ution of thc ov hie and the

proJu
of its use should be allocated to the owiiei Viierever he may be.

It should not be intimated that the aCceptailce of the measureof the net value of product derived b iudividiiiis in a State as the
more important concept ivill satisfy everyone or that the

derived
from concept is o no value. Many feel that mere situs of Owner.
ship is irrelevant and incidental in the iiutt oh income pro-
(Iticed. They claim that the (ontri hutioii oh (iiJ)i tat is made where
the physical capital is located and that the yield of that contribu.
tion should he allocated to the state where the JSSt'tS ate located
and not to thìe state of residcn(e of (lie persii possessing the claim
to these assets. Further, it is pointed out that the proposed meas-
tire of income derived by individuals in a state is not indicative
of the productivity of labor and (al)ttal residing iii that state. If
the investors were to move al)out irc(ltleutly ironi state to state,
there would be marked shifts in the figures whereas the goodsand
services coming into being vithin eah state might remain un-
changed.

If estimates arc developed 01 the net value of pIO(ltict derived
from economic activity in eadi state, they are likely to he inter-
preted in such a way that niisniidcrstandiiig will increase. It is
inevitable that the state as sudi, and its resi(ldnts as such, will be
used interchangeably and the figures will erroneously he used as
measuring tile value of output of the residents of each state. The
conversion of these estimates to a per capita basis, also inevitable,
would yield not only meaningless figures but ones that would be
compared with per capita income received and would lefl(l to
further confusion and misintel-pretat ion.

Perhaps a wrong impression is left ;iitei tills diSCL1SSR)ii. It is not
intended to imply that the 'net s alue oh P1fl(llct dethed by' con-
cept is tile only iml)ortant one and t hat no use whatsoever ctn be
found for measures of 'net 'al tie (If J)I CMI IR i derived froni' cacti
state. Of the two concepts. which iiieasui c- iidy dilferent
things. the former seems the more i mp wtan t. 'Fhic latter is useful



POwncr
ept

kie ht
tbu.
te kNated

the claim

sedmui
lmdcatjye

I 8at. If

!o state,od
mamun.

tded
be inter-

ase. It is

,willbe
e used as

Late. The

Levnable,

would be

tend to

It is not

by' con-

can be

rn' each

different

is useful

ALLOCATING INCOMES BY STATES 41'3

but it must be used with understanding. In tax studies, where the
net value of product is the proposed base of taxation, such data
would he exceedingly helpful, but here again any overall com-
parison of total receipts from taxes of all kinds with figures on
the net value of product derived from each state would be mis-
leading, for taxes are usually based on a variety of income con-
cepts. If a geographic area were of economic importance as such,
a measure of the output of the factors of production actually
applied there would be important for determining the contribu-
tion of that irea (not of its residents as such) to the national
economy. States arc entities primarily for administrative pur-
poses and inherently have limited economic significance. The
use of states as geographic divisions for economic studies is deter-
mined largely by practical considerations. The state income
estimates for all concepts are thereby limited in usefulness but
this limitation seems to reduce the usefulness of the 'income
derived from' estimates more than that of other measures.

In all this discussion, income attributed to the services of
property has alone been considered specifically. The geographic
allocation of net value of product might be further confused by

the problems arising from interstate flow of wages and salaries.
We may examine another instance which brings out this point
more clearly. Let us assume that no one lives in Delaware and
that there are no assets existing in that state (for the sake of sim-

plicity, land is disregarded as a factor of production). Individuals
in Pennsylvania make investments by purchasing machinery and

plant which is then located in Delaware and all individuals em-
ployed in this plant reside in Pennsylvania. The question arises:

Is any of the net value of product of this economic undertaking
to be assigned to the state of Delaware?

Here we are confronted with determining not only the alloca-

tion of income resulting from the contribution of capital as a
factor of production but also the contribution by labor as a
factor of production. Should labor's contribution to the produc-

tion of goods and services be assigned to the place where the effort

is expended or where the laborer resides? The only logical con-

clusion consistent with the suggested treatment of capital neces-

sitates assigning the net value of product contributed by labor to

Pennsylvania in the estimates of 'income derived by the residents

I
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of a state' and to l)elaware iii the estinLites Of
LI1COfl derivedfroni the labor and wealth employed in a state'. 'rrie, the

Con-tributor rcsitks in Pennsylvania and makes his
cOfltribr1tj011 j

Delaware but the product of his efforts is derived l)y a resident ofPennsylvania. He can be looked upon as a person
POssessing a

capacity to work. The person is a resident of PennSylval,ja and
owns the capacity to work, which capacity is aI)phied

in Delaware
In this pat-ucular example, the question might well be asked:What would be the use or importanceor real meaning, aside

From
industrial source and type of payment analysis, which may have
no significant relation to state lines, of fIgures that

measured th
net value of pr(xluct derived frout economic enterprise in Dela-
ware? There are no resi(lents there and no income is recejv
there. No per capita income coul(1 be derived by (lividing income
by the number of residents, which is usually considered the first
requisite step for wmparative purposes. This extreme example
illustrates the need for clearly (lefining and understanding differ-
ent concepts and for properly interpreting the various measures
of income.

1t Methods of Measurement

Many income items appear in a considerable number of different
income estimates and it is perhaps more satisfactory to consider
each item individually at this point rather than attempt to discuss
methods of measurement for cacti income concept. Although any
actual attempt to prepare estimates requires a determination of
precise -sources of data and methods of estimation, the discussion
here is in more general terms and little detail is presented as to
the limitations of source material.

I WAGES AN!) SALARIES

Data omi wages and salaries are becoming increasingly abundant
and estimates for these items on a state basis can flow be prepared
with a considei-aI)le degree of accuracy for most industries. The
basic data are most satisfactory for the larger industries and the
margin of error usually increases with the decreasing relative
imfxrtance of the industry. In i the Bureau of the Census

I
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covered many new industries. Payrolls in covered industries
totaled more than $2 I billion and accounted for more than

fib per cent of the total wage and salary bill of all industries in

1935. In the industries not covered a wide variety of source

material may be used for determining base period estimates, in-

cluding the 1930 Censuses of Occupation and Unemployment

which make it possible to develop estimates of employment by

industrial groups for April 1930. The limitations of the indus-

trial classification of gainful workers, however, favor the use of

these figures only if more direct employment and payroll data

are lacking.
Some of the sources of data used by the Department of Com-

merce for developing basic estimates and for determining annual

or monthly changes include various reports of the United States

Office of Education, Interstate Commerce Commission, Bureaus

of Mines, of Agricultural Economics, and of Labor Statistics.

federal and state banking authorities, state departfliclltS of labor

and industry, some confidential memoranda transmitting special

tabulations, and questionnaires for certain industrial categories.

In addition, estimates for specific states could no doubt be greatly

improved through the use of data from state registratiofl licens-

ing, job placement7 and administrative bureaus. Old age insur-

ance and unemployment compensation payroll data should

prove invaluable.
A rather difficult problem arises concerning the interstate flow

of wages and salaries. Most data on wages and salaries available

from the various industrial censuses are for the state or locality

where payments are made. For other industries, however, the

source material does not provide direct figures and the methods

of estimation yield figures on the basis of the residence of the

recipient. For most of these industries the 1930 Censuses of

Occupations and of Unemployment serve as a primary basis for

geographic allocation of employment7 to which average pay rates

from related series can be applied.

By and large, most wages and salaries are received within the

state where paid, but in certain areas this generalization defi-

nitely does not apply and the resulting per capita incomes (using

the number of residents for deriving per capita figures) are in-

accurate. This is particularly true in the case of the District of
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Columbia where a great number of persons arc employe(1 wholive in 'irgiuia and Mar ylan(I. This Sitilatioui also CXists aroundNew York City and Philadelphia. No doubt, there are ffloT
persons living in New Jersey and employed in New York City andPhiladelphia than there are residents of these Cities employed inNew Jersey.

This problem of interstate payment of wages caui be solved bymaking special studies of inconic recipients through hail orinterview questionnaires or through employer payroll records inregard to the residence of workci-s. State tax statistics might con-tribute to the solution of this problem, particularly where thelaw provides for separate reporting of earnings froni enhl)loslneuitin other states or where employers fliuSt report oil payrolls toindividuals in other states. Perhaps an analysis of the wagerecords collected under the state and federal unemploy!fldfltcompensation and old age insurance provisions, relating theaddress of the recipient to the address of the employer might behelpful. Of course, such data would be needed only where adjoin-ing areas in different states lead to the crossing of state lines by asubstantial number of individuals in their daily travel to andfrom their j)l;ces of employment, Traffic surveys of daily inter-
state U avelci-s or data on holders of liCenses foi- the use of con-ilecting bridges and tunnels should prove enlightening. In addi-tion to employees crossing state lines in regular travel from their
residences to their places of employment, there ai-e firms thatalways have some men traveling, whose checks are mailed tothem. It is difficult to approximate the importance of this inter-state flow of wages and salaries but the various approaches sug-gested above might furnish some indication.

2 ENTREPRENEURIAL INCOIE
Statistical bases for developing estimates of entrepreneurialincomes are perhaps the least satisfactory of the available sourcematerial for various items in national income and would seem atleast equally barren for the purpose of studying state income.
Fortunately, for two areas in which enti-epreiletirial incomes areparticularly important agrictil ture and professional services,which in i 9'7 accounted for uiearl' two-thirds of this type ofincome, some direct information is available The Bureau of



S

ALLOCATING INCOMES BY STATES 417

Agricultural Economics of the Department of Agriculture is now
engagcd in preparing income and expetiditure estiiiiates for each
state. The 1929 and 1935 censuses of agriculture provide much
useful primary material. In addition, the departments of agri-
culture of many state governments and universities have gathered
considerable agricultural data which make it possible to deter-
mine fairly accurate net income figures. For many professions
the Department of Commerce has conducted questionnaire
surveys which, while not entirely satisfactory for all states because
of the small samples, nevertheless provide some basis for deter-
mining the net incomes of individuals engaged in independent
professional practice. For other industries it may be necessary to
adopt general assumptions, such as that the net income of
entrepreneurs is the same as the average wages and salaries of
employees in identical industries. Perhaps in tile iiear future,
data on net income o unincorporated enterprises will lie col-
lected by the Bureau of the Census or else field surveys on income,
such as the Consumer Purchases Study or tile current Miniìe-
sota Income Study, will have sufficient coverage for the develop-
ment of satisfactory estimates of this item. Special tabulations of
individual income tax returns to be made on the present
Treasury-Works Progress Administration project in Philadelphia
should provide useful data.

It is proposed that business savings of unincorporated enter-
prises be disregarded in state estimates, assuming that the net
income and no more or less, is withdrawn by tile proprietor. In
the first place the national estimates of business savings of entre-
preneurs are highly conjectural amid the state figures would prob-
ably be even less accurate. Second, from a theoretical viewpoint.
there are arguments favoring tl'e use of net income as with-
drawals and regarding business savings of entrepreneurs as nil, as
well as arguments favoring the breakdown of entrepreneurial
net income into withdrawals and business savings. It is no doubt
true that during periods of prosperity assets are built up by
leaving savings in the business, while during depressions assets
are reduced by withdrawals in excess of net income. On the other
hand, it may be argued that the entrepreneur and his enterprise
are inseparable, that he withdraws his entire net income, that
during prosperity the entrepreneurs in the role of an individual,
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makes new investments in his business, and that (luring (lCpres.
sions he compensates liitnsdf only to the extent of huis IICt iflcOm,
and that additional amounts withdrawn repiesen t dispo51t011
of assets by him as an individual, similar to tile sale of securities
by a stockholder. According to these arguments, saviIIs of enIre
preneurs are more closely related to savings of individuals than
to corporate savings. The theoretical and practical (lifficIii(jes
involved in this problem are not easily overcome and are the
subject of continuing thought and analysis.

DIVIDENDS AND INTEREST

The estimation of dividends and interest brings to the fore n
only the problem concerning source material, but also the ques
tion of where they are to be counted. In the case of wages and
salaries they were treated as being received where paid. thus
assuming away the question of where they should he inducted
Were we to attempt to estimate the net value of Prod uus derived
from certain areas and were the estimates to be determined by
first estimating income paid out and then adding corlxrate sav-
ings, it would be necessary to allocate dividends, interest, and cor-
porate savings to the states where the capital equipment was in ex-
istence. This would be almost impossible. In the first place. data
on net income, dividend and interest payments, or corporate
savings are net available for all states in accordance with the loca-
tion of the physical plants. The state tabulation of corporation
income tax returns by the Bureau of Internal Revenue is by the
states in which the returns were filed, which is where the prin-
cipal place of business or principal office of the corporation was
located.

Many corporations have plants throughout the country and
dividends and interest are paid from the place of incorpot-ation
or the principal offices in one state. No estimates are available on
the value of corporate assets located in the various states and even
if such overall or industrially classified figures could be had, they
could be used for this purpose only by adopting mans' arbitrary
assumptions. A partial solution lies in having figures on the value
of corporate assets in each state for each company; even then it
would be necessary to assume that for a compau' engaged in
many activities, the assets in each state contributed proportion-
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ally to the net product. Actually some products or processes are
more profitable than others and the assets of one corporation in
different states are frequently used to produce different products.
Income tax returns under many state revenue laws provide for
allocating the net income of interstate corporations to the par-
ticular state on the basis of one or more items, such as assets, sales,
and payrolls. These allocations could be accepted if consistent
from state to state, recognizing, of course, the limitations men-
tioned above. Not all states have income tax laws, and in those
states that have such statutes, the definitions of net income and
the bases for allocating net income of interstate corporations are
not consistent. Obviously, this is a very difficult problem.

On the other hand, if tile suggested concept of the net value of
product derived by individuals in each state is adopted, we can
allocate at least dividends and interest to the state of residence of
the recipient with a fair degree of accuracy. The problem of al-
locating corporate savings geographically is almost impossible
under any concept. Even if we were to assume that corporate sav-
ings should be allocated geographically on the basis of the loca-
tion of the owner of the property, it would be unsatisfactory to
make this apportionment on the basis of dividends. Data on divi-
dends received by states are not available on the basis of indus-
trial source and the relation between corporate savings and divi-
dends varies considerably from industry to industry. Also,
dividends are certainly not a satisfactory basis for the allocation
of corporate savings when savings are negative and a great num-
ber of corporations have paid iio dividends. Certainly it cannot
be assumed that the stockholders in every state hold stock of the
same industrial distribution or that their dividend record is uni-
formly favorable or unfavorable from state to state. Nor is it
likely that positive or negative savings will be distributed geo-
graphically in accordance with the holdings of securities on which
dividends are paid. These limitations make doubtful the pos-
sibility of preparing estimates of the net value of products de-
rived either from each state or by the residents of each state.

If dividends and interest are to be estimated according to the
location of the recipient it is necessary to resort to the use of
data provided by the Bureau of Internal Revenue in its annual
publication, Statistics of Income. About 70 per cent of the esti-

*
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mated total dividends UowiIi to iw1i iduals dueuh Ot through
insurance companies. bLIildiH an1 Joan a 1IO!I5. Savings
banks and r,ther organi/4tiJns wrrsidcrc-d as aggre'ates (if ind.
viduals' arc reported as receised liv indic iduak ho submit fed-
eral income tax returns. The annual Szau1'us ef Inrrjm, present
data on dividends receised by indisiduals in each state and thus
provide a basis for alhxating this 70 per cent In states.

For general purjxws, it would set-rn that the other o per cent
of dividends unaccounted for b income tax returrts could he ap-
portioned state by state on the basis of the geo'raphic distribu-
tion of the 70 per cent. This assume-s that the indirect flow of
dividends to individuals through the sac ings men-
tioned above would be in the same proportion from state to state
as are the dividends reported by the higher income recipients.
The error arising from this assumption is pohablv not veii
large, particularly in relation to the total income hzures in each
state and even in relation to total dividend income, Insurance
policies, savings bank accounts, building and loan association de-
posits, and similar evidences of savings are held hr persons in
both the higher income and the tax exempt brackets and, with
some exceptions, these hcddins ate probably distributed in some-
what the same way geographicalls as are ho!ding of securities by
individuals, In Delaware these claims are probably less impor-
tant relatively to direct security holdings than for the rest of the
country and probably more important. relatively, in California.

The unaccounted residual is presumabi received by individ-
uals whose incomes fall below the level nece'sjtatin the submit-
ting of income tax returns. There is no known was of even ta-
tionalizing as to whether the eo'zraphic distribution of this
amount is identical with the zeographic distribution of dici-
dends received in the higher brackets Azain. Delaware seems to
be an exception with a larger portion of dividends received in the
upper income brackets than for the counirs as a whole. The error
in total per capita income by states would probably be slight
were it assumed that the geographic distribution of this residual
paralleled that of the o per cent accounted for on income tax re-
tunis. For more specific purposes. this assumption might be en-
tirely untenable,

considerable further study of Source material might make



Iydimai
ldI-

)dw11iit

thigthei

iown vayddiO
n, DeawaIt'

sawhokTh

iprobabli

ALLOCATING INCOMEs I5'i STATES 42i

possible refinements obviating the necessity of the assumption
that dividends not accounted for in federal income tax returns
are distributed geographically in the same manner as those so re-
ported. If the magnitude of dividends received by the different
aggregates of individuals' is determinable for the country as a

whole, they might be apportioned by states on the basis of legal
reserves on insurance outstanding in each state and on deposits in
savings banks, building and loan associations, and other savings
institutions. Intensive analysis of existing data should yield some
information on the total dividend receipts of each of these types
of organizations in the United States.

As to the dividends received by the individuals in the ex-
empted brackets, there are good prospects for fruitful analyses
in the various state studies now in progress or already completed.
Wisconsin receives several times as many individual income tax
returns as are submitted by its residents to the federal Bureau of
Internal Revenue. This is the result of a lower exemption under
the state law and different filing requirements. The Wisconsin
data should provide excellent material for analyzing the propor-
tion of reported dividends appearing at different income levels
as well as the relation of dividends to other income items or to
total income at the different income levels. Results of the 1)ela-
ware income tax project, where the tax returns of practically all
income recipients of the state are being tabulated for 1936,
should yield interesting evidence on this problem. Likewise,
studies of the composition of income in the various income levels,
as reported in the Consumer Purchases Study and as will result
from the Minnesota Income Project, should prove helpful.

Estimates of interest received by individuals in different states
are subject to a greater margin of error than are the estimates of
dividends received, since the proportion of the estimated total
interest paid to individuals and aggregates of individuals in the
United States, which is reported on federal income tax returns of
individuals, is much smaller than that of dividends. The Bureau
of Internal Revenue reports taxable interest received by individ-
uals by states annually. Unpublished data Ofl tax exempt inter-
est received by individuals in the different states is in the hands
of the Bureau of Internal Revenue, but its completeness in any
one year and the consistency of coverage from year to year and
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A further question of a theoretical nature is involved in allo-
cating corporate savings: should corporate savings be assigned e-
clusively to the holders of equity capital? If corporate savings are
held to accrue exclusively to the stockholders, then the suggested
allocation could be made on the basis of the geographic distribu-
tion of the stock according to the residence of the stockholders,
or on the basis of the location of the physical plant and equip-
ment, depending upon the concept adopted. Some believe that
business savings should not be considered as accruing to equity
holders alone. Adherents to this viewpoint would state that if
corporations were required to pay out only what they produced,
no more and no less, the share of the net product going to the dif-
ferent factors of production would not be the same as when sav-
ings are assigned to the stockholders. In order to prepare esti-
mates of the net value of product derived by residents of each
state, business savings would have to be allocated to some group
or groups to whom it is held to accrue.

Whatever concept is adopted, serious limitations will, appar-
ently, attach to the allocation of income produced by states be-
cause of the lack of satisfactory data for allocating business sav-
ings. An attempt to allocate business savings on the basis of the
residence of the equity holders ('income derived by' concept)
would be more difficult and lead to a greater degree of statistical
error than would the allocation of business savings on the
basis of the location of the plant and equipment ('income derived
from' concept). However, even the latter approach cannot at this
time be followed for all states, but only in those where state in-
come tax laws require data upon which the allocation can be
based; even then the figures will be subject to many limiting
factors.

Work relief and direct relief payments can he apportioned by
states without a great deal of difficulty although for the early part
of the Federal Emergency Relief program and before 1933, the
distinction between work relief wages and direct relief payments
is not very clear and some approximations are necessary to sepa-
rate the two items. For other labor income, particularly compen-
sation for injuries, satisfactory reports are available for some
states and less suitable reports for most of the others. However,
refinements must frequently be made because of the way in

I
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which self-insurers are reported. Private l)Cflsi,)II
PaYments arerelatively minor in importance. They Sifl)Uid bc allo(at(

On thebasis of the geographic location of tile recipients of the
J)CHS IOIlThe same practice should be followed in Hocatji

I)CIISIOI1S towar veterans. In both private pensions and
comJ)em)satii1 forjuries, the estimates of income received by iudiidtls

Shoul(ldude actual payments to individuals ill cadi CLF, while for esti-mates of the net value of product, only the COfltril)u(joliS ofemployers to these funds or reserves in each year Should l)C i11-cluded. Further, if employees contribute to private
pcIlsioi1 Plaims.their contributions should not be considered as part ol the wageand salary item in the estimates ol iIlCOHIe received liv individ-uals.

Many other items such as gifts. imthcrit;,n(es
iflstIrafl(-c bene-fits, and other interstate transactions Were 11It'lltjmic(i earlier asfactoi-s in determining the purchasing power of the citizens ofany particular al-ca. There is practically no illlorlmlatjomi

availabletoday on the flow of these transfer items from one State to anotherand it would seem necessary to rely entirely on questhmms relatimigto these items to be gathered by saimiple Simiveys of fanuhes, suchas the Consumer Purchases Study and the proposed iIlc011Ie pro1-ect of the Minnesota Resources Commissiomi which provides,among other plans, for a field survey of a sample of urban andrural families in Minnesota. It would he necessary not onl todetermine receipts from the recipicilt, but also to llave data onpayments at their Source Perhaps, as tile basis of a check, it wouldbe desirable to ask the recipient not omi ly how munch he got in theform of a transfer of a certain tyj)e, but aIM) the m-esil cc of theone who made the gift. Also, the giver could be questioned abouttile residence of tile recipient.
No attempt has been made in (liscussing the method of incas-urenmeilt to explain sI)ecihmcahlv tile (krivation of any particularitem in any particuham- industry. It is aj)paremlt that wages ill manu-facturing would in general be derived for alternate years fromthe biennial Census of Maflufa(tIIles Obviously these datawould have to he iliterpolated on ti'e basis of payroll indexes forthe partictiltr state. For the many iilcillstries lint covered by cen-suses related data wo(ml(J has-c to be used. flimms, for water trans-portation, traffic data might p1oVc useful, or for domestic
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servants, records of United States Employment Service on place-
inents, registration, and starting wages would bc very hclpfuL
For certain hand trades, license bureaus within the states might
provide very valuable information. Innumerable other sources
can be found and the degree of accuracy attained will depend in
large measures on the industry and ingenuity of the estimator in
ferreting out direct data and in developing reasonable relation-
ships with other series when direct information is not available.

V Inclusions and Exclusions

42

It might be well to summarize tile rems that would appear in
various types of income measures. For estimates of the net value
of product, or income produced, the same items would be in-

cluded as appear in national income figures: wages, salaries, in-

terest, dividends, entrepreneurial withdrawals, net rents and
royalties, and business savings. Also incorporated in the estimates

would be work relief wages and other labor income which repre-

sent part of the current wage bill to employers. For income paid
out, which is useful for measuring the relative compensation to
the different factors of production only business savings would

be excluded from the items comprising national income.
In estimates of income payments to individuals, or what might

better he termed 'incomes received by individuals', numerous
other adjustments must be made. For wagesand salaries, all pay-

roll deductions at source, namely those items which are included

in census and other payroll reports and which accrue to individ-

uals but are not immediately received by individuals, should be

deducted. These include social security assessments on both the

employer and the employee, assuming that the original source
data for salaries and wages included these assessments. Also, con-

tributions by both the employer and employee to private pension

systems or sick benefit associations should be deducted; again

provided they are included in the basic figures. All benefits paid

to individuals under the unemployment compensation and old

age insurance provisions of the state and federal Social Security

programs should be added. Also, payments from private indus-

trial pension funds to pensioners should be included.
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In the estimates of income received, no change
Would be madein the estunates of entrepreneurial inc nine or in net rents as nsein the income produced or incomc paid ULIL Series. Thin itassumed that the entrepreneur receives only his tiet income fromhis business, no more and no less. This Ilecessitates the furtherassumption that during hard times when the

entrepreneur e-pletes his business assets, he is disinvesting just as the wage
earneruses his savings and the security holder sells his

security forprocuring the means of livelihood.
However, for dividends and interest, it Sn advisable to .stitute income actually received by ifl(livi(luals from the 'arcgates of individuals' for the dividend and interest

income flowin
to aggregates of individuals', in other Vor(IS,

(lividend5 and j.terest received by savings banks, insurance
companies, building

and loan associations, and other collective savings institutiomwould be deducte(1 from the estimates of dividends and interestused in the income produced and paid out series and in their
place actual disbursements by these institutions to depositors or
policyholders would be substituted, not however including thosedisbursements which represent a ret urn of capital. The latter

dif-ferentiation makes such a correction almost impossible until
more information is available on the flow of funds through ag-
gregates of individuals. Of course it niight be suggested that for
these iflstitution5, such as life insurance companies, the net excess
of benefits over premiums should be included. This, however,
means including funds from the liquidation of assets, and to be
consistent it would be necessary to include net withdrawals from
savings accounts, net receipts from the sale and purchase of assets,
and related items, the inclusion of which is very questionable, as
already stated.

In the present annual national income and income paid out
series and the state and monthly income payment figures of the
I)eJ)artflleflt Of Coi' it is J)resIIIfl('(f that dividends and
interest received by the agglegates of ii1(lividuals are in turn.
though not immediately, paid to individuals. It is apparent that,
in the case of an insurance company, the actual payments to indi-
vidual beneficiaries for death claims, annuities, or on any other
basis, do not in the aggregate represent as much as the original
prenuumns plus all the dividen(ls and interest received by the in
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surance company. The difference represents loading charges.
Presumably, the insurance company pays out to individuals all
that the individuals have paid in, plus the dividends and interest
received by the insurance company, and further, the individual
pays back part of his receipts to the insurance company for the in-
vestment and insurance services the company rendered him. Or,
looking at it in another way, we might say that only part of the
original premium represents an investment; the other part repre-
sents a payment to the insurance company for services rendered.
Insurance benefits then represent a repayment of that part of
premiums which represented an investment plus returns on that
investment. The loading charges are like payments for any other
services, i.e., doctors' bills or theatrical admissions, and appear in

part in the wages, salaries, and other final income payments by

the insurance company. It seems impossible to apportion the two-

way flow of funds between insurance companies and individuals
as between the portion representing loading charges, the portion
representing investment or disinvestment, and the portion rep-
resenting returns on investment.

Of course, there are gradations others might care to adopt
which might result in the inclusion or exclusion of only some of

the items listed above. It is particularly important to emphasize
again that the items to be included or excluded in estimates of
income received will depend in large measure on the uses to
which the estimates are to be put; one concept will not serve all

purposes.

VI Interpretation of State Income E.c!imates

There are so many qualifications attaching to the meaning of

state income figures and statistical limitations involved in their

estimation that one might, at first blush, question the reward for

the long and tedious effort required in their preparation. On the
other hand the various uses and purposes outlined in the first sec-

tion of this paper will in large part be satisfied by the estimates

that can be developed, especially if the user is aware of the factors

essential to proper interpretation.
While the states are not suitable economic units, they are,



singly or in groups, first approximations to bIOa(j t(°ll()i1IjC end-
ties. As administrative units for tax purposes,t.nautnicut of lasvs
of an economic nature, and related Iil.utteIs, they are lint entirely
devoid of economic nnportan-c. 1 he int-on In(siircs will in
themselves reveal the itidustria I struct tire of t 1w 'tijojs staifl
and will make possible conthinat ions of states of a t1l()i1 or less
homogeneous nature and comparisons ol like aiid tiiil Ike states.
While geographic regions with more signi licant CCOIlOflIj hound
aries would be desit-able, a breakdown of income by states will
be a step in that direction.

Perhaps the most importalu single matter to I)C Considered in
interpreting the estimates is the difference l)CtWCCII (lifkreiit
areas and groups in living standards and costs. The Ia luau's lirsi
impulse is to view a higher per capita income in one state as in-
dicative (If a proportioiiately Jiighiet- stalIdal-(l of living. I'hjs in-
terpretation is not, however, justified since living Costs ar' froiii
one area to another and within one area from tine COflinuullity or
part of a community to another. Account in list he taken of these
price differentials.

Still more important is the fact that certain goods and services
that make up part of the consumption i);tttern in one area are en-
tirely absent in another area. Attendance at legitimate theaters,
meals in restaurants, heating equipment iii every liotise, and simi-
lar iierns are more or less regular types of consumption in any
large northern city but are largely absent in a southern rural
comirnmnity. The same variations in consumption exist within
states from urban to rural areas and even within cities from pros-

erous to slum areas. It is ext remely (lifhcult to derive a formula
for Converting incmles to a common (kuloulililator that would
make possible J)reCiSe comparisons for welfare purposes. There-
fore the figures themselves must stand largely as they are and
qualitative factors be considered in t heim- interpretation.

These factors include (Iiffei-cn(-('s among states between the
urban and rural Population as well as the color and racial com-
position of tile population. The urban-rural breakdown should
encompass siie-of-coniinunity classi heat lulls 1( tr the urban resi-
dents and the proximity of the rural residents to larger corn-
nlunitjes. Climatic conditions are iunI)oltuuit in determining
differences in fuel, housing, clothing, and evemi food require-
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ALLOCATING INCOMES BY STATES 429

ments. Other elements for consideration include the pattern of
the size distribution of income; the scope of services performed
by government units; economic activities performed within the
home or on a purely cooperative basis; differences in age distri-
bution and in the employable proportion of the population; var-
iations in the skill, education, and energy of the workers; avail-
ability of natural resources; and other matters of more or less
importance.

In the derivation of per capita figures, the Bureau of the Cen-
sus estimates of population can be used but the allocation of per-
sons is not always coextensive with the allocation of income. This
is obviously true for estimates of income derived from a state,
but it is also true of income received. As previously noted, many
persons work in one state but are counted by the Census as resid-
ing in another state and, unless the income figures can he shifted
over to the state of residence (or vice versa) the per capita figures
are in error. A significant portion of the District of Columbia
payroll should be shifted to Virginia and Maryland. There should
be some adjustments in population figures for transients. 'When
a large group of transient workers enter a state for work during
the harvest season, they are for the time being 1)0th residents and
income recipients. Data for such adjustments are not readily
available. There is the further question of large property income
recipients who maintain residences in several states and whose
property income is assigned to the place where their income tax
return is filed. This place may or may not be the same as the
residence reported to the Census Bureau.

Other problems may arise in the mind of the reader hut these

will serve further to illustrate the need for careful consideration
of the limitations of state income estimates. The purpose of this

paper is not to provide answers so much as to raise questions that
will stimulate further thinking on these matters and lead to
quantitative investigations relating to the more signifIcant

problems.

J
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Income measures are tools to be used rather than works of art obe contemplated. Their efficacy must be judged in the light ofthe applications to which they have been or may be put. Mr.Nathan has therefore prefaced his presentation of the problemsof allocating income by states by a discussion of the purposes ofstate income estimates. In the light of the purposes singled outfor discussion lie concludes that "it would seem more importantif a choice were necessary, to allocate the net value of product bystates on the basis of such a concept as 'the net value of productderived b1 residents of a state from their labor and from the serv-ices of their property, wherever located', rather than on the basisof the concept of 'the net value of product derived from the re-sources of labor and wealth employed in a state'" (Sec. III). Andwhile Mr. Nathan is careful to point out that net value of productderived from each state is still a useful concept, the tenor of thediscussion is such as to minimize its usefulness Indeed, of thefour groups of purposes submitted as ones for which state income
estimates are utilized-_market

analysis, economic welfare, taxa-tion, and productivity__the concept of net value derived from isfound useless for the first two, misleading for the fourth, anduseful possibly only for the third, that is, if and when the stateuses this particular income concept as a basis for taxation.In the absence of definite criteria of usefulness, controversiesconcerning die relative importance of (liffereiit income conceptsare likely to be futile. And I would agree with Mr. Nathan that inthe light of the purposes stated by him little use can he found fora measure of income derived from producti'e agencies withineach state. But it seems to me that his list of purposes is toonarrow, being restricted largely to those for which state incomemeasures have been used in the past and underemphasizing uses
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to which such measures, if carefully compiled, might he put in
the future. The comments below, intended as a supplement to
Mr. Nathan's paper rather than as a direct disagreement with his
statement, attempt to indicate the aims allocation of income pro-
duced by states may satisfy.

The uses of measures of income totals and of their components
can be divided into three broad groups: analytical, evaluative,
and administrative. By analytical we mean uses of income meas-
ures in attempts to establish stable relations in a changing uni-
verse, testable relations that would he valid over broad ranges of
space and time. Representative examples are the employment of
income estimates for such purposes as determining the factors that
affect the growth and decline of the wealth of nations; of income
breakdown by industrial sources to establish a common pattern
of changing industrial structures in various capitalist nations.
Evaluative uses are based upon particular interest in the produc-
tivity or welfare of a distinctive group, be it a nation, an economic
class, an occupational group, or any other collective entity that
possesses consciousness of kind. The measure of income is then
used in an attempt to evaluate the relation between the group
and the economic system at large, with reference to the group's
contribution and returns. The welfare interpretation of income
measures and the use of some types of apportionment (e.g., by
urban and rural groups, or among various types of income pay-
rnents) belong largely to this category. By administrative we
mean all uses of income measures in which the latter are em-
ployed as a factor in determining policy, whether of public and
semi-public agencies or of private enterprises. The purposes Mr.
Nathan describes under taxation and market analysis belong in
this category.

We may now consider, with reference to each of these three
broad groups of purposes, the utility o1 allocating income by
states, no matter which concept of income is employed; and par-
ticularly the utility of measuring income derived from produc-
tive agencies within each state (briefly, income produced).

The value for analytical purposes of allocating income by
states lies in the fact that, like all breakdowns of larger totals, it
may reveal effects of different combinations of factors awl thus
facilitate the isolation of the specific effects of each. Whether in-
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come by states is treated aS the indej)en(leflt
artal)le that ;iffectsothers or as a dependent variable affected by Others, the estahIi1.mcnt of thc distributiuu by states may reveal a ttIlgc Of VariaIiothat can be associated with variation, vitJij the stateunits, of other factors. It may t Ii us provide leads in

the search forstable relations, the estal)hishnlent of which is the fiiial goal of allscientthc analysis.
For this type of use the allocation by states (ii income Producedhas obvious value. If the analysis is directed at the flCtQrs thatdetermine the production of income, at the relations that governthe amount of net income originating in the eonornic System,then it is the allocation of the total income produced by statesthat is needed. True, such allocation will no be useful for ana-lytical purposes if coiilmed to loIaLc of income origiIate. itshould be cross classified by industrial Source, type of ilicome, etc.But tile desirability of such cross classiIicatioi for analyticalpurposes holds, of course, not only for tile state allocation ofincome produced but also for income received, consumed etc.For evaluative uses allocation of income by states is importantso far as it makes possible a better Iudgnient of the relations be-tween distinct groups and tile CUOflonhj( System of tile country atlal-ge. Thus, if the iIlilabjtaIts of North Carolina feel a conscious.ness of kind that makes them particularly eager to know howmuch they contribute and how much they re(-eive, as comparedwith the rest of tile country: if tile same curiosity besets the in-habitants of a region or nienlbers of any other group that cati besegregated by using state boundaries, then state estimates willserve to satisfy it and help form a more duhigiltened judgment.It would seem, offhaiul that since evaluatie Uses aregrounded largely in the interests of a given group of people theycall for state allocation of inconie derjpe(j by to tile exclusion ofallocations of iflcofl derjvt'd Ji-op,,. But this inferdtI(e overlooksthe POSsiI)ili(y that (Oflscinisness of kind may extend to tue pro-ductive resources to whit-i1 a given group applies its labor; thatinhabitants of a given state may have a SCUSC of proprietary inter-est in the total output in whose p10(lu(tio,l they Participate: andthat their judgment of the Performaij.. of tile economic system111 its hearing Upon theiti mna' he largely (hepdmnietu tllX)fl a com-parison of their share with the total they assisted iii producing.
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This is especially the case when a group living in a given state
contributes only one of the productive factors, the others being
contributed by residents of other states. To refer again to the
possible feeling of the South as an exploited region, its residents
must obviously base their judgment not only upon what income
they receive but upon a comparison of that income with income
originating in the productive activity in which they participate.
If we assume that all residents of the South are in receipt of serv-
ice incomes only, whereas property income and business savings
accrue to residents outside, the important questions that must be
answered are: Is income produced in the South relatively smaller
than in other parts of the country? Is the distribution of inconie
as between service income payments on the one hand and prop-
erty income and business savings on the other substantially differ-
ent from that in other parts of the country? I believe that Mr.
Nathan suggests the need for this purpose of measuring both
income derived from and income received by, although he does
not make an explicit statement to this effect.

The utility of allocation of income by states for administrative
purposes is obvious. The very fact that states are jurisdictional
and administrative units makes it important to have such income
measures not only for purposes of public policy but also for use
by private agencies. The activity of private agencies is affected
by the existence of these administrative units; and their bound-
aries can conveniently be used in order to plan activity of such
enterprises as are endowed with a wide market and must rely not
only upon intuition but also upon measurable and recordable
knowledge.

It is also obvious that these uses may demand the allocation of
income produced or derived from no less than income received
or derived by. If state governments perform functions for the
protection and welfare of the residents, they also protect and
encourage the productive properties within the state. It is but
natural that in considering sources of state revenues, income
originated within the state should be considered a basis for taxa-
tion. For market analysis total income received is a more useful
measure than total income originated. But it must not be over-
looked that for the marketing of such commodities as capital
goods, parts of income originated, such as business savings, may
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be a much better guide to poSsible (leulaild than any of or all thecomponents of income received by slate residents.

This discussion suggests the possible uses of allocation of in-come originated liv states. It does not consider the diflictiltjes thatwould arise in any attempt to arrive at such an allotatjo0the main difficulty, allocating property and iindistrjl)uted
jcome to the place in which it originated, is foiinjdaIjJe need nothe denied. But some attemj)ts to deal with it have alreacj' beenmade in adininistratie procedures. Also, in a conside1al)Je bodyof statistics this allocation is made implicitly, as may be seen fronithe fact that value added is given by the Census of Manufacturesfor various manufacturing md Listries by states.

Whatever the conccJ)tual and statistical difh(uhties the mi-portance of the uses to which it may be put %Varrauts careful con.sideration of the feasibility of allocating income by states witlijwhose boundaries it originated. The difficulty of the problemshould but serve as stimulus to early and serious scrutiny. It is tobe hoped that the agencies concerned with, state allocations willdevote sonie time to experimenting with the problems of measur.ing income derived from productive agencies within the variousstates or within the boundaries of other jurisdiction5,




