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IV DISTRIBUTION ACCORDING TO TYPE OF INCOME

1 MEANING OF CLASSIFICATION

'HE allocations discussed in this section have al-
-ady been suggested in describing the composition
f the national product totals. Business and other
nterprises engaged in the production of these to-
s distribute most of their share as payments to
idividuals in return for their services or the serv-
es of their property; or in the form of payments
» individuals only remotely connected with the
roductive process (pensions, compensation for in-
wries, relief payments, etc.). The residue, either
ositive or negative, represents in gross national
roduct, the gross savings; and in national income,
he net savings of these enterprises. It is of obvious
mportance to study how the national product is
pportioned between such savings and aggregate
ncome payments to individuals; and how the lat-
er are apportioned among verious types of pay-
nent. Such allocations can be made for the na-
ional product only as measured in current market
alues (Table 6).

Wages, salaries, pensions, dividend and interest
)ayments are familiar. Dividend payments as meas-
ired here cover disbursements to individuals, and
hus exclude the intercorporate dividend flow; in-
erest payments cover interest on long term debt
lone, upon the assumption that all short term in-
erest is paid to other business enterprises and that
hort term interest paid to individuals by banks
‘epresents an indirect flow of long term interest;
he only allowance for all industries for intercorpo-
ate Jong term interest payments is interest on gov-
rnment securities.'* Entrepreneurial withdrawals
re the amounts that individual entrepreneurs
vithdraw from their business for consumption
ind investment elsewhere—an estimate necessarily
ighly tentative. Rents received by individuals
omprise both actual monetary rental received,
ninus the expenses incurred, and net rental im-
uted to the individuals who own the houses in
vhich they reside (excluding owned farm homes).
Nhile compensation for injuries covers small

2 These various assumptions are made largely because we lack
lata upon which to base a more accurate measure of interest pay-
nents to individuals. For most of the public utilities (electric
ight and power, steam railroads, Pullman and express, pipe
ines, street railways and communications) the available data per-
nit the deduction of interest received on all investments in both
:overnment and industrial securities.

amounts paid to individuals other than. employees,
it may be grouped with pensions, relief, wages and
salaries as employees’ compensation. Withdrawals
by entrepreneurs and rents may be classified as en-
trepreneurial income payments, although there is
some ground for classifying rent with property in-
come. Dividends and interest receipts are individ-
uals’ property income.

Net savings of enterprises is a residual item of
controlling importance, and should, in accordance
with our definitions of national income, equal the
difference between the current value of all com-
modities and services produced, less the current
market value of commodities consumed in produc-
tion, and total income payments to individuals.
The entry on the income account of business
enterprises that most closely corresponds to net sav-
ings as thus defined is net profit or loss, after deduc-
tion of dividends and taxes. But this item still dif-
fers from the desired measure of net savings in the
following respects: (a) it includes gains and losses
on the sale of capital assets; (b) it estimates the con-
sumption of durable commodities, subject to de-
preciation and depletion, at their original cost, not
at current reproduction cost; (c) it measures the
consumption of current materials at original cost
when prices are rising, or at cost or market which-
ever lower, when prices are declining, instead of
evaluating them at the market price at the time of
consumption.'* Thus, in order to arrive at a correct
figure for net savings of enterprises, the item avail-
able from business accounting records must be ad-
justed for all these possible departures, an adjust-
ment that can be made in varying degree for the
various distortions noted. The measurement of
gross savings of enterprises, as already indicated,
does not call for adjustment (b) but it does demand
adjustments (a) and (c).

Gains and losses on the sale of capital assets can
be excluded only since 1929; and savings, and
hence national product, whether gross or net, are
uncorrected in this respect for all years before 1929.
The magnitude of this item can be judged by
its amount, 1.6 billion dollars for 1932, the year

13 For a more detailed discussion of adjustments (b) and (c) see
Parts Three and Four of Studies in Income and Wealth, Volume
I, by the Conference on Research in National Income and Wealth
(National Bureau of Economic Research, 1937); see also Ap-
pendix D below.
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NATIONAL INCOME AND CAPITAL FORMATION

covered by data in which it was largest (Table 6,
note 7, and Appendix Table III).

By utilizing the estimates prepared by Solomon
Fabricant ** it was possible to correct for the dif-
ference between the depreciation and depletion
deductions in reproduction and original cost prices
for all the years in the period, but only for national
income as a whole, not for its various” industrial
categories.

As shown in Part Four of Studies in Income and
Wealth, Volume I, the disparity between the value
of inventory commodities consumed at cost and at
the market price can be estimated roughly by re-
ducing the year-end inventories for each year to a
common price level, obtaining the change in in-
ventories, expressing this change in prices for the
current year, and then establishing the disparity
between this change and the difference in the year-
end inventories in their changing current valua-
tions. The adjustment of business savings for this
disparity is tantamount to equating the cost of in-
ventory commodities consumed to the sum of: (a)
commodity volume of purchases during the year,
multiplied by prices paid at the time of purchase,
and (b) net change in the commodity volume of
year-end inventories, multiplied by the average
price prevailing during the year. But the theo-
retically correct cost of inventory commodity
consumed would be equal to the commodity
volume under (a), plus the commodity volume
under (b), the sum multiplied by prices prevailing
at the point of consumption, i.e., when the enter-
prise succeeds in realizing its share in the national
income. It may thus be seen that adjustment for the
disparity as described above eliminates from busi-
ness savings the net profit or loss due to holding of
inventories largely during the period elapsing be-
tween purchase and utilization, but not during the
period of utilization itself; and, because of the use
of average prices for the year, yields only approxi-
mate results even for that item. Nevertheless, it
represents a substantial step towards a theoretically
more consistent measurement of the national in-
come produced, and has, therefore, been applied.
It could be computed not only for the national
product as a whole but also for most of the indus-
trial branches distinguished. Appendix A contains
all these adjustments as well as the net savings of
business enterprises as they appear before they are
adjusted.

14 His preliminary estimates were published in Measures of Cap-
ital Consumption, 19191933, Bulletin 6o. In this report we have
utilized " his revised estimates which will appear in detail in a
final report, Capital Consumption.

Finally, savings of government were computec
directly, by comparing the net change in the basi
fixed assets of government, i.e., buildings, roads
etc., with the net change in total governmenta
debt. The first item was obtained from estimate:
of total public construction, available in the capita
formation study, reduced for each year by the de
preciation on government fixed assets as estimatec
by Solomon Fabricant.*® The second item is easily
derived from the data on total outstanding govern
mental debt. The resulting difference represent:
a crude estimate of net savings by all governmenta
agencies, i.e., the amount by which the net addi
tion to fixed asséts exceeded or fell short of the tota
change in debt outstanding.

Having commented upon the meaning of th
various categories in Table 6, we may now not
how gaps in the available data affected the alloca
tions. First, absence of relevant data made it impos
sible to segregate wages and salaries from entrepre
neurial withdrawals in service and miscellaneou
industries before 192g. In 1929 total entrepre
neurial withdrawals in these two industrial di
visions amounted to about 5.1 billion dollars whil
salaries and wages were 8.5 billion; we decided
therefore, to include the combined item with wage
and salaries rather than with entrepreneurial with
drawals. Since total salaries and wages of all indus
tries in 1929 were over ;0 billion dollars, the add;
tion of entrepreneurial withdrawals in service an
miscellaneous industries could not greatly affec
either the relative share or the changes in the rela
tive importance of employees’ compensation in th
national aggregate of income payments. But th
exclusion of this item from total entrepreneuria
withdrawals may have affected the latter signif
cantly. Second, as already indicated, net savings ¢
business enterprises prior to 1929 could not be ac
justed for gains and losses on the sale of capital a:
sets, an omission that in view of substantial pric
changes, especially in the early years of the perioc
may well have affected this item considerably.

2 IMPORTANCE OF SAVINGS OF
ENTERPRISES

Gross savings of enterprises represent the share ¢
gross national product retained after all outlays o
the costs of production (excluding current cor
sumption of durable capital goods) and all incom
payments to individuals have been made. The iter
thus measures that part of the product the fin:
15 See below, Section VIII, Table 13.
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DISTRIBUTION ACCORDING TO TYPE OF INCOME

lisposition of which is in the hands of enterprises,
ind indicates the area in which the decisions of en-
erprises concerning replacement of capital goods
or investment in new goods can be made without
the restrictions usually connected with the neces-
sity of obtaining outside funds. The portion of
zross national product accounted for by these gross
savings of enterprises 1s fairly substantial, averag-
ing about 16 per cent before 1930, but declining
drastically during the depression, and becoming
negative in 1932 and 1933 (Table 6, Part B).

Net savings of enterprises are much smaller on
the average than gross savings and are much more
variable over time. The cumulative total of net
savings of business enterprises over the period as a
whole, including 1935, amourtts to only 4.2 billion
dollars; the inclusion of net savings of government
raises it to 10.1 billion dollars. These totals average
per year only o.25 and 0.59 billion dollars, respec-
tively, and constitute only 0.4 and 0.9 per cent of
the average national income.

However, these averages conceal the extreme
variations in net savings of enterprises, and their
close conformity to fluctuations in general business
conditions—two characteristics that make net sav-
ings of enterprises exceedingly important in de-
termining changes in total national income and
render its measurement useful in arriving at an
understanding of economic fluctuations. The great
variability of savings of enterprises is evident when
we compare the algebraic average—only 0.59 bil-
lion dollars per year (including savings of govern-
ment), and o.25 billion dollars when confined to
savings of business enterprises alone—with the cor-
responding averages when signs are disregarded:
4.6 and 3.7 billion dollars per year. The range of
variation is quite striking. Total net savings of
enterprises ranged from a peak of plus 6.7 billion
dollars in 1926 to a trough of minus 10.2 billion
dollars in 19g2. Of the decline in total national in-
come of 39.8 bhillion dollars between these two
years, over 42 per cent is accounted for by the de-
cline in net savings alone. Similarly, net savings of
business enterprises (excluding savings by govern-
ment) range from a peak of plus 6.7 billion dollars
in 1919 to a trough of minus 8.8 bhillion dollars in
1932; and of the decline in national income of
some 20 billion dollars between these two years,
the drop in net savings of business enterprises
alone accounts for over 14 billion dollars, or 76
per cent. Also the fluctuations in net savings, par-
ticularly in savings of business enterprises, follow
closely the changes in general business conditions,
showing very conspicuously the contractions of

°

1920-21, 1924, 1927 and 1930-32. It is surprising
that both total savings of enterprises and savings of
business enterprises declined from 1928 to 1929,
but this may be due largely to the adjustment for
gains on the sale of capital assets in the latter year
but not in the former.

g CHANGES IN DISTRIBUTION BY TYPE OF
PAYMENT

In considering the various types of payment and
grouping them in the broad categories of em-
ployees’ compensation, entrepreneurial income
payments and property income, we ate concerned
not only with the absolute quantities but also with
the relative proportions accounted for by each.
Changes in these proportions are especially impor-
tant because these types of income represent largely
the compensation of various groups in the eco-
nomic system. Wages and the bulk of salaries con-
stitute the main income of a large group in the pop-
ulation whose per capita income is relatively low;
and changes in the relative share of wages and sala-
ries indicate, though only approximately, changes
in the relative share of the low income groups.
Dividend and “interest disbursements are re-
ceived largely by those whose average income is
relatively high; and a change in the proportion of
income going out as dividends and interest is, with
certain qualifying conditions, an index of the
change in the share of income received by the high
income groups. Entrepreneurial income payments
occupy an intermediate position, and tend to vary
greatly in average magnitude from one industrial
branch to another. Dominated by agriculture and
retail trade, they represent the main income of that
large class of small entrepreneurs whose average
income is fairly low and is subject to the vicissi-
tudes of the competitive struggle.

The share of various types of payment is meas-
ured in percentages of aggregate income payments,
not in percentages of national product, for savings
of enterprises cannot be assigned as an income
share to any specific group of income recipients.
There is often an inclination to treat net savings
as part of property income, on the ground that such
savings or losses affect most conspicuously the value
of securities held by the recipients of interest and
dividend payments. But if incurring a net business
loss or retaining net business savings by an enter-
prise does affect the fortunes of its security holders,
the net savings as measured by us are hardly a meas-
ure of the effect. And it may reasonably be argued

[27]




NATIONAL INCOME AND CAPITAL FORMATION

that savings of enterprises in an industry are as im-
portant to the employees as to the owners, and have
as much effect on their economic welfare. Upon
this assumption, percentage allocation among the
types of payment of national income would be
identical with that of aggregate income payments
to individuals.

Employees’ compensation, including wages and

salaries, pensions, relief and entrepreneurial with-
drawals in service .and miscellaneous industries,
accounted on the average for about 770 per cent of
the total flow of income payments to individuals;
and this relative share remained fairly constant
over the period (Table 6, Part B, and Chart 4).
If the percentages are averaged for the two halves
of the post-War period, the resulting means sug-
gest a slight upward trend. This impression is
confirmed when it is observed that before 1926 the
percentage in the third line never went above 69.8,
while beginning with 1926 it was at the level of
69.9 or higher in all years except one. But the dif-
ferences are too small to indicate any definite rise
in the share of employees’ compensation; and the
averages are considerably affected by the increased
importance of relief in 1933, 1934 and 1935.
While no significant movement over the period
as a whole can be observed in the. relative share of
employees’ compensation, the other two major
groups of payment both show distinct and signif-
icant trends. The share of entrepreneurial income
payments declined continuously, owing largely to
the decline in the relative share of entrepreneurial
withdrawals. Indeed, prior to 1932, the percentage
share of the latter declined each year except in
1924, and from a level of about one-sixth of total
income payments in 1919 and 1920 it dropped to
about one-tenth in 1933 and 1934.'° The relative
share of the rent item showed at first a rise, asso-
ciated with the decline in expenses and the high
rent levels prevailing in the years before expansion

18 This downward tendency would undoubtedly persist even
were entrepreneurial withdrawals in service and miscellaneous
industries included with all other entrepreneurial withdrawals.
If we assume that this item, now included with employees’ com-
pensation, doubled between 1919-20 and 1929, an assumption
which tends to exaggerate any upward movement that may have
existed in it, the inclusion would add slightly over 4 per cent in
191920 and slightly over 6 per cent in 1929 to the share of en-
trepreneurial income payments. This would still leave a decline
in entrepreneurial withdrawals from about 21 per cent in 1919-
20 to 17 in 1929.

On the other hand, the exclusion of this item from employces’
compensation would remove completely any slight rise in its
relative share; this, of course, on the improbable assumption that
the increase in entrepreneurial withdrawals in service and mis-
cellaneous industries attained the striking magnitude suggested
above.

in the volume of construction exercised a moderat-
ing effect on rents; then a decline, which became
especially precipitous after 1929. In contrast to en-
trepreneurial income payments, the relative share

Chart 4
VARIOUS TYPES OF PAYMENT AND SAVINGS
OF ENTERPRISES IN PERCENTAGES OF

AGGREGATE INCOME PAYMENTS
Per 1919 - 1935
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of property income rose distinctly over the periot
as a whole, accounting for one-tenth of total in

. come-payments in the early years of the period anc

about one-ixth in the later years. This upwarc
tendency was manifest in both dividend and inter
est payments before 1929, but since then primaril
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in the latter. If rents were added to dividend and
interest payments to obtain a new total of property
income, the share of the larter would still show a
marked rise over the period.

The changes in the relztive shares of various
types of payment indicated in Table 6 are of con-
siderable significance, and deserve further explora-
tion, especially to ascertain whether both the
changes over the period and the fluctuations that
appear to be associated with business cycles persist
when the dollar volumes are corrected for changes
in the price level. But an adjustment for changes
in the general price level would leave the percent-

age distribution of Table 6 undisturbed. To make
the test significant, we need measures that would
distinguish the prices of commodities and services
purchased by salary and wage earners from the
prices of commodities and services bought by re-
cipients of entrepreneurial and property income
payments. The absence of such price data post-
pones this inquiry.

The conclusions from Table 6 can be further
elaborated by studying the distribution within the
various industrial branches. We turn now to the
cross-classification by type of payment and by in-
dustrial source.

V CROSS-CLASSIFICATION BY TYPE OF PAYMENT AND BY
INDUSTRIAL SOURCE

IN CONSIDERING the combined classification by type
of payment and by industrial source, we might
pursue two lines of inquiry. We might determine
whether the changes observed in the relative
shares of various types of payment in the national
total are also present within each industrial branch
distinguished; and ascertain how the shift in the
relative importance of various industrial branches
contributed to the changes in the relative propor-
tions of the various types of payment. We might
study the changes observable in the relative share
of various industrial branches within each type of
payment; and see how the shift in the relative im-
portance of various types of payment contributed
to the changes in the relative share of the various
industrial branches.

It would not be possible here, or generally prof-
itable, to pursue both lines of inquiry. We confine
the analysis to the effect of the change in the dis-
tribution by type of payment within each indus-
trial branch, and of the shift in the relative share
of the various industrial branches, on changes in
the percentage share of the various types of pay-
ment in aggregate income payments. We thus
make the changes in the distribution by type of
payment the.dependent variable, rather than the
shifts in the relative share of various industrial
divisions in the economic system: the growth and
change of the various industries appear to us to
be the independent factor that provides the
framework within which changes in the percent-

age distribution by type of payment are to be
understood.

The first question to be answered is whether
shifts in the relative shares of various types of pay-
ment in the total also occur in each industrial
branch. Do the slight upward movement in the
share of employees’ compensation, the downward
movement in the share of entrepreneurial income
payments, and the marked upward movement in
the share of property income appear in the dis-
tribution of income payments originating in each
industrial division? An answer to this question is
provided in Table 7, which measures the move-
ment over the period in the relative share of the
various types of payment by the total change in:
the average percentage for two pairs of segments
of the post-War period: 1919—26 and 1927-34, and
1922-26 and 1927-31. We have computed similar
measures also for the two intervening sets of pe-
riods (omitted in the table); our conclusions are
based on the consideration of all these measures.*

The relative share of employees’ compensation,
which for the country as a whole rose slightly, ap-
pears to have declined significantly in a majority
of the industrial categories. Indeed, if we include
the subdivisions of public utility and finance, it
declined in nine of the fifteen industrial branches
distinguished, and rose in only three (trade, gov-
ernment and real estate).

17 For a more extended table of this type, confined to nine in-
dustrial branches, see Bulletin 59, Table 6, 3. 15; see also Table
8 below.
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