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¥ NATIONAL INCCHME-SCOPE OF ENQUIRY AND METHOD OF APPROACH

e Introduction -

Part I - Thc Xational Income by Types of Payment.
fxcluded I tems.
. RERE T ~ General Method of Computation.
Part III -~ Outline of Sources.
Part IV -~ Alternaiive Methods of Computation.

The national income mzy be defined &s the algebraic sum of the income payments to
individuals anc¢ the zccrued net savings, positive or negative, of the various economic
enterprises of a nation. Ior practical purposes the payments of interest and dividends
to M"aggregates of individuals®, including financial institutions such as banks and
insurance companies, which manege the people's savings, are also included in the estimates.

An alternativs definition is from the standpoint of productiont National income
ari ses meinly throuwgh the production of commodities and the rendering of services.
Vhether these operations are undertaken by the business enterprise or by the individual
hims&lf, personal incomes are for the most part derived from productive activity. The
enterprise considered as a unit receives a gross revenue from operations and distributes
the proceeds either to other concerns or to individuals in the conventional forms of
salaries and wagc:, dividends, interest, withdrawals, pensions, and compensation to work-
men for sickness und accidenls. Vhen depreciation and expenses paid to other industrial
organizations are deducted from the gross revemue, the payments and accruals to individ-
vals, constituting the reciduc, is considered as the net contribution of the enterprise
to the National Sncomes

National income has also tecen defined as the algebralc sum of the expendi tures
and savings of individuals. The amounts credited to individuals may either be devoted
to the purchase of commodities and services for direct consumption, or to the formation
of capital in preparation for prcductive expansion. Whethor viewed as a return for the
production of goods and services or as a means of obtaining personal utilities and
expanding the capital equipment, the national income is essentially the sum of payments
to individuals, and the computation of it must be directed toward the measurement of
sach payments.

The most direct means of obtaining the total national income would be by census
enumeration, but it is dcubiful wiether complete information could be obtained in this
way. The receipt of salaries and wages by employees in {anada is available for the
census years 1910-11, 1920-21, and 1G30-31 but the census questionnaire excludes other
types of individual incous, such as dividends, interest, rent and withdrawals of employers
and persons working on own account. Some information regarding income is obtained
annually from income t~= returns received by the Department of National Revenue. The
partial coveragc and the lack of detailed distribution, however, prevents the extensive
use of such material for the present purpose.

An Interesting experiment in the direct method of approach was the income census
of Australia taken in 1915. The cnumerator enquired as to the personal income, if any,
of each individual residing in the country. It is now considered that the returns had a
downward bias, and tlie method has obviqus disadvantages stated as follows in the official
report; "In view of (i) the emerguncy nature of the War Census, (%%) the evidence of
incompleteness furnished by ithe returns, and (iii) the tendency for persons furnishing
returns te suspect taxation, and hence to furnish a conservative estimate, it is probable
that ths War Consus total is an vnder-cstimate of the position.®

It 1s indecd no oasy maltse even for an individual to compuic in terms of money,
the total ancunt of his anuua® 1acomc. Doubtful items would include the imputed rent of
his owmned Louse, ihs noreyr value of the goods and services produced and consumed on his
premicses and of an sorvicew o dinarily bought and asld but rendered free of charge
vithin the fauilv clzcle. The raral population is more resourceful than the urban in
producing cormoilries (notably food and fuel) for fanmily consuap tion, thus adding con-
siaeravly to the fmmily facomec Tae imputed rent of the owned home in the city is an
impurtant item, ordinerily overlecked in this connection. The difficulty in expressging
the totel dncome of an fudividecl is infinitely multiplied in the preparation of an
setimate of the national Lacass.
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PART I - NATIONAL INCOME BY TYPES OF PAYMENT -

Productive effort is the main source of the income of individuals. We find from
the decennial Census of 1931, that nearly two-fifthe of the Canadian people were gain-
fully occupied. In other words, there were nearly four million people who earned money
or its equivalent, by assisting in the production of marketable goods or services.

1. Out of the four million gainfully occupied persons in Canada at the time of
the last census, more than 23 million received payment in the form of salaries and wages
in return for their co~operation in productive operations.

It is also reported that more than one-third of a million persons were working
during the year in question without receiving any regular remuneration in the form of
salaries or wages. As many of the '"No pays" were farmers! sons working at home, the
income of at least a part of the group coneisted of a living allowance paid principally
in the form of food, clothing and housing. Apprentices in other industrial groups,
vhile receiving no money wages, sometimes obtaln appreciable compensation in commodi ties
and services. Paymea.s in kind are of considerable variety, including fam rents, food,
board and lodging of farm labourers, domestic servants and other employees. As there is
not the customary freedon of disposal, some restriction is implied in the nature of such
income.

2. Coupensation is provided in elght of the nine provinces for injuries suffered
by employees while engaged in industrial occupations: Punds are accurmlated by contri-
butions from the firms, classified into industrial groups according to occupational
hazards.

Pensions are regarded as a credit item in the national income account. If a
pension 1s paid to a retired worker out of company funds it should be added to the record.
Similarly pensions in respect of war services, mothers! allowances, pensions to the blind
and similar payments fall under this heading.

Relief payments may be divided into two categories, employment relief and direct
relief. Boployment relief has either been provided by the federal and various provincial
governnents on wholly-owned gevernment enterprises or shared by federal, provincial and
municipal governments on a perfeantage basis varying according to the nature of the work
perforned. A considerable prcportion of erploynent relief has been directly carried out
by outside agencies, particularly the construction industry, through transfer payments
from the different authorities at varying rates of percentage contributions.

Work relief represents payments for services currently performed by individuals.
The practice has been to distribute these amwunts on the basis of estimates of salaries
and wages, classifled nccorling to the contributors including the Dominion and provincial
and municipal governments. Uliinate payments to individuals are made to a large extent
through the construction industry.

Direct rellef payments are disbursements to individuals that are not necessarily
related to services currently porforred by them. These paymente after allowance for
general expenses have also been distributed according to origin in the various govern-~
ment agencies.

3+« In addition nure than one million persons participated in productive enter-
prise as employers or by workirng on their own account. It is evident, that, for the most
part, working propricticrs will rnormally earn a larger per capita return than the enploy-
ees. The earnings of ti'c griuy for the services they render are known as enterprisers!
vithdravals.

4. Dividenis pail by Conadian corporations contribute greatly to the income of
individualse ¥or exnmuaply, gross declarations amounted to about $400 million in 1330,
but only & portiun of the sun was received by individuals living in Canada. A consider-
able part was pall (o otaer coipanies and an even larger sum to shareholders living
abroad. On tle other hand, dividends earned and pald by external compani es were received
in considerable amount by Cinciian shareholders. The amount of net dividends paid by
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Canadian companies is determined from the compilation of the Income Tax Branch and the
examination of a large sample of company accounts.

The estimated dividends paid by each industrial group represent the net dividends
originating therein. Datu are not available giving the proportion of dividends paid by
each industrial group which flow to individuals and the proportion flowing to other
industries. To determine the amount of dividneds originating in each industry, it was
thus necessary to deduct dividends received from dividends paid, the sum of the results
representing total dividends paid to individuals or aggregates of individuals.

The aggregate of the net dividends compiled in this way is equivalent to the
payments to individuals in Canada and to shareholders abroad. It only remains to debit
the portion going abroad and credit the payments of external companies directly to
individualas in Canada.

5. A similar procedurc is followed in computing the amount of bond interest
recelved by individuals, Boné interest received by insurance companies and other
ageregates of individuals, is disregarded when computing the net interest pald by such
financial institutions. This departure from regular procedure is offset by disregarding
the short-term interest paid by banks and trust companies to individuels on account of
funds on deposit and return on capital equity from insurance companies. An adjustment
for interest payments going abroad and for interest received by individuals from external
gources is necessary. Unfortunately it is not possidble to allocate these payments by
industrial groups and the adjustment is consequently restricted to national totals.

Interest payments on nortgages are chiefly paid to three main groups naking loans
on real estate: - (a) various governnent agencies, (b) financial corporations such as
insurance, mortgage, trust, land banking and railway corporations and (c) individuals.

It is possible to estimate the amount of mortgage interest paid to individuals
by utilizing the decennial census and the annual reports of the federal and various
provincial governments and the financial statenente of insurance, mortgage, trust, bank
and railway companies. Interest and nortgages held by individuals 18 divided into liens
on farms and on non-farm property. The latter covers btusiness and industrial property
as well as residential, the total being segregated under the industrial group of real
estate.

6. Net rentals, whether for & residential or business property) are an impor tant
form of return on investnent. Offsetting expenses such as taxes, interest on mortgages,
fire insurance, repairs, depreciation, and costs inaldental to the owmership of property
are deducted and allowances have been nade for vacancies and non-collection of rents on
rented properties to obtain the net return. An estimate of irmputed rent for owmer-
occupied houses is also includeds While a house is a consurption good, the occupation
of it involves an addition to the income of the owner-occupant. The net imputed rental
48 estimated on the basis of actual rents paid for houses of sinilar type and location.

An irportant source of income is the amount vwhich accrues to the credit of
individuals through their interest in industrial and financial corporations. Gains
effected by industrial coapanies in prosperous years, though payment may be deferred,
add to the equity of the shardrnrlder. The income of ehareholders is reduced in less
favourable times when a decline is experienced in the net assets of business enterprises
as & result of the current yearts operations.

Excluded Items -

The scope of the precent study may be fur ther clarified by comment on a number
of {tems which arv excIndeA. nirtly owing to the lack of primary date necessary for
making regsonablr - -curate es..nates.

(1) Wo aitempt lLas been made to calculate the value of housewives! services,
although the uggregate utility contributed by them in the home is douhtless substantial.
Such activities, however, are inspired very largely by non-econonic notives and form nuch
more a part of life in genera’ than of economic activity proper.
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/’
(2) Other uncompensated services of niembers of families, such as repairing of
* property, furnace-tending,snow-shovelling, washing and repairing of cars and similar
functions performed within and sbout the home are not reported in the estimates.

(3) The lack of data regarding income from odd jobs is also the only reason for
exclusion. These comprise such activities as canvassing by independent sales agents,
street sales of newspspers and nmagazines. the riowlng of lawns and chovelling snow for a
money reomuneratione.

(4) The amount of illegal income arising from gambling, sweepstakes, bootlegging
and the like, is carefully concealed by the recipients and consequently cannot be computed.

(5) With the exception of house rentals, no account is taken of the return
arising from the use of owned durable goods. Besides the difficulty of estimating the
hypothetical rent of automobiles, furniture and sinilar goods used by the owner, there is
involved the problem of differentiating between economic and non~economic activities.

All types of short-term interest except that paid on mortgages are excludel from the
general estimate,

As explained above, banks and insurance companies for certain purposes are
rogarded as aggregates of individuals, and revenues in the form of dividends and bond
interest are not deducted when computing the net revenue fron these sources.

As an offgetting 1ten no account is taken of the short-tern interest paid by
banks to depositors, nor of the income accruing to individual policy-holders through the
oeperations of the insurance companies in excess of the basic requirements of policies.
It would be even more difficult to compute the amount of other short-tern interest
recelved by individuals. Similarly, no account is taken of the changes in the value of
agsets or property held.

{6) Proflts or losses from the sale of asseis or property largely due to changes
in prices are regarded as pertaining to the capital rather than the current account of
individuals, They result from the capitalization of presont or future changes in net
incone which are independently showm in the general estimate. The inclusion of the gains
or losses arising from the change of ownership would amount to duplication. However,
prafite or loeses derived from the sale of agsets by professicnal dealers are included
since they presunmably represent the value of the marketing services rendered by these
individuals.

(7) The changes in value of commodity inveu’ssicts are oxcladed, this treatment
being carried out aside from the effect on industrial profits or losses as reported in
the annual statements of companies. The data of charges in surplus are ccupliled by
calendar yeare for public interest companies as an indication of the trend of positive or
negative savings of business enterprises. Information regarding inveutory changes 1s not
fully reported for most industries in profit and loss statements. In another connection
change in inventory is computed for a number of large indvstBial groups as an element in
capi tal formation.

(8) Business enterprise distributes to employees a consideradle axcunt in
addition to salaries and wages. These payments include selling coste suich as expense
accounts of cormercial travellers and agents, bonuses and similar supplemcitary incone.
Other examples are pensions paid informally and coumissions aside from the insurance
group, where an estimate has been made of the receipts of agents vnder this heading.

(9) Another claes of payments to individuals for which adegunte iuforaation is
not available includes amounts received from unorganized charity and sinilar gifts. BRad
debts are final transfers from the creditor to the debior. Irheritznces are regarded
nerely as transfers from the estate of the deceased person to the beaeficiaries. Such
raynents affect the distribution of income rather than alter the zmoual of it fron the

national standpoint.
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A definite statenent of the content of the national income as here computed isg
presented above as a further nmecasure of guarding against nis-ccnception, Discussion is
also given of the excluded items. As the prinary purpose of the study is to deternmine
the purchasing power acquired by or accruing to individuals, there is a presurption in
favour of including all such itens as affect the amount of personal lncomes. The main
reason for exclusion is that ceriain classes of paynents to individuals cammot be com-
puted oving to lack of adequatc data. Other elements in the national inecome are derived
fron non-economic activities or are components in the statazont of wealth or capital
rather than of incone.

PART IT. ~ GENERAL NETHOD CF COiMPUTATION.

As a ciue to the best nechod of measuring the national inconme, it is obvious
that nost paynents to individuals are due %o personal or capitael services. Such rermun-
eration 1s paid by business entsrprises to individuals for their contribution to
econonic activity. The rummeration for cepital servicec is regarded as extended to
include not only current pajmente Lub aceruals treated as chares of the value of current
production of cormodities and services, retained by enterprises for the benefit of
shareholders, The sun of sach incone and perssnal earnings, constitutes by far the
greater part of the national income as visaalized here. Argunents have been presented
for and against the inclusion of receipls by individuals not represeating a return
for services rendered. These inciuds noa~coniributory pensions and direct relief as paid
elther by business enterprice or by govermment, In recent years such one-sided paynentsg
have bulked large in the Canadian econony, contrituting eppreciably to purchasing power,
Thile recognizing that authorities have not yet reached waninity on this point, it has
been decided, following Kuznets, to include the sua of the paynents in the general
estinate. This decision is justified by the definition adopted at the inception of the
study. As payments to individuals nany not be corpiled directly, owing to the pauci ty
of the data, an indirect method rms% be forrmlated. In the production of cormodities and
services by business enterprises, personal services and capital are furnished by individ-
uals and "aggregates of individuals®. (The ternm lggeregates of individuals" includes
organizations such as banks and life insurance companies which are considered as
associatione of individuals organized tc nanage their collective savings). In return
for their services, the business enterprises pay out income to the individuals and
aggregates of individuals in the forn of vages, salaries, withdravals, dividends,
interest and rents, etc.

(a) A considerable part of the activities of the Dominion Bureau of Statis tics
has for nany years been devoted to obtaining information regarding the annual operations
of economic groups. An annual census is naintained of the "serations of the eight main
industrial groups producing com~dities. The repcrts include the gross production, cost
of materials, fuel and electricity and fixed capital. Fron the latter iten may be con-
puted a reasonable amount for depreciation. Fron 1919 to 1521, the anount of nmiscel-
laneous expenses was also collected for sore important givupe. By deducting from gross
revenue, the above mentioned paynente to other industrial groups and an allowance for
depreciation, we obtain the national income derived from the group.

(b) A further stcp is the allotnent of that toial anong the different claimants.
Infornation regarding salaries andi wages is roeadily available for most groups. The
number of enterprisers is reported by the decennial censuvs and the resansration for their
services is estimated by use of wage data and other pertinent material. The number of
enterprisers in inter-censal yoars is ectimated from the number of plants or establish-
ments wherever available, Dividends and interest are computed from information furnished
by the Income Tax Branch of the Nutiohal Revenue Department and through the examination
of a large sample of corporate accouatis. Other peyments to individvuals include com-
penpation for injuries, interest oa mortgagss, ete. The sum of the abcve-mentioned
pPayments to individuals will differ from the national income by the positive or negative
savinge of enterprises. Thile the residusl item is retained by the eonterprise, 1t is
evident that it affects ihec income of the sharcholder or other participant. The enter-
priser working on his owa accvaat or as a mexber of an wincorporated firm may appropriate
the profi{ immediately or, bty tlongaing back profits, enhance the net worih of the enter-
Prige. In env case the residial positive or negetive cavings accrue %o indivi duals.

The estimate of wiiludrawale is restricted in thi: sTwy to a ¥air reauneration for
services perfcimued, incluting e coniribution of the enterprissr to the menagemont of
the concern.
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The research wirk in *thie connection included an analysis of about 30 industrial
© groups. In many of these the gross revenue was known and it was possible to improvise
a profit and loss statemeni for cach of the years during the period of observation.
Briefly, the plan was to rezard payments to other industries and depreciation as a debit
and payments to individuals eiiker in current form or in accruals as credit in the
national-income account. The sun of the debits and credits is equivalent to the gross
revenue, providing an excellent verification of the distribution.

The gross revenue anc payuments to other incdustrial groups are unavailable for a
considerable part of the economic fieid. The proczdure in such cases was to compile the
peyments to individuals includingz positive or negative business savings. The absence of
information as to the other plascs of the group accounts was a disadvantage, but alter-
native methods of verificatica have bes«n adopted wherever possible.

Company profit and locs accounis eceldcm furnish sufficient information for the
compilation of the contribution %o the naticnal income. They are normally arranged in
such a form as to avoid *he disclosrure of the cost of operations. Even if a complete
set of profit and loss accounts of all business enterprises as mwsually prepared were
assembled, a number of items escontial to & naticnal-income shudy would be lacking.
Nevertheless, by drawing c¢n the inila available from manifold sources, it is possible to
obtain results within a :rcasonavls margin c¢f error.

PART III. - OUTLINE OF SOURZES.

The main source of in:zome data is obvicusly the reporis of tiae Dominion Bureau of
Statistics. The annual censusecs of egriculture, mining, manufaciures, electric power,
construction and related primary industries are a treasure-hotse for the research worker
along this line. The construciion csnsas was re-established in 1974 after having been
discontinued thirteen years previcusly. During the interval, considerable information
may be obtained from Maclean's Puilding Reports, giving construction contracts awarded by
months and years for each of the provinces as well as the Dominion.

The gross and net value of production, summarizing the results for nine main
branches, is published in the Annual Survey of Production. In branch reports as origin-
ally published, a considerable amunt of duplication 1s shown between the gross operating
revenues of the manufacturing group and the various primary industries. The lumber and
pulp and paper industries are inciuded with foresiry and smelting and a number of non-
metallic mineral industries with mining. Owing to the many changes in method and content
in recent years a revision of the totals originally published in the Survey of Production
wag necessary for the period of observation. The deduction from Dominion and Provincial
totales of the cost of fuel and purchased electricity by industrial groups and the elim-
ination of duplication by reducing the manafactures total was a hsavy task. The use of
totals for manufactures n.e.s. rother than for the total group causes a difficulty in
establi shing the relalive contribution of the differcnt industrial groups, but this
treatment is regarded ae the st eolulion under the circumstences. The term "manu-
factures n.e.s." signifies the residue of the value added by manufacturing operations
after deducting of industries closely connected with primary groups, including fish
curing, sawmilling, pulp and paper, saelting and certain mineral industries.

Anmual operating repurts for iailway and public utilities are published by the
Bureau, but the water and road transport groups require special research. The Incone
Tax Branch of the National Reve.uc Dspariment furnishes exccllen! material regarding
dividends and interest. The Dominiou~Provincial Relations Commission compiled the
distridbution of dividend payuents by provinces for the years 1925-1336, msking use of
Income tax files. The exanination of many corpany accounts listed in the Annual Financial
Review and the Corporate Securitics Year Book of the MacLean Publishing Co., assisted in
the distribution W' indusirial grouvps. The international flow of dividends and bond
interest was furnished by %he Internal Trade Branch from the study on the Balance of
International Paymeriiz, Baricing totals were made up by the use of the averages of the
monthly reports published i: the Canads Year Book and the study of corporation reports.
Data as to salaries ard wages wus furieiched by the Canadian Fankoers! Association. The
reports of the Dopnrtueni of Iigarance were the main source of the estimates on the
inegurance grouy, bui a swecial enguity was made by the ILife Insuance Association as to
the division of Cunadian and external ¢isbucssments. The Government contribution was
mainly compiled from the Public Accovuie of the Dominion and Provinces, with examination
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of pamples for the principal cities and rural municipalities. A special questionnaire
was sent to the provincial governments regarding the amount of work and direct relief
and the distribution of governmental contributions.

The payments derived from wholesale and retail trade were obtained mainly from
the reports of the census of merchandising and service establishments. The monthly
employment enquiry was of assistance in the computation for the years preceding 1930.

The service census collected for one year only (1930) was the principal basis of the
estimates for custom and repair and varioue forms of recreational, business and personal
service. Data collected by the manufacturee census from 1919 to 1921 was valuable in
establishing relationships betwcen the operating accounts in the different service groupf.

Income produced through educational institutions was compiled by the Education
Statistics Branch of the Bureau of Statistice and assistance wae obtained from the censgus
of inetitutions regarding the income of the medicel group.

The decennial census of 1931, with its thorough analysis of agriculture, popu-
lation, occupations and employment, proved invaluable as & source of imformation unavail-
able elsewhere. The census of agriculture furnishes comprehensive data regarding the
value and disposal of farm products and the cash expenditures of the farmer. The
mumbers and status of gainfully occupied were presented in Volume VII of the census of
1931, while the salaries and wages paid to employees, distributed by industrial groups,
are reported in Volume V. As the information is given by provinces, the census com-
pilations are an excellent guide to the geographical dilstribution.

An appendix to the report of the Commiession on Dominion-Provinciml Relatione is
devoted to a study of the National Income of Canada. A considerable staff was engaged
in this project for nearly two years and extensive detall prepared, which will undoud tedly
Prove very useful to investigatorse in the field. (Upon publication of the Appendix,
further comment will be presented).

PART IV. ~ ALTERNATIVE METHODS OF COMPUTATION.

The fundamental concept of the national income is that it consists of the sum
of individual incomes. Such incomes are mainly paid to individuale in view of their
participation in economic activities and may be considered under several headings such
88 productive and distridbutive functions, saving and expenditure. Economic activi ty ie
a continuous process, but may be examined from different standpoints.

(8) Productive method - Commodities are produced and services rendered by
btueiness enterprises classed as individual, partnership or campany. The grose operating
revenues from the sale of the product are divided for the present purpose into (1)
payments to other industrial groups and depreciation allowances and (2) payments to
individuals, including accruals in the form of poeitive or negative savings. The 4tems
under the former include the costs of raw materials for fabrication or resale, general
expenses for services of transportation, advertieing, banking, govermment and other
producing units and depreciation allowances for the value of capi tal equipment consumed
in the process of production.

Deducting the sun of thouse expenses fron the gross revenue, it is evident that
the residue is the anount available for distridution to individuals including accruals in
the form of positive or negative savings of enterprises. This method is quite generally
used in computing the national income ariginating in agriculture. Failing adequate data
for other methods, the agriculiural totals were made up in this way by Colin Clark in
"National Income and Outlay" pages 73 to 78, ae a component in the estimate of the
national income of Great Britain. The nmethod was also used by the United States Depart-
ment of Commerce and the Cormission on Dominion-Provincial Relations. Owing to the
coaprehensive date available through annual census reports in Canada the method has been
applied in the present study to a considerable number of other economic groups. The
ultimate objective is to extend the applic~tion of the nethod to the whole economic
field, naking at appropri~te rlaces such adjustments and anendmonts as may be necessary
to arrive at the desired total of aggregate income payments to individuals. The resul t-
ing total should correspond closely to the national incame or M ncome produced" publi ghed
for the United States by Dr. Simon Kuznets in "National Income and Capital Formation™,
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For the purposss of this report, (ks procedars cutlined wnder (a) is nomed “The productive
« method".

.

» () ke dadustzial i‘:’:"-s,aor is zlso the starting point for ths explanation of
the distributive method. RBusiness ts ‘pri“es distribute to individvals in one form or
another, tae remainder of tae grosc revenus after providing for depreciation and operating
expenges paid to o> organi zaw.o_. g. Individunle co--opsrate in cwpplying labour and
capital for the production ¢f comaoditice and services. The claimanis are remaerated
for their participation by the poyaent of saleries and wages and other labour corpensation,
the withdrawals of owmers for their services, divicdends, interecst zad net rents. If a
business gain accrues during a given period and is ploughed back into the enterprice, the
retention adds to the equity of the snarshelders. :\ loss on %ae yearis operations would
have the contrery effect of reducing %use eccrued incoms. The sum of these payments
should be equivelent to the total odizined by the production method (a). TFor the indus-
trial groups on which sufificient Catao ave avallalls for the ep}l;caq_on ¢l both methods,
an excelleni form of verification is provided. The distributive method (b) is the most
popular in Britain aud America id preparing estimatse of natiozal incurs. ZFxcept for
agriculture the produciinon meihod is practically & sregarded by the researds workers on
national income in trose countries, The conveational me¥iod is ¢ agke o swasaiion of
payments to iadividuals wlicier dstriduteld by industrial groups as by the Depariment of
Commerce in the United States, or 3n oulk as by r. Colin Clark in Lisg latest took,
"Nationrl Incame and Cuilar®. Ths gam of pegmente to individnals by economic enterprises
for producilve activiilee vith no adjustuent fur business galne or losses %8 named
Mincome paid outl. fhis totel dirfers froam the naticnal incoie by thae exient ol accruals
in the form of positive or nsgative eavings of e:.ternrises, tut is veluadleo for some
purposess Cne of these is the gecgraphlcal dlstribution, vhere tho Ursadiaz up of
accruals according to the locatics of the dharehoiders preseats a difficult problem.

Detailed income iz date contribute greatly to the estimates of ration2l irncome
rrepared by method (9) in Great Hritair und the United States. Tas compilation of th
tex returns in the lalter, presenis infornation by industrial growps as (o payments to
individuals in the form of salaries aud wages and dividends, ctc. 3Iven businces geins
and losses are lmown from this source and the national incuse noy be obiained by adjust-
ing the payments to individuais for the positive or negative savings. Uhe incoms tax
returns of Canada, however, have nod yel been used to any apprsciable exteul in wmeking
up the industrial totals, as the industrial classification used >y %ias Income Tax Branch
does no conform to that of the Burean. ITvsa in other countrisos 1t is found that while
income tax material is of valusble assistance, meny other sources mug® be requisiiionad
to complete the picture. The Gisiridutivs nsthod has been applied in ¥as present study
to each of the econunic groups aué <o the wWaole this approach sprears the ncst sul table
for the computation of naticnal inccmoe. In view of the availsbility of taslc de’a, no
other procedure can compare tunier present clrcumstances with the dist ...butive nathod.

Qur object is to obtaln thes mum of individeal incuzes and it seans that e cardinal
method must be to exanine the records of the different econcaic groups fren waich that
incone is derivedr ile nethod (b) is on the whole superior to other procedares, 1t
st not be overlookeld thnt tasic data for mogt or the groups are far froa adogquate. and
other nethods rmst he nsed for verification. The application of sliernoiive netaods will

B 05

also furnish supplementery infornstion of great value in interpreting eccacaic cperations.

(c) (A third metlwd 1s the sumuation &f ’cha expendl wurss and savings of individuals.
Surveys of u.r'ban fanily expeadf tures khave recently been collecied in the United States
and Canada. ¢ project in the Unftel Stetes was under e direcilon of iis Fational
Resources Cormission with othwr goveruaental agencies cc-operating. Data were collected
for 300,000 fanilies anc & furiher study is under cousideration for 19M0. With such a
large body of recordis evailiable it may be possible to construct a picture of the d&isg-
burserent of income in the United States. Returns were received from a saugle of 1,800
fanilies in Canada during the later monihs of 1938, While fuun mi 1g valuable 1n*‘ormation
regarding problems of nuirilicn anld for the weighing of cost of iiving lndexes, the earple
1s regarded ns tov solective and consequenily unsat! sfactory for the devitermineion of the
total expeniiture and savings of Jauadian farilies.

(4) Tas fouxih sasthed Bas geaater prociss. It conslsid of h ot’;dy of cunicdities
and services rade avallatle fUv cunswipiion and for the empansion of cepitel. The primary
vurpose of incoms is o provide aiill oo for e breadaner and Dts dependents. This
Zay be accoiplisine? ddrecily oy taz purcinss of goods and services cr indirecily oy an
e-pansion in capltal equipueat. Te assm, tion bshiad thie &pp..ub.w L3 thot incowe is
used up by the vurchass of consuipiicn goods snd the forontion of cuplial. The nethod is
to classify grods annd services Lnto consmeve' goods and prodicers: goods and %o trace
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the flow from primary produciion or from inportation, with adjustment for exports, until
the goods or services arc acquirad by the uitinate consurmier. The value of the gnods and
gervices computed as the cud-product showld approxinately equal the national inconme.

The only thorough applicaticn of this metihod was made by the National Bureau of
Econonic Research under the ircction of Dr. Kuznsis. The results are outlined in
"Wational Income and Capital I'sraati:a®, and in greater detall in "Cormodity Flow and
Capi tal Formation" publiched iz 193&.

A variation of this nmeihod was used in computing the national income of Sweden
fron 1861 to 1930 by the Instiiute for Social Scicnces of the University of Stoclkholm.
It was s%ated (page 16 cf Part ) that, #disregarding the complications introduced by
foreign trade, the total incomg in a given period will equal the sum total of conswaption
and net investment. The consumpiion group will include all services and non-darable
cormodi ties produced in the period that are ready for consuaption, i.e., capable of
satisfying without further processing hunen wants to which mmust be added any consumption
fron existing stocks, while cuy increasse of stocks must be dedicted. The investuent
group comprises the baiauce of ithe nst product i.s., all items in excess of consumption
and consequently involving s corresponding increase in the stocks of goods, whether
consuners! or producers® goods.¥ Tho frilewing indicates the adjusiment for external
trade. YIf ezports are largor o soaller ien imports, the tctal income of the country
must be reduced by the expori surplus or increased by the import surplus in order to
represent the sun total of consuipticn and investusat.h

In addition to furrnishing a duvice of verification; method (d) makes available
valuable information not provided by the other proceduress fThe relative fluctuation of
consuners'! outlay and capital foimaiion in different years is particularly usef:l in the
interpretation of current econoic novenents. In recent years cspital formation has been
projected into the limelight in “heorciical discussion and a statistical baczgiound is
needed to place the controvergy cit & reallstic basis. Research has solved many problens
end it gay be that shese resulis will e of assistance in understanding the economic
cycle and reducing the evils of extrine fluctuations in evidence for the last two
hundred yearso

(e) Finally, the popuiaiion of the country may be considered as an economic
unit and all the net incomes of individuals added up+ The total income acciuing to the
inhabitants in a closed comrmni ty, rust be equal to the total income derived from the
agents of internal production. Ia a commmnity of this nature the result will thus be
the game vwhether we add togetlier in a given period all the individual incocmes or the
exchange value of all the prodiciive contritutions. The only difference is that
another method of estimating the national income is being used. The calculation now
proceeds from the receivers of incoue, while previously 1t originated at the source.
Providing income tex returas wevs filed by those receiving incomc below examption 1imita
as well as by those above thoce 1imi%s, informaticn would be available for estimating
the national income accoriing tc thie plan. The principal on waich the individual incomes
are estimated mugt be the sames as thai used vihen the productive coatributiong were cal-
culated. The total sheow.d be wodified in respect of any differences between the income
concept adopted for taxation purvoses and that on vwhich the estimate of the productive
contribution is based. Adjcchients may inciude: &additions for payments in kind, for
example, the food products consuaed Ly the farm fawmily, capital gains and losses which
should be eliminated and positive or negative savings or enterprises accruing to share-
holders vhich should be included-

Method (e) presents a bird's eye view of national incowe by summing up the
various types of payment for the pcjulaticn as a wkole. From this viewpoint definite
information is lacking cn sows of tiie stremns of incoms flowing to individuals even in
cengus years. OConsaoueiily the inetiod should only be used for verification of results
obtained by methods (a), [2) and (&) shich involve detailod estimates by prcduciion and
commodi ty groupse

The five methods sutiland abive by no meane exhsust the possible prcoceivres for
estimating thc naticnal ineorw. Estinates may te prepared for & variety of purposes

and in conseQuence aiffer somcnat in contents A measurc of the total output cf the
entire economy will dlfier frum a messtre of the *total national consumption or the tctal
current payments to individuales. Tas objective adopted here is to cstimate tue osum of
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the paynents and acoruals flowing to resident individuals fron year to year. In ohtain-
ing this income, 1t is advisable to make use of as nany procedures as nay contribute to
the aim in view. Vhile dependence has been placed mainly on the productive (a) and
distridutive methods (b), it is proposed to explore as time permits the expenditure (c)
and consumption (d) and other procedures. Ve propose, however, to reserve the name
mational income! for the most inclusive concept as defined above. Other variants may
be camputed for particular uses, but the main purpose of employing alternative methods

is to verify the general result.
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Sydney B. Smith,
Dominion Bureau of Statistics.
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