
APPENDIX A

EXPLANATION OF THE NATION'S ECONOMIC BUDGET

The Nation's-Economic Budget is designed to depict the flow of
funds by which major economic groups are interrelated in the national
economy. To this end it shows income and expenditures for con-
sumers, businesses, and government, as well as the balance of inter-
national trade. Broadly speaking, the decisions to spend or to save
of each of these groups of consumers may be considered as springing
from a different set of considerations than those of the other groups.
The results of these decisions are embodied in four sets of accounts
comprising the Nation's Budget.

Expenditures.—The expenditure side of the accounts is clear and
unambiguous. The meaning of consumer expenditures is just what
the name implies. One exception may be mentioned: residential
construction is included with all other construction in business outlays.
Business expenditures are not the total expenditures of business, but
only that part which consists in additions to or replacements of plant,
machinery or other equipment, and additions to inventories (exclusive
of inventory revaluation). In contrast, the operating expenditures
of business are part of prices charged the consumer, so that including
them would involve double counting. The international expenditure
figure consists of the net balance of receipts from the sale of goods and
services over payments, since it is this portion which is not balanced
by an equivalent amount of foreign goods and services added to the
domestic supply. Government expenditures consist mainly of pay-
ments for goods and services currently rendered, but include certain
other types of payments. In summing the components the latter
are deducted as adjustments to obtain the total national expenditure
for goods and services, which is equal to the value of gross national
production.

Income.—The production of the national product involves an
equivalent flow of income to individuals or businesses or government
producing the product. The manner in which income is allocated to
consumers, business, and government is somewhat complicated, how-
ever.

Consumers' earned income consists of salaries ancl wages, dividends,
income of farmers and other unincorporated business, and interest,
rents, etc., going to individuals and fiduciaries. Income earned in
production is not equivalent to income available for spending by
consumers, however, and it is the latter quantity which is of more
significance for the analysis of economic flows. Both additions and
deductions must be made from earned income to arrive at spendable
or disposable income.

In each period, sizable additions to consumers' earned income are
made by the Government. For example, in 1946 servicemen received
mustering-out pay and dependency allotments and veterans received
pensions and readjustment allowances. Old-age benefits from the
social-security funds were a further addition to consumers' disposable
income. On the other hand, in each period, pay-roll, income, and
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estate taxes are deducted from the total of consumer income. The
residual income constitutes the disposable income of consumers ap-
pearing in the Nation's Economic Budget table.

Of the income going to business, some is withdrawn by the Govern-
ment in the form of corporation income taxes, excise taxes, and other
business taxes. The residual income of business, after payment of
dividends to shareholders, consists of additions to reserves, and cor-
porate undivided profits. Undivided profits and reserves of all busi-
ness (with some adjustments to put the figures on a cash basis)
comprise the receipts appearing in the Nation's Economic Budget
table.

No entry is made on the receipts side of the international account,
since the excess of expenditures over income is shown in the expendi-
ture column.

Government income is obviously the sum of business, pay-roll, and
personal taxes, plus some miscellaneous income obtained from the sale
of surplus property, contract settlement, etc.

Surplus or deficit.—The Nation's Economic Budget table shows that
total expenditures equal total incomes. This means that savings of
some groups must equal the deficits of other groups. Expressed some-
what differently, withdrawals from the income stream (savings) by
some groups are offset by additions to the income stream (deficit or
investment) by other groups.

The sum of the incomes of all groups is in excess of the incomes de-
rived from the productive process, however, because it includes the
"unearned" (OF transfer) incomes previously mentioned. These trans-
fer incomes, along with the expenditures which give rise to them, do
not reflect a current addition to goods and services and must, therefore,
be deducted in order to arrive at the national production of goods and
services. This is done by the adjustment shown at the bottom of the
table. The deduction from incomes is equal to that from expenditures,
unless there are transfers abroad. No deduction need be made from
incomes for transfers abroad, since they do not directly augment
domestic spendable funds.

The sum of income or expenditures, less the adjustments for trans-
fers of purchasing power, is the gross national production of goods and
services. By making an allowance for wear and tear upon existing
machinery and equipment and depletion of natural resources, the net
national production is determined.

Sections 1 through 6 below contain a somewhat more detailed de-
scription of the accounts of consumers, business, and government and
of international transactions, which appear in the Nation's budget
table. The basic estimates of economic magnitudes are the gross
national product, national income, and related series of the Depart-
ment of Commerce. The series for Government receipts and expendi-
tures conform to the concept of cash receipts from and payments to
the public as presented in the Budget of the United States for fiscal
1948 (Table 18, p. A128). Minor adjustments between these series
and the gross national product series are necessary because the latter
are not on a cash basis.

Substantial revisions of the Department of Commerce series, involv-
ing changes in classification of some components, are expected to be
published in the near future. These will hardly change the significance
of the Nation's Economic Budget picture, however. Estimates for
1946 are based on incomplete data and are consequently tentative.
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1. Consumers1 account.—The account of consumers' receipts,
expenditures, and savings is shown in detail in table I.

TABLE I.—Consumers' account]

[Billions of dollars]

1.
2.

3.
4.

5.

6.
7.
8
9.

10.

11.

Receipts:
Disposable income of individuals
Less:

Adjustment to Federal cash income and expenditure series
Adjustment for discrepancy

Equals: Adjusted disposable income

Expenditures:
Durable goods
Nondurable goods _ _
Services.

Total .'

Excess of receipts: Savings

1939

67.7

.3

67.4

6.4
32.6
22.7

61.7

5.7

1944

137.4

2.2
2.2

133.0

6.7
60.0
31.8

98.5

34.5

1946 2

145

2
1

142

14
77
36

127

15

1 Detail may not add to total due to rounding.
2 Preliminary estimates.

Line 2: The derivation of disposable income of individuals from incomes re-
ceived in producing the gross national product is shown in table II.

Line 3: The adjustments are as follows:
(a) The excess of tax payments made by the public through pay-roll deduc-

tions or other means over receipts by the Government is added back into
consumer disposable income.

(b) Benefit payments from national service and Government life insurance
are added.

(c) Premiums paid for Government insurance and other payments to trust
accounts are deducted, since they become part of Federal cash income.

(d) The net accrued interest on Federal debt held by the public is deducted,
since it is not part of Federal cash outgo.

Line 4: This adjustment is necessary because the gross national product as
estimated from the income side was somewhat higher in 1944 and 1946 than as
independently estimated from the expenditure side. The whole of this discrep-
ancy, which arises from statistical imperfections, is here deducted from consumer
incomes.

Line 7: Does not include expenditures for residential construction even though
financed and occupied by owners. These are included with private capital
formation.

Line 11: Includes savings of unincorporated business.

TABLE II.—Derivation of disposable income of individuals*
[Billions of dollars]

1946 2

1. Gross national product -
Less:

2. Depreciation depletion and other reserves
3. Inventory revaluation
4. Business taxes
5. Adjustment for discrepancy
6. Equals: Net national income
7. Plus: Transfer payments to individuals

Less:
8. Corporate undivided profits
9. ' Contributions to social insurance funds-..

10. Equals: Income payments to individuals
11. Less: Personal taxes and nontax payments._.
12. E quals: Disposable income of individuals _

1939

88.6

7.7
- . 4
10.4
0

70.8
2.4

.4
2.0

70.8
3.1

67.7

1944

197.6

9.6
- . 1
29.7

- 2 . 2
160.7

5.3

5.4
3.9

156.8
19.4

137.4

194

10
-4
25
-1
164
11

7
4

164
19
145

1 Detail may not add, to total due to rounding.
2 Preliminary estimates.
Lines 1-12: For a description of these series, see the Survey of Current Business,

May and August 1942, and March 1943.
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2. Business account.—Table III contains a detail of the business
account. Profits are those of incorporated business only, while ex-
penditures include the expenditures of both corporate and unincor-
porated business (including farms) and residential construction (in-
cluding that financed and occupied by owners). Depreciation and
other reserves also include allowances for unincorporated enterprise
and dewllings. Unincorporated business savings are not included in
business income because of the difficulty in separating them from in-
come of individuals.

TABLE III.—Business accountl

[Billions of dollars]

1939 1944 1946 2

1. Receipts:
2. Corporate profits before tax _.-

Less:
3. Corporation income tax liabilities.
4. Dividends
5. E quals: Corporate undivided profits

Plus:
6. Business reserves, depreciation, and depletion.
7. Government payments to business

Less:
8. Inventory revaluation adjustment
9. Payments by business to government-._

5.5

1.3
3.8
.4

7.7
.5

.4

24.9

15.0
4.5
5.4

9.6

.1
4.2

20.5

8.0
5.5
7.0

9.5
4.2

3.5
6.4

10. Equals: Adjusted corporate profits and reserves

11. Expenditures:
12 C t t i

8.3 11.3

p
12. Construction.._ _
13. Residential
14. NonresidentiaL-
15. Producers' durables
16. Net change in inventories

3.6
2.0
1.6
5.5

1.6
.5

1.1
4.0

-1.7

10.8

8.0
3.0
5.0

13.0
6.0

17. Total, gross domestic capital formation.

18. Excess of receipts (+), or expenditures ( - ) —

3.9 27.0

- 1 . 6 +7.4 -16.2

1 Detail may not add to total due to rounding.
2 Preliminary estimates.

Line 2: Department of Commerce concept which differs from that of the Bureau
of Internal Revenue. Excludes profits arising from the sale or exchange of
capital assets.

Line 6: Includes depreciation and depletion, other business reserves, and capi-
tal outlays charged to current expense.

Line 7: Includes refunds of business taxes, loan transactions of Government
corporations, capital transactions, renegotiation of war contracts and miscellane-
ous items.

Line 9: Includes renegotiation payments made in discharge of previous lia-
bilities and excess of business tax payments over liabilities.

3. International account.—Expenditures of foreign countries in the
United States are reflected in current exports of goods and services.
Only the net balance of exports over imports and unilateral trans-
fers is included in the Nation's Economic Budget, since other exports
are matched by an equivalent volume of imports. Exports include
transfers of surplus property abroad.

4. The Government account.—The Government account includes
revenues and expenditures for all governmental units—Federal, State,
and local (table IV).

Federal receipts are cash receipts from the public, except from
borrowing, and expenditures are cash payments to the public. The
public includes individuals, private corporations, and State, local, and
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foreign governments. The cash receipts and expenditures series
presents the financial operations of the Government as a unit. Gov-
ernment trust accounts and Government-owned corporations are con-
sidered part of the Government, and the effect of transactions among
these units is eliminated. Noncash payments.to the public, such as
accrued interest on Government bonds, are not included. Cash
receipts and expenditures rather than budgetary receipts and expendi-
tures were chosen in order to give a better picture of the economic
effect of the financial operations of the Government.

TABLE IV.—Government accountl {Federal, State, and local)
[Billions of dollars]

1. Receipts:
2. Federal receipts from the public other than borrowing _
3. State and local _

4. Total .___ _

5. Expenditures:
6. Federal. _ _
7. State and local _ _ __

8. Total -

9. Excess (+) or deficit (—) _ _

1939

6.6
8.9

15.4

9.4
9.1

18.5

- 3 . 1

1944

48.6
10.1

58.7

95.3
8.5

103.8

-45 .1

1946 3

45.6
11.2

56.7

44.7
10.0

54.7

+2.0

* Detail may not add to total, due to rounding.
2 Preliminary.

5. Adjustments,—In order to derive an estimate of the national pro-
duction of goods and services, expenditures which do not involve
purchases of current output must be eliminated. Correspondingly, a
deduction must be made from the income side of the account for in-
come not derived from current production. A detail of the expendi-
ture adjustments is shown in table V below.

TABLE V.—Adjustments 1—Reconciliation between \Government cash expenditures
and expenditures for goods and services

[Billions of dollars]

1. Cash expenditures—Federal, State, and local
Less:

2. Transfer payments—
3. To individuals
4 To business
5. Abroad
6. Benefit payments national service and Government life insur-

ance
7. Refunds to individuals J.

Plus:
8. Noncash expenditures for goods and services:
9. Net accrued discQunt on United States securities

10. Government contributions to retirement funds.
11. Interest on trust-fund investments .
12. Federal employees contributions to retirement funds
13. Expenditures for goods and services.

1939

18.5

2.4
.5

.2

.1

.1
16.0

1944

103.8

5.3
.6

1.5

.3

.3

.3

.3

.2
97.1

1946 2

54.7

11.1
4.2
4.6

.2
1.5

.6

.4

.6

.3
35.0

1 Detail may not add to total due to rounding,
2 Preliminary.
Line 1: See section 4 above.
Line 3: Includes veterans' pensions and training and readjustment allowances,

servicemen's allowances to dependents and mustering-out pay, cash terminal
leave pay, public assistance, unemployment compensation, old-age, and survivors'
insurance, etc. These payments constitute a transfer of purchasing power from
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the governmental units to individuals, and consequently should not appear in
the gross national product.

Line 4: See table III, line 7.
Line 5: Includes loans to foreign governments, subscriptions to international

organizations, reimbursable lend-lease, etc. Since this expenditure has not been
included in the income of any domestic group, no deduction from income needs to
be made for this item. However, it must be deducted from expenditures.

Lines 8-12: These noncash expenditures are considered part of the gross
national product and must be added to cash payments.

6. Gross and net national product.—The expenditure side of the
accounts is summarized in table VI. The adjustment for noncash
expenditures and for transfers to the public and abroad is deducted
to obtain the gross national production of goods and services. The
gross national product contains an element of duplication, however.
Replacement costs are included in business expenditures; as deprecia-
tion they are also included in the price of goods aad services paid by
the consumer or government. By deducting an allowance for depre-
ciation and depletion, duplication is eliminated and the net output of
the economy is obtained, as shown in table VI below.

TABLE VI.—Reconciliation between the gross and net national product1

[Billions of dollars]

1939 1944 1946 «

1. Expenditures:
2. Consumer (purchases of goods and services) __
3. Business (private domestic capital formation)
4. Net exports
5. Government (cash payments to the public). _

6. Total
7. Less: Adjustments
8. Equals: Gross national product.__.
9. Less: Depreciation and depletion

10. Equals: Net national product

61.7
9.9
.8

18.5

90.9
2.5
88.6
6.9
81.7

98.5
3.9

-1.8
103.8

127
27
5
55

204.4
6.8

197.6
9.1

188.5

214
20
194
9

185

1 Detail may not add to total due to rounding.
2 Preliminary.

Line 7: See section 5 above.
Line 9: Includes capital outlays charged to current expense.
Line 10: This is not conceptually the same as the net national income as defined

by the Department of Commerce, which excludes both depreciation and depletion
and business taxes.
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