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DIRECTOR’S PREFACE

To the average individual who gets his living in" the
form of a pay envelope or salary check, supplemented
perhaps by a few cash items derived from property
ownership, “income” seems to be 2 word of plain and
unmistakable meaning, This simple view, however, is
not shared by the man of wealth who sits down to bal-
ance his books for the year and to make out his annual
income tax return. Besides z greater number of cash re-
ceipts and disbursements which have to be computed,
allocated, and offset against each other, there are a large
number of other items which involve valuations to be
placed on property rights, intangible burdens or benefits
to be imputed, and nice questions to be decided as to the
times and places at which particular values may be said
to have accrued. But even when a figure acceptable to
the accountant and to the income tax collector has been
arrived at, it may not conform to the economist’s concept
of income or be adequate for expressing the whole of
that concept.

When we pass from the complicated but still rela-
tively manageable problem of individual income to the
much more elusive but highly important task of analyz-
ing mational income, additional and even larger diffi-
culties are encountered. And yet many questions of pub-
lic policy, legislative action, business decision, or even
individual conduct are settled upon or influenced by our
knowledge or beliefs as to the total amount of national
income, the sources from which it is derived, its distribu-
tion among geographical areas, sectors of business, claims
of participation and beneficial right. Hence it becomes
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viii DIRECTOR’S PREFACE

increasingly important not only that we improve the
character of the data on which such calculations are made
but also that we use the utmost care to ascertain the full
meaning and significance of these data. Definitions and
distinctions are quite as important as the numerical mag-
nitudes. The whole structure of incomes must be seen
as an expression of the national economic life.

This brief volume not merely presents important in-
formation as to the distribution of the national income
among the several groups but also analyzes the factors
which determine or influence it. The period covered is
from 1929 to 1936, with emphasis on the changes in in-
come distribution which have taken place,

This study is an outgrowth of the series on Income
and Economic Progress made possible by grants from
the Maurice and Laura Falk Foundation of Pittsburgh.
The committee which co-operated with the author in the
preparation of the book included Harold G. Moulton
and Spurgeon Bell.

Epwin G. Nourse
Director
Institute of Economics
January 1938
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INTRODUCTION

The purpose of the present study is to contribute to-
ward the clarification of thought in the important field
of income and its distribution. No attempt will be made
to say anything essentially new. Rather, the effort will
be directed toward pointing out some simple—and what
may appear obvious—truths relating to the income struc-
ture and to the statistics pertaining thereto,

- The analysis might be undertaken from several view-
points. It might run in terms of broad economic, social, or
industrial groups, or it might refer to the simpler ele-
ments of the income structure such as the individual in-

"come recipient or the family, Our major concern in this

study is the latter, although some attention will be given
to the consideration of income groups—employees, en-
trepreneurs, and investors—and to the industrial compo-
sition of the national income. Since the majority of the
income recipients’ in the country, of whom there are
more than 50 millions, gain most or all of their income as
employees, a considerable portion of our analysis will be
in terms of variations of wages and earnings.

The subject matter of this study falls into two parts.
The first, extending through Chapter VII, deals with the
wage and income structure in general, and the second
with the ¢hanges which have occurred since 1929. The
first seven chapters are devoted to the causes of the wide
variation found in the incomes of the American people.
Two groups of determinants are discussed: those related
to the characteristics and environment of the income re-

* Income recipients include all those who are classified by the Census
of Occupations as “gainful workers® (exclusive of unpaid family

workers) and those who are not gainful workers but who receive in-
come from investments, pensions, etc.
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cipients, such as occupation, industry, age, sex, and color;
and those related to the ebb and flow of business activity,
which dre superimposed on the more basic factors in-
cluded in the first group.

‘In undertaking to set forth the reasons for the varia-
tions in income there is no intention to “explain away”
the inequalities in income and the existence of poverty in
the United States. The purpose is only to show that in-
come inequality and poverty are traceable to different
causes calling for different remedies. Some sources of in-
equality can be eliminated only by making the people
concerned more productive, that is, by adding to the sum
total of the national income rather than by dividing a
given total more equally; others must be remedied by
the more adequate recognition of the social responsibility
of caring for the aged, the disabled, and the unfortunate
who cannot be expected to make any great contribution
towards the national income and who must be either fully
supported or have their meager earnings properly sup-
plemented.

The distinction may be emphasized by the fact that
while in one case low earnings are indicative of the
nation’s failure to utilize its productive resources to
the fullest extent, in the other case low earnings may
be indicative of a salvaging process which makes use of
productive human energy, which might otherwise not be
used, by supplying employment to those who are below
par in productive capacity. Inherently theré'would seem
to be nothing to be disturbed about if an old or crippled
person, whose maintenance in decency would cost $1,000
per year, has an occupational income of only $200, pro-
vided he is not forced to depend upon his earnings ex-
clusively. If he were removed from economic activity
and maintained entirely at social expense, as his condition
might justify, society would: be poorer by the loss of his
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product, meager though it might be.

There is another type of low income which should
cause no qualms to our social conscience and that is
the incomes of those who from choice live on a more
primitive economic plane than the nation as a whole.
Living beyond the paths of economic life may have its
compensations, but the income it brings cannot be evalu-
ated in dollars and cents and hence should not be con-
ceived as being on a comparable basis with the distribu-
tion of the money incomes of the rest of the population.
On the other hand, society should make an effort to en-
able those who are strayed or stranded to join the main
course of economic life if they so desire. .

The discussion of the changes in the income structuye .
in the second part of the study must remain tentative for
‘two reasons. In the first place, the figures are still incom-
plete, and in the second place it is still early to determine
which of the changes will endure and which will not. It
is not even ppssible at this moment to determine with
certainty the phase of the economic cycle through which
we are now passing, Even under the best conditions eco-
nomic life is in a state of flux and is at no time “normal.”
Today it appears particularly uncertain. However, there
is value even in a tentative statement because of the per-
spective it lends to the discussion of the income structure
in general.

An effort is made throughout this volume to present
the facts in as brief and simple form as possible and to
cast the discussion in familiar rather than technical terms.
The nature of the subject, however, makes it difficult to
avoid bordering on the technical at some points. Chapter
1, which lays the conceptual groundwork so necessary to
an understanding of the implications of income and the
income structure, may be a case in hand, and some readers
may prefer to read it last. -
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