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1. — Among- the economic problems which have of late been 

attract ing ' increasing a t tent ion are those re lat ing to the concept, 
nature, and significance of income. I t is true that problems per ta in ing 
to d i s t r ibut i on have always played an impor tan t role i n economic 
theory and have occupied a prominent place in the systems elaborated 
by the physiocrats and classical authors. (But these early writers had 
not made clear enouglh the dist inct ion between income on the one 
hand, re turns (yields) , receipts, property (capital ) , etc. on the other, 
a dist inct ion to which modern theory jus t l y at tr ibutes such great 
importance. Besides, economic literature op to the end of the last 
century d id not dist inguish between the various categories o f income 
in a manner to suit the theoretical and pract ical needs of our t i m e ; 
the same m i gh t be said about the attempts to c lar i f y the specific 
mature of interest, entrepreneur's pro f i t , and even wages. This 
omission was largely due to the fact t h a t the classical theorists and 
many of the i r successors were interested in functional rather than 
in personal d i s t r ibut ion . 

Even today we f i n d tha t most economic textbooks a t t r ibu te l i t t l e 
or no importance to the general problems of income. A l though 
such books inevitably make wide 'use of the concept of income they fa i l 
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to examine the basic problems related to i t . This fact, in my opinion, 
demonstrates a regrettable lack in this type of literature, 'Which, in 
this respect, fa l ls behind the evolution of economic practice; the fact 
that the number and importance of monographic studies about certain 
special problems related ,to income have increased lately does not 
whol ly make up fo r this lack. 

2. — I have alluded to practical needs that provided a st imulus 
to research work in the field of income problems. What are these 
needs? 

F i rs t , there are fiscal needs — or the necessity of evolving and 
elaborating the concepts and theories that are indispensable for the • 
creation and application of modern income taxes. To this we must 
add the desire to express by a short formula .and i n the most exact 
quantitat ive manner - the economic resu l t ,o f the productive act iv i ty 
of a nat ion, or of the degree in which the needs of its population are 
satisfied.; f o r th is purpose i t s t i l l seems that national income is by f a r 
the most adequate means, i n spite of many well-known and largely 
just i f i ed doubts and objections. Research on national income under
taken d u r i n g the last t h i r t y years was the p r imary cause'of cr i t ical 
analyses of income problems, while dur ing the last century and in the 
early 1900's investigation of these" problems p r imar i l y followed fiscal 
•lines of inqu i ry . Fi.rjal'y we anutit add tihJat the modern science of fcius-
iness management has also made a serious study o f some problems 
of income, especially those related to cost and profit-•accounting. This 
is easily explained by the fact that the closest possible calculation of 
prof i ts ^becomes ' a business necessity w i th the expansion of the 
market and a corresponding increase in uncertainty* ' )• "Useful and 
interest ing as a l l these studies may be, they cannot, however take the 
pl>ace of a thorough theoretical inqu i ry into the economic problems of 
individual income. For, notwi thstanding .the necessity of a close 
cooperation between, economics on the one hand and business mana
gement, public finance and statistics on' the other 8 ) , one must not 
neglect the differences between these branches of knowledge w i t h 
regard to aims and methods of research. 

1 ) A. B o r i i e m a i m : Accoun t ing p ro f i t s : an ins t i tu t i on , «Journal of Po l i t i ca l 
Economy* , v o l . L I , p. 166. 

2 ) T h e usefulness as we l l as Hie l imi ta t ions oi exchanges o i v i ew be tween 
economic theo ry and accountancy have r ecent l y been stressed by H. N o r r i s : 
Notes on the re la t ionship between economists and accountants , «Ec:>noinic Jour-
.na1», vo l . L I V , 1944. pp. 375-383. 
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3. — I f we •accept, as miost theorists are inclined to do as the 
date of the beginning of income theory i n the modern sense the year 
of the publication of the well-known b o o k by F. B. W. von Hermann 

«Staatswirtschaftliche Uaitersuchnngen» ( f i r s t ' edition, Mitnohen 
1832), we can say t h a t th i s theory is l i t t le more than a century o l d -
This fact is easily explained by the evolution of economic life. To 
c lar i fy and understand property, yields, pro f i t , wage, etc. was 
theoretically and practical ly important even before the 19th century. 
B u t «incôme» i n igen&ratl—although the t e rm was innse long before 2*) 
— is a phenomenon attributable only to the capitalist era; i t is 
conditional ' U p o n the prevalence of the rat ional ist ic and calculatory 
« capitalist spirit*, the development of monetary and -banking- i n s t i tu 
tion's and trams actions, and a degree of perfection in the accounting of 
costs, prices and pro f i t s t h a t was, as a rule, unknown before the last 
century. This makes i t easy to understand w h y even today an exact 
calculation of income is usually not atta ined — and in most cpses 

"practically not attainable — i n enterprises belonging to the «non-
capitaîist» sector of our economy, such as rura l enterprises of the 
«famiily farm» type and those o f artisans and small retailers. •Fur
thermore, the fact tha t the f i r s t modern income tax was created1 i n 
Great-Britain -which 'was also the f i r s t country i n the wor ld to bu i ld 
up a capital ist industry , was mo mere accident; nor that France, 
which was the last indust r ia l country of Western Europe to adopt 
the principles of income taxat ion, was also the country where the 
science of business1 management showed slow progress- i n comparison 
w i t h the United States, Great B r i t a i n , or Germany. U n t i l very lately, 
indeed, the problems o f gênerai income theory received so l i t t le 
attention i n France that most textbooks and treatises on economics 
did not bother w h i t h them at -all ; whi le the French f inanc ia l theorists 
and statisticians — apart f r o m a small m i n o r i t y — at t r ibuted little 
or no importance to the examination of national income and1 the fiscal 
income concept. Thus the French contributions — a t least the or ig ina l 

2*) Tire w o r d «inco'me» goes bacik to the 16 t'h c e n t u r y ; i t was used in a 
sense near to the m o d e m one as ea r l y as 1601. (Cf. the quotat ions i n « The O x -
.for<3 DictionaryX-, ed. J . A. I t M u r r a y , vo l . V , par t 11, Ox fo rd 1901, p. 162). The 
t e r m «revenue» — then i i a v h i g a v e r y 'broad m e a n i n g — exists 'even s ince the 

15 t l i c en tury , wnereas the French «revenu» — w h i c h , in the beg inn ing , was ap
p a r e n t l y emp loyed i n the sense of pub l i c income — appears i n the 16 th c en tu ry , 
{See «Oxfond D i c t i o n a r y * , on. cit . , v o l V I I I , p a r t I , 1910, and E. Lit tré: D i c t i o n 
na i re de la langue 'française, Paris. 1877, p. 1707, as we l l as «Revenu» , in A. 
Furei ïère: D i c t i onna i r e Un ive rse l , La Haye 1727, 1. IV.) 
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ones — to t l ie solution of modern income problems may be said to be 
rather s m a l l 3 ) . 

Perhaps our previous characterisation o f income as a phenomenon 
solely characteristic o f the capital ist era w i l l be questioned as the 
extravagantly dogmatic f o rmula o f a theorist. Were there no incomes 
dur ing the mercanti le e r a or the. m i d d l e ages, o r even i n ancient 
times? Should not income b e recognized as one of the constant phen
o m e n a o f any e c o n o m i c o r d e r ? Wha t d i d the slave-owning land^ 
propr ietor i n ancient Rome, or the craftsman of the feudal system, 
or the merchant of the ear ly capital ist era use to pay his l i v ing ex
penses f r o m , i f not h is income? A n d were there n o t already i n pre
capitalist t imes income taxes and even attempts t o ' C a l c u l a t e national 
income such as tha t by G. King (1696) ? 

A l though these questions seem quite legit imate a t f i r s t sight, in 
f a c t t h e y imp l y a fa i lure to grasp the very nature o f the issue we are 
concerned w i t h , which is .that certain returns o f a part icu lar enter
prise cannot be considered elements o f «income» i n the modern 
sense of the w o r d , at least not fu l l y , and tha t the use* o f monies or 
•goods not coming w i t h i n the theoretical concept of income to meet 
the expenses o f everyday l i fe results i n unsoundness i n private and 
national economy. A clear d is t inct ion thus assumes great theoretical 
and practical importance. Indeed, i t w i l l be seen f r o m the ensuing 
argument tha t i t is impossible to define income i n the s t r i c t sense 
o f the w o r d w i thou t a cleaa* understanding o f the concepts of property j 

or capital, and yields. 

Income is an abstract quantity, the «result o f certain ar i thmet
ical operations* (H. C. Simons); i t s existence, as A. Schaffle piuits i t , 
«is confined to accounting- boolcs» i ) - Jwst as capital, money, etc., 

3 ) For the F r e n c h l i t e ra ture , see the r emarks of P. H. Wuelier : Concepts 
of taxab le income, «Poii'tical Science Q u a r t e r l y * , v o l . L U I , 1938, p. 84, and 
AUix: L'impôt sur le revenu, t . I , P a r i s 1926, pp. 164 ff. — Recent cont r ibut i ons 
of F r e n c h w r i t e r s to (he theo ry of income are f ound i n the f o l l o w i n g books : 
AHix: -op. c i t .—Ch. -A . Co l in : L a n o t i o n d u revenu en matière de législation fiscale. 
Thèse, Par i s 1924. — L . Bocqtiet: L'impôt fs<ur le le revenu, 3. éd., Pa r i s 1926, 
pp. 763 ff. — B . Nogaro; P r inc ipes de théorie économique, Par i s 1943, chap. 
V i l . — H. Laufenburger: Précis d'économie et de législation financières, t. 1, Par i s 
1941, pp. 35 ë. 

*) Cf. H . C . S imons: Pe rsona l Income Taxa t i on , Chicago 1938, pp. 78-80. — 
Schaffle: Mensdh und Gut i n der Vo l k sw i r t sdha f t , «Gesammelte Aufsàtze», B d . I , 
Toibiogen 1885, p. 173. — Aise- f o r C . Heer (Personal Income Taxes , « The Annals 
of the A m e r i c a n A c a d e m y 'Of Po f i t i ca l and Socia l Science», Janua ry 1936, p. 80) 
income is «not an ob jec t i ve fact» b u t «'a theore t i ca l concept conce rn ing the exact 
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income can b e correctly understood and appreciated only through i ts 
func t ion 5 ) . I f o n e is disposed to accept t h e concept o f «gross income*, 
one may say w i t h Sehaffle t h a t th i s income i s a «reail» quantity. B u t 
there can 'be no doubt tha t net income is an abstract concept 
discovered' by modern economic theory, n o t as an idle intellectual 
speculation bu t as an indispensable instrument f o r the theoretical 
penetration of contemporary economic processes, and f o r the accom
pl ishment o f very pract ical tasks by pr ivate enterprise and public 
finance. Moreover, the increased importance of the dynamic Income 
concept as against the ' S t a t i c concept o f property is a logical corollary 
t o the ever/Hgrowing «dym'amificati'on» o f economic processes tha t i s 
so characteristic a feature of the development o f capitalism. 

4, — W h a t is t rue of income i n general is part icular ly t rue o f 
entrepreneur's profit, wh ich is the most dynamic category of income. 
We shall have to t reat th i s subject here i n a very short space 0 ) . 

I f we examine the h is tory o f the doctrines and theories re la t ing 
t o ' entrepreneur's p r o f i t we f i n d tha t also th is history is closely 
conditioned by, and t ied up w i t h , the practical evolution of the 
phenomena and inst i tut ions o f modern capitalism. Classical theory, 
us formulated toy Smith, Ricardo and Malthus in. the -early days off 
economic science, and e v e n later i n the f o r m Marx"*) gave i t , 
considered! as «p:rofit» the total earnings of t h e entrepreneur-ca
p i ta l i s t ; clear dist inctions sudh 'as t h a t between interest a n d p ro f i t 
were not made. This is largely explained b y the fact tha t d u r i n g the 
f i r s t ha l f o f the 19th century the entrepreneur was s t i l l i n most cases 

content of w i c h even theor is ts are no t en t i r e l y a.gteed». Reference is furtiher 
made to B . Mol l : P rob l eme d e r F i n anizwir tschaft, L e i p z i g 1924, p. 132, E . Lederet*: 
Aufriß der ökonomischen Theor i e , 3. Auf l . , Tübingen 1931, p. 80, and A. Gare l l i : 
I i concet to d i mdd' i to « e i l a scienza ' f inanziar ia , «II Ffenigieri», 1917, p. 337. 

5 ) F . Neumark: Genera i theory of economics f in T u r k i s h ) , v o l . i , 'Second 
ed i t i on , Istanbul 1944, §§ 16, 21 and 22. 

e ) Of. Neuinark: op. c it . , v o l . I I , I s tanbu l 1942, pp . 419-444, and the studies 
c i t ed there and pp. 542-543, ©specially those of J . B . C lark , Marshall , Taussig , 
Schitmpeter, F . Perroux, U . R icc i , Diebl, E c k e r t and Amonn. — As is we l l -known, 
entrepreneur ' s p ro f i t in the 'str ict sense i s accord ing to Scltumpeter — whose 
theo ry we t h i n k i n the m a i n co r r e c t — exc lus i v e l y a phenomenon of «economic 
deve l opment * (see b is «"Theory of Economic Development», Cambr idge 1934), 

6*) Marx, a l though he recognises tha t «profit, interest , commerc ia l ga in ings , 
rent, etc.» are d i f f e rent and independent f o rms of \vlhat 'be cal ls «surplus» (Mehr 
w e r t ) and tha t tbese ^ f ragments of the surplus» fall to d i f f e rent categor ies of 
persons, does not su f f i c i en t l y c l a r i f y the issue in quest ion, üf. K. Marx : Das Ka 
p i ta l , Vo lksausgabe (Kautsky) , 2. ed., S t u t t g a r t 1919, vo l . I , pp. 501, 523. 

file:///vlhat


160 F.- Neumark 

his own f inancier, and therefore the separation between the two 
functions wa's far less clear-cut than the economic and- social separa
t ion between entrepreneurs and wage-eao-n'ers.Yet the classical Eng l i sh 
theory of p r o f i t was ' l itt le suited 1 to the economic conditions which 
^existed, f o r example, i n Germany and France at the beg inning of the 
last century. Tlherefore i t is not astonishing tha t i n the latter 
countries, pa r t l y owing to differences in the prevailing' économie and 
social ideologies, greater importance was at t r ibuted to factors l ike 
the share of the entrepreneur i n the production, act iv i ty t a k i n g place 
in his own enterprise, h is assumption of r isk, etc.; accordingly, 
elements such as the «wage of management» or the «risk premium» 
were separated, f o r accounting and calculating purposes, f r om tota l 
prof i ts , and contrasted w i t h «profit» in the s t r ic t sense — imputable 
to the specific d i rec t ing entrepreneur ac t i v i ty — and interest — the 
share imputable to capital investment —. This conception of p ro f i t 
was based largely upon, the «wage theory* of business pro f i t s 
presented by /. B. Say ( «Trai té» , L i v r e Iï } chap. VIT, § I I I ) wh i ch 
had been, developed i n [Germany ever since the beginning of the 19th 
century (G. Huf eland, L. H. von-Jacob; later, i n a more systematic 
and comprehensive manner, by H, K. E. von Mangoldt); i t was better 
f i t t ed to the craftsman-and-peasant economies st i l l ex ist ing in 
continental European, countries than the Engl ish doctrine of pro f i t . 
"Hhe fu r the r development of economic l i fe showed t h a t i t was the 
German theory ( later adopted and perfected by the science of bus
iness management) t h a t proved more serviceable in economic practice. 

5. — A l though I do not intend to entier 'here into a detailed . dis
cussion of the problems per ta in ing to the general income concept — 
f o r th is I re fer to the studies -mentioned previously by P. Wuetter, 

H. C. Simons and the present a u t h o r — I w ish to emphasize the fact 
tha t the f o rmula t i on of this concept is decisively conditioned by a 
desire to exclude f r om . i t receipts, the treatment of wh ich as elements 
of income would impa i r the capital stock of the indiv idual or corpor
ation i n question ; and to make sure of including those receipts which, 
on account of certa in peculiarities, are usually not regarded by the 
recipients as elements of the i r income, although they have income 
character. As I have pointed out before, the older economic theory 
and practice knew of no such clear classification of receipt i t e m s 7 ) . 

7 ) I n 'medieval .finance, too, we ' f ind levies the object of w h i c h was a .mix
ture of income and p r o p e r t y . See K. B i icher ; Z w e i mitte ' laUer i iche S t eue ro rdnnn-
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B u t as, witih the evolution of capital ist economy, the relative •import
ance of capital 'borrowed f r o m outside investors in enterprises increas
ed apace and personal n e t pro f i t taxat ion 'became moré wide-spread 
and rigorous, clear distinctions 'became more and 1 more essential. 

For a long t ime the recurrence or periodicity of receipts was 
considered a cr i ter ion determin ing income character; th is v iew led 
many to the so-called «source theory» wh ich postulates t h a t the 
existence of an enduring source of receipts is essential f o r the income 
concept 8 ) . T o th is doctrine G. von Schanz opposed his famous 
«theory of net influx of wealth» wh i ch considers as income every 
receipt that increases the economic disposing power of the recipient. 
Th is de f in i t ion abolishes, f i r s t , the c r i t e r i on -of periodicity wh ich is 
indeed becoming increasingly inapplicable to modern economies w i t h 
the i r cyclicail business f luctuations; mass unemployment, etc.; second
ly, i t rejects the view, often found among the older theorists, tha t i n 
come is all t h a t is available f o r the purpose of consumption, provided 
the consumer acts an wha t i s called a «rational way» , a formula, which 
would exclude f r om income non-recurrent receipts such as inher i tan
ces, sweepstake gains, etc. On the other hand, the pr inciple — 
emphasized already by Matthus — of «preserving the source of i n 
come* or, as Pigou10) terms i t , the pr inciple of ^mainta in ing capital 
intact», is na tura l l y g iven due consideration in the 'income concept 
established b y Schanzi According to th is concept «income» is net i n 
come and excludes no t only interest payments as wel l as capital 
losses, but also expenditure undertaken to ma in ta in capital stock 
(repairs, wear and tear, obsolescence, etc.). 

6. — Schanz*s income concept has been critized ever since i t was 

gen, «Festschrift mm Le ipz i ge r =Histurikerta-ge-\ 1894. — B. M o l l : Zur Geschichte 
der Vermögenssteuern, L e i p z i g 1911. — The log ica l s t ruc ture of the m o d e r n 
concept of p r o p e r t y is, !by the Way, m u c t i the same as t h a t of the income concept ; 
as Bastable r i g h t l y po in ts out ( «Public Finance», fihind ed i t i on , London 1922, p. 
470) p r o p e r t y i s i n mmxy case's «only a n abstract ion- obta ined by cap i ta l i s ing 
revenue*, and cap i ta l va lue , accord ing to Büclier (op. cit . , p. 139), is «an a r t i f i c i a l 
afbstraction i n accordance w i t h the cap i ta l i s t i c concept ion of 'developed c red i t 
affaires». 

R) Apa r t f r o m some m i n o r dif ferences Hie same idea is urged by Plelm, 
Hermann, Fuistiiig, All ix aind Papi . 

! l) Of. S chanz : De r Einkommeniöbeigriff und die Einkommensteuergesetze , 
«Finanz-Archiv» , B d . X I I I , 1896, p. 1 i f . 

J 0 ) Ä. C . P igou: Economics of We l f a r e , 4. ed., L o n d o n 1932, p. 43. 
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established for being «too broad» n ) - A great deal of that cr i t ic ism 
was inspired by considerations of economic and fiscal policy. Now 
i t may become desirable f o r reasons inherent in economic and social 
policy or fiscal technique to exempt f rom income tax certain receipts 
which, considered f r om the angle of pure economic theory, would 
undoubtedly f o rm a component of income; on the other hand, the 
opposite s i tuat ion might occur, i . e. certain other receipts which do 
not f a l l w i t h i n the economic concept of income m i g h t be subjected to 
income tax, B u t this circumstance does not constitute a val id objection 
to tha t concept, provided i t has been' correctly defined i n the f i r s t 
place. For one th ing , the fiscal income concept must not necessarily 
coincide w i t h the economic — j u s t as returns of pro f i t s f o r fiscal pur
poses d i f f e r f r om actual commercial! p r o f i t s—but may be formied w i t h 
an eye on the peculiar needs of fiscail laws ; besides, modern fiscal tech
nique offers suff ic ient means of f avour ing or d i scr iminat ing against 
some kinds of income in relation to other. Suff ice i t to recall in th is 
respect the mani fo ld graduations and di f ferent iat ions to be found in 
al l modern income tax t a r i f f s : apar t f r o m the progressive rates of the 
Bri t ish. iSurtax, the German « ;Reichseinkommensteuer» and the French 
«impôt général sur le revenu», the d i f f erent ia t ion of charges on 
«eamed» and «unearned» income i n Anglo-American tax practice, 
the .systematic discriminations b y rates i n thé French «impôts cédu-
laines» and the Italian, «imposta suila ridhezza mob i l e » 1 2 ) , and* t ire, 
voluminous catalogue of exemptions to be found i n every modern 
income tax a c t 1 3 ) . Furthermore , because income, as something 
essentially personal and ind iv idual , stands opposed t o the impersonal 
category of yields, 1 t h i n k t h a t only physical persons should be con
sidered as recipients of «income*^ and not collective bodies j such as 
corporations, t rusts , etc. Nevertheless i t may prove convenient to 
t reat the p r o f i t o f corporate bodies as though it were income for 
fiscal purposes. On the other hand, modern Income tax laws, as is 
wel l known, exempt f r om taxat ion the so-called m i n i m u m of sub
sistence. A l though there are authors who t h i n k tha t the subsistence 

" ) Nevertheless there are also some authors , l i ke fiaig, fi. C . Simous, B. 
Moll ar id Gobbi, w h o adhere to a concept ion co inc id ing more or less w i t h that 
of Schanz. 

1 2 ) F o r detai ls reference is made to F . Nsumark: Income Taxes (in T u r k i s h ) , 

Is tanbul 1945. 

1 3 ) See O. Deppe: Die Ausnahmen v u u der ob j ek t i v eu Steuerpf i i cht in dor 
E inkommens t eue r (thesis F r a n k f u r t ) , S t u t t g a r t 1930. 
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m i n i m u m shouldibe dednxcfted f r om (ne t ) tiftcomeas representing the«.ex-
penses of acquisit ion* o f tJhe.waige-sarner1*), the m a j o r i t y o f modern 
economists r i g h t l y do not share th i s view. I n other words, although 
the deduction o f a sum equivalent to the m in imum of subsistence is 
legitimate f r o m the social and f iscal viewpoint, i t would ibe wro i l g 
to conclude tha t this m i n i m u m is not a component of income w i t h i n 
the meaning of economic theory. The same l ine has (been taken w i t h 
regard to other controversial k inds o f receipts by the famous Amer i 
can f inancial theorist, 'Prof. Haig 1 1 5 ) ; according to t h a t author i t may 
he advisable to exempt f r o m income tax unrealized increases of wealth 
or the rental value o f a house' inhabited by the owner; bu t such 
exemptions cannot be jus t i f i ed on the ground tha t the items mention
ed are not genuine elements o f income.' 

7. — Even i f we are disposed to make the economic def ini t ion 
of income as broad as possible, we must admit that we cannot regard 
as income elements all the receipts coming to an economic subject i n 
the course of a year. iBut what criteria should be used in order to 
make the proper selection? I n other word®: what conditions must be 
satisfied by receipts i n order to be considered as parts of income? 
I n m y opinion there are t w o such c r i t e r i a : F i rs t l y , receipts must, be 
amounts arising from the participation of the recipient in the for

mation of the social product; secondly, even such receipts are ele
ments o f income only if and insofar as they refsvlt in an effective 

accretion to the economic disposing power of the recipient. 

What are the consequences of the acceptance of these cr i ter ia 
f r o m the po int of v iew of the income concept? 

8. — .Let 'us f i r s t point out tha t neither «derived» 1 6) nor 
«ineffective* receipts J 7) could then be p a r t of income. 

1 4 ) Br i tze lmayer : Vermögens teuer otter Nachlaßsteuer?, Jena 1930, ami 
W. Lötz: F inaozwissensct ia f t , second ed i t ion , Tub ingen 1931, p. 340. — See also 
tlhe r e m a r k s of L . M. F r a s e r : E c o n o m i c though t and language, London 1937, pp. 
•336-37. ( I t is on l y after f in i sh ing tlhe present a r t i c l e that i 'have .had the oppor
t u n i t y to consu l t th is v e r y in t e r es t ing book. ) 

l f ') R, M. Halg: The Federa l Income Tax , 'New Y o r k 1921, P. 14. 
, s ) The mean ing of «der ived rece ip ts * !has repeated ly ohauged in the course 

of t w o centur ies of e v o l u t i o n ; see Neumark: T h e o r y of economics , op. c it . , vo l . 
11, pp. 207-210. . 

1 7 ) W. Wink ler : E i n k o m m e n , «Handwörterbuch -der Staats Wissenschaften». 
4. od., vo l . I I I (1926), p. 368. — In th is connec t i on w e m a y ment i on that .the 
concept of «e f fecüve rece ip ts* p lays also a p a r t i n the I t a l i an budge t («entrate 
effettvve»). See Grazlant; f s t i tu z i ou i d i Scien'za de l le Finaitze, 2. ed., To r ino 1911, 
p. 118, and A. D e Steiani : Manua l e <di Finan'za, n e w ed., Bo logna 1932, p. 270. 
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a) Derived receipts (which are often called «dea*ived incomes* 

in contrast to «primary incomes*) are transferred w i thou t compen
sation f r o m one economic- subject — which may foe an .individual or 
a public body - r - to another ; the reason for such transfers of value 
is found i n social or charitable motives and Observance's, and not i n 
any tangible contr ibut ion by the recipient to the volume of the social 
product. AH k ind of g i f ts , donations, alms, allowances to relatives and 
friends, etc., are included' among such derived receipts. A l though the 
recipients can dispose of them as if they were actually, income, I th ink 
i t preferable to l ink the concept o f income w i t h the sphere of pro
duction, especially because only i n this way can troublesome double-
counting be avoided. 

According to an opinion which was largely adhered to i n the 
last century and has even today some adherents (e .g . H. Ritschl and 
H. Jecht) taxes also would be a k ind of «derived income*. A t f i r s t 
siight this conception seems to be quite reasonable. Is not indiv idual 
income the original source of taxes? Is taxat ion not a sh i f t i ng of the 
f low of pr ivate incomes to the channel of public finances? A more 
thorough examination o f the problem, however, shows t h a t those ideas 
are i n no way compatible w i t h the very nature of the. modern 'State 
and of t a xa t i on 1 8 ) . For, in view of the compulsory character of pre
sent taxat ion, any analogy w i t h donations etc. necessarily breaks 
down, j u s t as the parallel d r a w n by some authors between, taxes and 
robbery. Altogether every attempt to compare taxation w i t h any 
category of income1 available to private indiv idual economies is fun
damentally ierroneous. since such a comparison neglects the essential 
difference between pr ivate indiv idual receipts realized by way of 
exchange on the one hand, and authoritat ively f ixed taxes1 wh i ch are 
not based on a'quid--pro-qub principle, on the other i n ) . I f one th inks 
i t necessary to consider certain receipts; of public authorit ies as i n 
come elements, such a viewpoint may be taken, if at al l , only w i t h 
reference to net pro f i t s of 'public enterprises. (Even that is in my 
opinion not very proper.) L e t us add, however, tha t i n estimating 
national income, there may arise problems the solution of which re-

1 S ) In this connec t i on we may also refer to C. Pe r reau (Cours d 'Economie 
Po l i t ique , 4. 'éd., Pa r i s 1928, vo l . I I , p. 288) accord ing to w h o m taxes, toge ther 
w i t h wa'ge, pro f i t , r en t ami interest , represent a ' ( f i fth ca tegory of income». 

3 3 ) Tihe nature of modern t axa t i on has been examined in an ar t i c le 'by the 
present a u t h o r : B e g r i f f und Wesen der Besteuerung, «Revue de la Faculté de 
Sciences Economiques d'Istanbul», vo l . I , 1939-4U, pp. 271-96. 
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quires -us t o take account of public revenue, perhaps even of certain 
t a x e s 2 0 ) . But f r om this no objection to our view can be derived, for 
the. concapt of national income cannot b e formed i n fu l l harmony 
w i t h that of indiv idual income as construed by economic theory. • 

•b) As for ineffective receipts, these M in to two groups: The 
f i r s t includes ail sort of cash receipts such as wi thdrawals f r om 
saving accounts, cashing o f credits, l iquidat ion of capital assets, etc., 
w h i c h do not represent any increase in economic disposing' power bu t 
only a shi f t in the capital or property structure, cash receipts being 
balanced by corresponding decreases o n capital accounts. The second 
includes those parts of receipts of Income character which are equi
valent in value to the expenditure necessary to obtain these receipts. 
Whi le there seems to b e no need to deal a t .greater length w i t h i h e 
f i r s t o f these groups, the second br ings up the entire complex problem 
of W h a t might be termed «expenditure of acquisition of income*, 
which is given more attention later i n this study. I may confine my
self here t o stat ing provisionally that t h e above argument implies 
that income i s by def ini t ion a net quanti ty, for we ar r i ve .at i t only 
after deducting f r o m the gross receipts coming to an economic sub
ject such items as can be assembled under the comprehensive heading 
of «expenses for the acquisition and maintenance o f income* (,,Wer-
bungskosten") . When calculating national income, or i n commercial 
accounting, i t might be useful or even necessary to make the dist inc
t ion between gross p ro f i t ( o r gross product ) and net p ro f i t (or net 
product) ; but indiv idual income should be defined in advance as a 
n e t quantity. 

9. — Al though in pr inciple w e think i t necessary to assume as 
one of the cr i t e r ia of income "the «compensation character* („Ent-

a o ) The l i t e r a t u r e deal ing w i t h these prob lems iias recent ly m u c h increased. 
See, e. g., S. Kuznets : Na t i ona l income , '«Encyclopedia Of the Social Sciences», 
vo l . X I , p. 205. — C . C l a r k : Nat iona l income and out lay , London 1937, pp. 12, 
S2. — H. Barger : Ou t l ay and income i n the Un i t ed States 1921-1938, N e w York. 
1942, p. 32. - T l i e recent B r i t i s h W h i t e - P a p e r s on na t i ona l income, e. g. «An 
analys is of the sources of w a r •finance and an est imate of tue nat ional income 
and expend i ture in 1938, 1940, 1941 and 1942», C m d . 6438, London 1943, as we l l 
as the studies dea l ing witlh these Papers Which have been pub l i shed i n the 
«Economic Journal» 'by R, Stones, N. Kaldor and M, Gilberts (vo l . 52, 1942, pp^ 
154, 206, and vo l . 53, 1943, pp . 60, 76). — Numerous ar t ic les i n the «Bank-Archiv» 
1942 (especial ly Mi ose b y Keiser, Pi leiderer, Jostock and Lautenbach) and i n the 
«Weltwirtschaftliches A r c h i v * ( p a r t i c u l a r y tflie studies b y C . Cfark : vo l . 47, 1938, 
p. 58, Derksen : vo l . 54, 1941, p. 257, Del len: vo l . 57, 1943, p. 238, and H. Moelfer; 
vo l . 58, 1943, p. 64). 
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geltsnatuT") of receipts we must admit that the 'appl icat ion of this 
cr i ter ion meets w i t h certain d i f f icul t ies i n cases where the income 
character of receipts is not usually questioned. Thus, whi le 'wages 
and salaries as wel l as entrepreneur's p ro f i t p r o p e r 3 1 ) would pro
bably be accounted as income -under any conceivable de f in i t ion of the 
te rm, i n the case of interest and rent the question migh t wel l be 
raised of What constitutes here the «contributions* of the recipients 
to the format ion of the social product f o r which they are «compen-
sated» by these receipts. 

Indeed, i t is not any active part ic ipat ion — at any rate, not any 
actual part ic ipat ion — of the capitalist or ilamd-ownfar i n the process 
of production which just i f ies interest and rent. A n economic expla
nation of these phenomena is open only to the theory of functional 

dis tr ibut ion. F r o m the angle of the theory of personal d is t r ibut ion , 
however, the fact that the surplus value due, and therefore imputable, 
to the part ic ipat ion of capital and land accrues to the owners of 
mater ia ! agents of production .can -be explained: onily by a juridical line 
of reasoning^ or more precisely, by reference to the legal ins t i tu t ion 
of pr ivate property, essential for* our economic order. The well-known 
reference to «past labours of the owner or his ancestors serves less 
as an explanation than as an ethical just i f i cat ion of the receipt o f 
interest and r en t ; moreover , ' i tbreaksdown completely i n many cases, 
part icu lar ly w i t h regard to certain rent receipts. 

A f t e r al l , the pert inent «service» to production of capitalists and 
landowners, which procures f o r them an income i n the f o rm of interest 
or rent, consists merely i n the i r l e t t ing the mater ia l means of pro
duction i n the i r possession play an active par t i n the format ion of 
the social product, either under the i r own direct ion or by loaning 

a i ) A c c o r d i n g to J . Schimip&ter (Theor ie d e r w i r t sdha f t l i dhen E n t w i c k l u u g . 
3. ed., M imdhen -Le i p z i g 1931, p. 236) entrepreneur ' s p ro f i t is «no income category 
at a l l , p r o v i d e d one accounts the regu lar recurrence of a rece ipt a charac te r i s t i c 
of income q u a l i t y * . B u t a l though w e d o n o t cons ider p e r i o d i c i t y as a n essential 
c r i t e r i o n of the income charac te r of rece ipts , we t h i n k tha t Schumpeter ' s conc lu 
sion, even i f one accepts the pe r i od i c i t y c r i t e r i o n ( and : the p ro f i t t h e o r y of the 
author h imse l f ) , is i n no w a y cogent. F o r though from the viewpoint of an indi
vidual enterprise entrepreneur ' s p r o f i t is s ome th ing essent ia l l y t r ans i t o r y , i t re
presents i roin the viewpoint oi a national economy as a whole a permanent cate
go ry of income, as each m o m e n t some ent repreneurs — h o w e v e r the i r numfber 
and successes m a y f luctuate — endeavour to «carry t h r o u g h n e w comb ina t i ons * 
o w i n g to Which genuine ent repreneur ' s p r o f i t arises. T h e a n t i n o m y automat i ca l l y 
disappears i f one accepts the d i s t i n c t i on urged b y Wuel ler (op. cit . , p. 99, note 
34) be tween «category periodicity» and r e c i p i e n t p e r i od i c i t y * , 
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them temporar i ly to t h i r d persons fo r a certain remuneration. I n any 
case i t is, i n the last resort, rules of pr ivate property law which allow 
land and capital owners to appropriate the yields result ing f r o m the 
productive 'Utilisation of their agents of production. Whi le in the case 
of certain rent receipts the s i tuat ion is complicated: b y the interference 
of natura l or accidental monopoly powers, there can foe no doulbt that, 
in the case o f interest, p r imary significance w i t h i n the f ramework of 
the theory of personal d is t r ibut ion attaches to the interest on loans. 
Only inasmuch as the capitalist as such receives f r o m t h i r d persons 
a remunerat ion f o r the temporary loan of «capital disposals- on the 
basis of conventional or legal norms, he may, or even should, impute 
for himsel f an appropriate interest also where his capital is invested 
in h is own enterprise. This view is a logical inference f r om principles 

• indispensable to ,a capital ist economy, bound up as i t is w i th u n i f o r m 
and exact cost account ing 2 2 ) . 

10. — i f we accept the two cr i ter ia mentioned above another 
conclusion would foe that not only the periodicity of receipts but also 
the question whether they are in cash or in Jdnd makes no difference 
to the i r income Character. I t is a moot point, however, which actual 
receipts i n k ind can, or must, be considered as income elements. 

Special significance i n th is connection attaches to the problem 
of the income status of «self-consumpMon». 1 th ink 'that no solution 
of th is question can claim absolute val idi ty, because i t w i l l always 
depend largely upon the purposes pursued by the investigation. 
'Besides, the solution w i l l vary according to the concept of social pro
duct adibered to by th's investigator, and tine side .he takes i n the 
argument mentioned by /: Stamp M ) between «materialista» and 
«ideal ists». 

a) I f we j o i n the main body of modern opinion, i n cal l ing «social 
product» that fraction of the annual output of an economic society 
which passes through the market and so enters, . by means 
of the pr ice mechanism, the process of d i s t r ibut ion , i t is .evident 

2 i ) The above-ment ioned v i e w en joys nowadays ever increas ing recogni t ion, 
though, s t range ly enough, b y economic t h e o r y ra the r Wian iby accountancy . Re
ference is made to Neumark: Economic Theo r y , op. c i t , v o l . II, pp. 330, 349-50 
and the studies there ment ioned . Besides cf. K&ste-r: Advanced Account ing , 3. ed., 
N e w Y o r k 1938, pp. 515'ff. — E . Schiuaienbacl i : Dynamische B i l anz , 6. ed., L e i p 
z ig 1933, pp. 161-62. — G. Zappa: 11 redd i to d i impresa , 2. ed., M i l ano 1943, pp. 
316 ff. 

- a ) .J. Stamp: The nat ional cap i ta l , L ondon 1937, p. 76. 
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that the value of «self-consumption» can not be considered as 
par t of income. I t i s t rue that , for- -the supply situation and 
the consumption possibilities of a farmer , there ' is no essential 
difference 'between the value of the but te r which he has produced 
and consumed himself, and the money value of the proceeds he 
obtains by selling- i&uch bu t t e r ; taut we must bear i n mind tha t the 
goods consumed by their, producers remain outside tlie process of 
personal d is t r ibut ion and i n th is respect d i f fer considerably f r o m 
receipts Which by v i r tue of the market and price mechanism,- accrue 
in the form of cash t h a t is characteristic o f our present-day economic 
system. I n view of th is d i lemma i t seems advisable to el iminate the 
value of self-supplied goods and services f r om the concept of income 
in the s t r ic t sense, b u t to admit for certain definite research purposes 
outside this concept one t h a t is wider and contains not only all receipts 
that fa l l w i t h i n the scope of the s t r ic t concept, but also tangible 
goods tha t are d i rec t ly consumed by the i r producers, provided these 
goods are customary objects of marke t exchange. 

b ) In specifying «tangible goods which cvre customary objects of 

market exchange® I am obviously restr ic t ing even the sphere of the 
wider income concept in a twofo ld way, wh i ch can be just i f i ed , as I 
said, only by considerations of expediency. I am far f rom espousing 
unreservedly the cause of the «materialists» i n their above-mentioned 
argument w i t h the «idealists». Bu t whi l e I have no doubt that i t is 
correct to consider payment f o r «intangitale gOods» ( i . e. a l l sor t o f 
services) as income proper, provided these goods are exchanged in 
the market, I th ink we are faced w i t h a serious di lemma the moment 
we attempt to include in the income category the Value of w h a t B, 
Moll.terms «the self-consumption of services»t i. e. of services pro
duced and consumed w i t h i n the confines of the same pr ivate 
economy 3 4 ) . I f we w a n t t o include also the ut i l i t i es derived f r o m 
«consumers' capitals, i . e. f r o m durable consumption goodis, the logic-
ail and statist ical diffioi> {ties increase considerably, as w i l l be seen 
fur the r on. 

A l l the above question t rad i t iona l ly play the i r largest pa r t in 
studies of nat ional income, bu t at least some of them may be brought 
up also in connection w i t h indiv idual income. Here we must adopt the 
view, i n common w i t h the ma j o r i t y of modern wr i te rs , especially 
Anglo-American economists, that the decision is largely a matter of 

2 i ) Th i s po in t -has (been stressed b y Kleinwiichter: Das E inkommen n n d seine 
Verte iht t ig , L e i p z i g 1896. 
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convention and that only services or mater ia l goods wh i ch «are ex
changed, or capable of exchanges (Stamp) can be considered as 
income elements 8 6 ) . Consequently, an computations of national income 
as wel l as taxable ind iv idua l income, economic practice commonly 2 6 ) 
recognises as income components only the imputed: renta l income to 
home-owners, bu t no t the value of domestic services' rendered by 
members of the fami ly , o r that o f f u rn i tu r e , household utensils, 
pictures, etc., in short, th ings wh ich are not customarily intended f o r 
exchange. The author o f a recent study about 'Canada's nat ional i n 
come, Cudmore, r i g h t l y states tot ^certainly most people never t h i n k 
of the i r non^nioney income at a l l , and would never dream of pu t t i ng 
the renta l value o f the i r owned houses into the i r income tax -returns*. 
The same m i g h t be said w i t h even greater jus t i f i ca t ion of the domestic 
services of mar r i ed women and services to oneself such as shaving' 
one's own beard rather than buy ing the services of a barber. A p a r t 
f r o m these cases tha t -may be grouped under the heading o f self-
consumption i n a broad sense, we m i g h t also examine the ut i l i t i es 
derived by an ind iv idua l f r o m public services such as public education, 
highways, the dispensation of justice, cu l tura l services, etc.; we 
should have to admi t tha t these, too, cannot properly be considered 
pa r t of the indiv idual 's income. ( Investigators of nat ional income 
may adopt a d i f ferent view.) Fo r on the one hand, f ew public services 
are «capable of exchange*, and on the other hand, i t would be i n 
correct to " think of the individual 's share of such services as the equi
valent value of the taxes paid by h i m to the iState f o r establish! ng and 
ma in ta in ing such serv ices 2 7 ) . 

a s ) Stamp: op. cit„ p. 74. See also C . C l a rk : op. cit . , p. 6. 

2 e ) .Sometimes the regulat ions -are move, r i g o rous . A c c o r d i n g to the Ge rman 
'income tax l a w of 1939 {§ 4, a l . 1), e. g. ; «all economic goods ( w i t h d r a w a l s i n 
cash, commodi t i es , prodoicts, utilities and services ) Which the t axpaye r takes out 
of t h e enterpr ise f o r himself , h is household , o r o ther purposes no t connected w i t h 
business* a re to be r eckoned as p a r t of income (pro f i t ) . F r o m the exp lanat ions 
of " a competent commenta to r , h o w e v e r (see W. Biumich: E i n k omnia nsteuer-
gesetz, 5. ed., B e r l i n 1943, pp. 106-8), i t resul ts that the leg is lator is n o t p a r t i c u l a r 
as « t o the u t i l i t y the w i t h d r a w a l s represent to the entrepreneur ' (viz. as an i n d i v i 
dual ) :* h u t on ly in te res ted i n Whether such a «self-consumption of serv ices* i n 
vo lves costs to Hie enterpr i se as such. 

2 T ) Recent l y the eminent A m e r i c a n economist S. Kuznets, in h is research 
on the nat ional income of the U . S. (Nat iona l income and cap i ta l f o rmat i on , 1919¬
1935, N e w Y o r k 1937), has in a w a y r e v i v e d the o l d «exchange-theory* of 
t axa t i on , cons ide r ing taxes as pr ices of pub l i c 'services pa id b y social consent, 
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I am aware, however,. that the nar row de f in i t ion of . self-
consumption that 1 am suggesting is unsatisfactory on several scores. 
Thus i n the invest igat ion of the volume of consumption of individual 
economies the omission of «self-consumed services* (or f o r tha t 
matter , ut i l i t i es of durable consumption' goods and the benefits .derived 
f r o m public services) may appear as a regrettable gap. I t should be 
remembered 1, though, tha t where th is gap is even more important , 
viz. in. compiuitatiions of national income, (it cam be f i l e d more or less" 
adequately by estimates, and t h a t such injustices as m i gh t arise f r om 
the acceptance of our concept i n income taxat ion can readi ly be re
moved by appropriate provisions of tax legislation, which is indepen
dent of economic theory. Moreover, the decisive fact, already alluded 
to above, is tha t every step across the l i m i t marked ^exchangeable 
tangible goods* leads into a veritable jungle o f logical di f f icult ies 
and invites the danger of d i s rup t ing the close systematic connection 
between income and production (or d i s t r i bu t i on ) . This is t rue not 
only f o r the broader income concept which includes self-consumption, 
but also f o r our narrower concept of income proper, f o r which i n this 
connection there only arises the question of bow t o t rea t the ut i l i t i es 
f r o m durable consumption goods. 

11. — I have only been strengthened i n my conviction that the 
values of «initangible goods* anust be excluded f r o m the economic 
de f in i t ion of individuial income (unless they represent values of 
services realised through, market, exchange) by <a recently published 
study o f <,<imputed incomes a s ) which, whi l e p r imar i l y guided by con
sideration of f iscal policy, presents a shrewd analysis of the problem. 
I ts author, Donald. B, Marsh,, regards «imputed income* as tha t -
species of «income i n kind» wh ich « arises outside the ord inary pro-
cessess of the marke t * and defines i t as «a f l ow of satisfactions f r o m 
durable goods out of the personal exertions o f the tax-payer on his 
own behalf ». iDefined thus, imputed income comprises a) self-
consumption of tangible goods, to) self-consumption of services, 
c) satisfactions f r o m durable goods. I f we leave aside the f i r s t i tem, 
which is not controversial, the fo l lowing may be said: 

Speaking o f .self-consumption of services, Marsh mentions as a 
«major source of imputed income* the much-quoted «tedious and nn -

A l though de f ended w i t h much acumen by the author this concept ion seems to 
m is take the rea l nature of modern taxa t i on . 

s s ) D. B. Marsh : The t axa t i on of imputed income, «Po!iticai Science 
Q u a r t e r l y * , vo l . L V I H , 1943, pp. 514-36. 
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requited -labor of housewives:^ and fur thermore states the case of 
«a suburban 'dweller who .has to decide whether to h i r e a gardener to 
care f o r his l awn or whether to do the job himsel f* . Now i t may at 
f i r s t glance appear s ta r t l i ng tha t the intermediate value only o f 
«imputed wages f r o m housework* i n the Un i ted States has been pu t 
at nearly $ 22 b i l l i on i n 1940; b u t closer inspection of the problem 
reveals tha t l i t t l e is gained by such estimates f o r the determinat ion 
of the income status of such «imputedi» receipts. iLeaving aside the 
problematic nature o f the computations themselves 2 9 ) , , i t should be 
kept i n mind , tha t there are «imputed» receipts f o r wh ich analogies 
f r o m the realm of marke t exchanges, and consequently bases f o r 
quant i tat ive assessment, are lacking. The d i f f icul t ies ar is ing there 
— : wh i ch Marsh perfectly realizes — are those confront ing every 
income theory wh ich defines income i n terms of an «inflow of satis
factions f r o m services and u t i l i t i e s * , i . e. as a psychic category. ( I 
shall r e tu rn to th i s type of theory, in another context ) , Moreover, how 
is th i s f o rmula t ion of income to cope w i t h i?he requirement, indis
pensable f o r the not ion of income, of de termin ing quantit ies, i n cases 
where there is a question of «renjoyment of leisure*, which Marsh80) 

r i g h t l y calls «of al l satisfactions,.the least susceptible of measuremient 
i n monetary terms*? I n the case of «gentleman gardening* cited 
above, i f one assumes that a n imputed income is enjoyed by the 
owner, and simutaneously 'admits t h a t a psychic k ind of imputed 
income accrues to h i m i f he «likes t a l l grass and the leisure of 
contemplating dt», how is one to arrive at a logically clear and sharp 
separation of those imputed receipts wh i ch should' be incorporated i n 
the economic income concept? Pursu ing his fiscal l ine of inqu i ry , 
Marsh w inds up by de f in ing as elements of taxable income only those 
imputed receipts wh i ch can be assessed w i t h relative ease and 
promise a sizeable revenue, i . e. besides 'the imputed rent on owner-
occupied houses, the imputed interest on such durable consumption 
goods as automobiles, furnishings, electrical apparatus, radios, and 
alir-jplanes. .(Let us mention, here t h a t H. C. Simons 3 1) who takes 
much the same view as Marsh proposes the use of some mul t ip le of 

2 9 ) These est imat ions have to suppose, e. g., What the m a r k e t pr ice w h i c h 
t h e y are based ' on , w i l l be the same as tha t , w h i c h w o u l d resul t if the whole 
supp ly of the commodi t i es and services i n quest ion ( i . e. i n c lud ing the self-
consumpt ion ) w o u l d have been b r o u g h t - t o marke t ; Th i s hypothes is , howeve r , is 
in no w a y abso lu te l y cogent. 

8 0 ) Ma r sh : op. cit . , p. 519. 
3 1 ) Simons : op. cit . , p. 131, 
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homo rentals wh i ch ane presumed t o correlate h ighly w i t h the n-et 
rental values o f fu rn i ture . ) There may be weighty arguments of 
fiscal and economic policy i n favour o f inc luding such imputed 
receipts i n taxable i n come 3 3 ) . B u t economic income theory must 
fo l low the rule o f «all or n o t h i n g * ; since «all» i t cannot be i t must b e 
n o t h i n g * , i . e. the values of self-consumed services must be neglected 
i n the same way as the ut i l i t i e s o f consumer's capital. 

12. — A problem that has long been the subject of controversial 
discussions i s concerned w i t h the income character o f so-called 
capital gains; i n such discussions the dist inct ion between «realized* 
and «unrealized» capital gains usually plays a prominent p a r t 3 3 ) . The 
problem has frequently been t i ed up, especially by Amer ican theorists, 
w i t h another and essentially d ist inct one, wh ich enquires whether the 
use w h i c h is made of receipts is of significance i n detemi in ing the i r 
income character, i . e. pract ical ly Whether those receipts wh ich are 
not destined f o r consumption bu t f o r capital f o rmat ion (savings) 
should or should n o t be thought o f as income 3 4 ) . 

I n bo th these questions the positions taken u p by t h e authors 
are great ly influenced b y -ideologies o f economic policy which 
themselves are n o t independent o f preva i l ing economic realities. 
.Part icular clear examples of th is interdependence are af forded b y 
certain Amer ican theories, notably those o f R. E. A. Seligman and 
/. Fisher. Bo th authors, regardless o f other differences, are agreed 
t h a t income is a psychic category consisting i n a f low of ' U t i l i t i e s o r 

'satisfactions. The arguments of these theorists, highly a r t i f i c i a l a n d 
questionable o n fooih logical a n d 'terminological g r o u n d s 3 4 * ) , h a v e t h e 

3 2 ) See Marsh : op. cit., pp. 518 and 534 f t 
3 3 ) The 'Significance of «realization* has .been • examined especia l ly by 

A m e r i c a n anchors. Cf. — besides Seligman and Simons — R. Magill : Taxab l e 
income, N e w Y o r k 1936. 

*-4) Seligman : The Income Tax , N e w Y o r k 1911 (and further edi t ions) , and : 
A r e istock dividend's income? («Studies i n P u b l i c . F i n a n c e * , N e w Y o r k 1925, pp. 
98 IS.). — I . U s h e r : The theo ry of interest , N e w Y o r k 1930, as w e l l 'as the 
following studies of the same a u t h o r : D e r Einkotinm'eiTslbegnff i m L i c h t e d e r E r 
fahrung («Wirtschaftstheorie d e r Gegenwart » — Festgabe für W i e s e r — vo l . I I I , 
W i e n 1928); Income in theo ry and prac t i ce , «Econometrica», v o l . 5, 1937, p. I ff.; 
Double t a xa t i on of savings, «American Economic Rev i ew » , vo l . X X I X , 1939, 'p . 
16 f f . ; Cons t ruc t i v e income t axa t i on , N e w Y o r k 1942 . '— Fo r a c r i t i c a l analys is 
of these ideas see S imons: pp. c i t . , p . 85, and Wuel ler : op. cit., pp. 558, 571. 

S 4*) I t is n o t e w o r t h y that F i sher ' s concept ion has la t e l y been re jec ted even 
b y accountants as « intenable»; see Norris: op. cit . , p. 376, and p. 381, note 1, as 
we l l as the cr i t i cs b y Zappa: op. c i t . , p. 260, note 4. 
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pract ical effect of severely res t r ic t ing the concept of income whi le 
seeming to give i t the 'broadest conceivable de f in i t i on ; thus dn the 
end not only donations and inheritances b u t also most capital gains 
are excluded f r o m the def init ions o f income, and may consequently 
be postulated as exempt f r om income tax. 

I t is undeniably t rue t h a t theories l ike those of Fisher and 
Svligman were i n complete harmony w i t h the extreme capitalist 
ideology and' practice which dominated U.S. economic policy up to 
the New iDeal period, and wh ich , among other results, caused the bu lk 
of receipts f r om public loans to be exempted f r om income t a x 3 5 ) . 
Notwi ths tand ing th is , or perhaps because of i t , those theories ('which 
Wueller jus t l y describes as «normativ.e ra ther than analyt ical* 8 6 ) ) , i n 
effect prejudice independent theoretical research i n favour of certain 
axioms of f inancia l and economic policy wh i ch are by no means 
uncontroversial, and cannot c la im universal val id i ty . The economic 
desirabi l i ty o f max imum fo rmat i on of pr ivate capital wh i ch forms 
the i r kernel has been made to appear very questionable — f o r certain 
sets of conditions at any rate — by recent economic theory under the 
influence of M. Keynes. I t i s probable tha t a combination of data 
Which made m a x i m u m capital f o rmat i on appear desirable did exist 
u n t i l the f i r s t W o r l d W a r i n the U.S.A. and several other countries, 
notably I ta ly , where Fisher's theories met w i t h par t i cu lar ly keen 
a p p r o v a l J I ) r i n the immediate fu ture , fo l lowing the unprecedented 
capital wastage o f the present war , i t may again exist temporar i ly 

3 S ) W h i c h S imons (op. cit . , p . 170) r i g h t l y t e r m s «the mos t ' f lagrant and least 
pardonab le of a l l such e r r o r s o f omission». — 'Fur ther w o r k s dea l ing w i t h the 
«tax-exempt s e cur i t i e s * p r o b l e m are G. Jèze: L a technique du crédit publ ic , Pa 
ris 1925, pp. 116, 210. — O. Schu lze : D e r « N e w Deal » . . ., Jena 1940, p. 92. -
S . Ra ine r : A m e r i c a n t a x a t i o n , N e w Y o r k 1942, pp. 485 iff. — J . W. Mart in : The 
social aspecfcs of tax exempt ion , «T l i e Annals» (Am. Academy of Po l . and Soc. 
Science) . Jan. 1936, p. 48, and the recent book of the same au tho r : T a x 
exempt ions , N e w Y o r k 1939. 

3 8 ) Wuel ler : op. cit . , p. 580. 
, S T) I n this respect re ference is made — besides F . F lora a. o. — espec ia l ly 

to E inaud i : I n t o r n o a i concet to d i r edd i t o imponfb i l e . . ., T o r i n o 1912. — 
Einaudi ' s ideas, p a r t i c u l a r l y h is postu la te to e x e m p t savings f r om taxa t i on , have 
been severe ly c r i t i c i s ed b y Fanno, Griziatti , and espec ia l ly U. R i c c i : Redd i t o e 
imposta , Roma 1914, p. 45 ; L a t axa t i on de l'épargne, «Revue d 'Economie Pol it ique», 
1927, pp. 860JÎ.; A n c o r a fa iassazione d e l r i s p a r m i o (Est ra t to da «Studi economic i 
f inaniz iar i corporativi», éd. b y the «Istituto d i F iuanza délia R. Università d i Na-
p o l i v R o m a 1942). See also the r emarks of E . D'Albergo: P r i n c i p i i d i Sciemza 
de lie Finanze, M i l ano 1940, p. 361, and Wuel ler : op. cit . , vo l . L I V , 1939, p. 572. 
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even i n economies which , l ike the B r i t i sh , had on the whole already 
passed on to a d i f ferent phase of development. B u t evidently quite 
d i f ferent sets of conditions may, and do, occur, .such as a dangerous 
propensity to «over-saving», wh ich could only ibe sharply aggravated 
by actions on the lines of Fisher's and Seligman's theories. Th is being 
so, i t i s evident that the answer to the theoretical questions raised 
here must not be sought i n relation to any axioms of economic policy 
or to f iscal considerations, the appl icabi l i ty of wh ich varies i n space 
and t ime. 

'The general remarks above may serve to introduce a short 
discussion of the two specific problems to be raised: here wh ich 
concern the places of capital gains and savings in income theory. 

13. — As regards capital gams, a difference has to foe made 
between the f inancia l results of professional speculation, which 
consciously aims at realizing such gains, on the one hand, and 
changes i n the value of capital (property) due to s t ructura l and, 
part icular ly , cyclical changes, on 'the' other hand, wh i ch are not 
imputable t o any productive act iv i ty on the pa r t of the capital 
owner. Wh i l e there can hard ly be a doubt concerning the income 
character of professional speculation gains — except f r o m the angle 
of an income theory wh i ch stresses periodic recurrence as a cr i ter ion 
— the nature of accidental capital gains is not so clearly defined. 
Their s ign i f i cance varies dependting upon the accounting v iewpoint 
accepted, wh ich may be tha t of the «static balance* serv ing to 
establish the capital (property ) situation, or tha t of the «dynamdc 
balance* serving to establish the pro f i t results of current economic 
act iv i ty . For our enquiry only the latter is relevant. T a k i n g th is 
stand:, then, i t becomes evident that by our two income cr i ter ia , 
unrealized gains f r o m changes i n capital value not due to speculation, 
must be disregarded i n the calculation of net income, because they 
represent at most a potential , b u t not a n actual and real increase in 
economic disposing power. iSuch an increase cannot appear u n t i l the 
gain is realized th rough the sale of the object in. question. B u t even 
i n this case i t must be taken into account tha t the realized ga in does 
not represent receipts result ing from the part ic ipat ion of the recipient 
i n the f o rmat i on of the social product, though the ga in is realized on 

the occasion of such part ic ipat ion. 
The conclusion f r o m the above argument is tha t even realized 

capital gains must not be regarded as elements of income, but as 
increments of capital (p roper ty ) . This conclusion appears al l the 
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more just i f i ed as in many cases the gains in question are purely 
inf lat ionary, i . e. f ic t i t ious and nominal in character, and are 
moreover — to the extent tha t they are caused by factors inherent in 
the .business cycle — offset in the long - r u n by corresponding capital 
losses'. 1 should, add, however, tha t m y stand taken i n economic theory 
does not exclude or invalidate a d i f ferent treatment of capital gains 
and losses in commercial and tax legislation. I ment ion dm this 
connection tha t pract ical ly no modern income tax . l a w 8 8 ) regards 
unrealized increments of capital values as taxable income, whereas 
the fiscal t reatment of such gains, • when they are realized, di f fers 
widely i n space and t ime. 

14. — /. Fisher is one of the most prominent exponents of the 
view t h a t only consumed receipts constitute genuine income, whi le 
savings'~do not. I f , on the other hand, our two cr i t e r ia are accepted 
as val id, i t becomes clear that al l receipts satisfying them partake of 
the character of income, regardless of whether they are used' f o r 
consumption or saving. Here again i t should be conceded tha t this 
theoretical recognition notwithstanding, a preferential f iscal treat
ment of savings may appear desirable under certain conditions as a 
measure of economic policy. B u t a l l arguments advanced by Fisher, 

Seligman, Einaudi and others should not tempt us to overlook the 
fact tha t i n the theoretical def ini t ion of income i t lis of p r imary 
importance to establish the economic nature of the derivation 

o f receipts'; the i r destination constitutes a quite dist inct and inde
pendent subject of inqu i ry , I n other words, i n exploring- the income 
character of receipts the problem consists i n c lar i f y ing the i r relat ion 
to a social product.already formed or on the point of being- formed, 
whereas i n examining the ut i l i za t ion of receipts the problem is to 
f i n d how this ut i l isat ion affects the format ion of a future social 
product : i n the f i r s t case receipts are looked upon as results, in the 
second case as factors of the process of production. 

15, There are cases i n which our view t h a t al l saved receipts 
belong to the category of income seems to lead to inconsistent con
clusions. One of these is the case of certain, business reserves ( i n 
French term inology «provisions*, i n recent German terminology 

™) «Internationaler Steuerneiastuiigsvergleich», Einzekscihriften zur S ta t i s t i k 
des Deutschen Reichs No. 23, Be r l in . 1933, P. 206. — Blümicli: op. cit., pp. 168, 
232, 300 and passim. - - H . Lauïenburger: Précis, op. c i t . , vo l . I , p. 40.' 
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«Rückstellungen» as d ist inct f r om «Rücklagen;0 3 9) which represent 
provision made fo r probable w o r k i n g expenses and losses. The 
detachment of such items f r o m income i n the interest o f a correct 
determinat ion of net pro f i t s is as legit imate as the deduction made 
on account of depreciation, wear and tear, obsolescence, loss of 
substance, etc. of capital goods. 

W i t h this remark we touch upon the in t r i ca te and ramif ied 
problem of deductible worMng and acquisition expenses, wh i ch is o f 
par t icu lar importance fo r al l receipts hav ing the character of yields 
4 0 ). Even i f i t is agreed t h a t «income» can never be any th ing bu t a 
net quanti ty, and t h a t consequently f r o m gross returns must be 
deducted all expenses «caused by the r u n n i n g of the entreprise as 
sueh» as wel l as a i l expenditure incurred « for acquir ing, preserving 
and ma in ta in ing the receipts*, the question s t i l l remains, o f which 

concrete, items e i ther of these t w o groups of allowances is actual ly 
made up. This i s not a problem wh i ch is susceptible to any great 
extent to t reatment on pr inciple and by de f in i t i on b u t one which 
must be solved, casuistically and th rough close collaboration between 
economic theory and the science of business management. I n th is 
collaboration the rôles are d is t r ibuted in. such a way tha t economic 
theory can contr ibute only some general • principles l ike the axiom 
tha t income or net p r o f i t can only be spoken of when the «mainten
ance of capital intact» ( i n the sense A. C. Pigou confers to th i s 
postulate) is assured; ind iv idua l decisions, on the other hand, 
assigning the character of «working expenses» who l ly or i n p a r t to 
th i s par t o f expenditure or that , evaluating objects of plant, 
machinery, f i x tures and f i t t i ngs etc., evolving the correct accounting 

3 9 ) «Internation'aler Steuetfbelastungsvergieich», op. cit., pp. 250-52. — 
B lumich : op. cit . , p. 196 and pass im. — I n order to avo id misunders land ings w e 
shou ld add tha t the so-cal led «épargnes-réserves» (Rist) w h i c h are genuine 
savings — except f o r no t y e t h a v i n g been assigned u n l i k e «épargnes-créatrices», 
to de f in i t e purposes — d o no t be lowg t o the cases men t i oned i n the t ex t , b u t are 
to be accounted e n t i r e l y as income. For tints d i s t i n c t i on see C h . R i s t : Essais sur 
quelques problèmes économiques et monétaires, Par i s 1933, p. 179, and H. Latiîen-
b t i r g e r : L e commerce et l ' o rgan isa t ion des marchés, Pa r i s 1938, p. 134 ff. 

4 0 ) Expenses df «Incame acqu is i t i on and maintenance» have indeed a 
c e r t a in signi f icance also fo r incomes of l a w y e r s , doctors , etc. and even f o r «pure» 
l abour incomes. ( Tha t is w h y m o d e r n income tax l a w s a l l o w deduct ions fo r 
expend i ture f o r i t ems such as profess ional c l o th ing costs, fares f o r t r anspo r t to 
w o r k i n g places, etc.) B u t bo th f r o m the theore t i ca l and p rac t i ca l v i e w p o i n t the 
prob lems dealt w i t h in the t e x t are mos t impor tan t b y 'Far f o r the computa t i on 
of business pro f i t s . 
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treatment f o r costs of new equipment, replacements etc., properly 
belong to the sphere of business economics where such questions are 
being treated w i t h increasing penetration and ref inement under the 
st imulus of modern income taxat ion and on lines parallel to the 
development of fiscal law. 

B u t despite, or even because, of this progressive ref inement of 
methods of establishing a correct p r o f i t and loss account and, thus, 
the actual «business net pro f i t s (whether i t be p r imar i l y actuated 
by the requirements of the enterprise i tsel f or by wants of tax ad
min is t ra t ion ) the concept of net business p r o f i t has lost much of its 
objective uuequivocality and general! va l id i ty . The fa r ther the inves'-
t i ga to r penetrates f r o m the- axiomatic core ' into the' d iversi ty of 
practical phenomena, the more he is compelled to allow f o r the 
peculiarities of the ind iv idua l case 4 1 ) . Thus, e. g., i n evaluating 
certain assets o r i n determining rates of depreciation he must confine 
himsel f to f i x only upper and lower l imi ts . Consequently, in the f ield 
of income taxat ion, the def ini te s t ipulat ion has often to be le f t to ad 
hoc agreements between the taxpayer and t ax ing author i ty , there 
being no generally recognized evaluation and accounting- principles 
applicable to every detailed question, 

Furthermore, the part icu lar purpose which the computation of 
p r o f i t is intended to serve w i l l influence the methods of accounting 
and eva luat ing ' ' 1 * ) . F inal ly , any decision as to whether th is o r that 
actual receipt proper ly belongs to «inconie» or not depends i n many 
cases upon «popuilar conventions* (Marshall) 4 2) and statistical or 
other practical considerations rather t h a n purely theoretical c r i t e r ia 
—. which , to complicate matters fu r the r , are themselves subject to 
frequent changes. 

Thus i t must be admit ted t h a t Keynes i s jus t i f i ed in s ta t ing * 3 ) 
that «net incomes ( i n his sense o f the term.) is «not perfectly clear-
cmt». Here i t has to be remarked tha t Keynes' d is t inct ion between 

4 1 ) See e. g.. «Internationaler Steuerbelastungsvergleicb», op. c i t . . p. 179, 
and Bttimich: op. cit . , p. 151. 

4 1 * ) See, e. g., K e s t e n op. c i t . , p. 494 ( «Prof i ts an est imate^) , and Morris : 
op. c i t . , p. 376. — The i m p o r t a n c e of «oustoni» f o r pro f i t account ing methods is . 
f r e quen t l y s t ressed b y .modern Business Economics ; of. e.. g . H. P . D'utton : 
Business o rgan i za t i on and management , 9. ed., N e w - Y o r k London , 1937, pass im, 
e. g. pp. 203-204. 

4 2 ) A. M a r s h a l l : P r inc ip l e s of Economics , 8. ed., L o n d o n 1925, p. 78. 
4 3 ) J . M. Keynes:" T h e genera l t h e o r y of employment , Interest and money . 

L o n d o n 1936, pp. 52-61. 
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«income* and «net income* burns on the postulate that i n net income 
not only the so-called «user cost» but also supp l ementary cost* are 
deducted. This «supplementary cost* consists of tha t p a r t of 
«involuntary losses* wh ich are 'unavoidable bu t not unexpected, 
wherein they- are dist inguished f r o m «windfall losses* Which are both 
invo luntary and unforeseen.' Burt this d is t inct ion f r o m the realm- of 
economic theory, jus t i f i ed and seemingly plain as i t is, sett ing apart 
«supplementary cost* to be debited to income account and ^windfa l l 
losses* to be charged to capital account, encounters considerable 
di f f icult ies i n i t s practical application, as Keynes himsel f admits. I t 
is, he says, «partly a conventional or psychological one, depending on 
what are the commonly accepted cr i ter ia f o r est imating supplemen
tary costs*. F ina l l y Keynes, much like Marshall ha l f a century (before 
h im , ends up by regard ing as «net income* a quant i ty w h i c h -depends 
largely upon what a atypical 'entrepreneur* considers as -^supple
mentary cost* when reckoning his net pro f i t . Such a low curtsey to 
business practice may appear unavoidable, bu t i t w i l l foe admitted 
that i t ha rd l y can satisfy the theorist 's longing f o r clear-cut, unequivo
cal s o lu t i ons 4 3 * ) , the less so as the businessman, especially the 
«typical entrepreneur*, even i f he adheres, to one of the numerous 
accounting o r valuat ion theories developed by business economists, 
usually makes decisions va ry ing in. accordance w i t h the tangible re
t i r e m e n t s of his par t icu lar case and With the cylical f luctuations o f 
trade, etc. 

16. — The foregoing discussion of the problems' connected w i t h 
the determination of business net p ro f i t requires some supplementary 
remarks as to whether i t is jus t i f i ed to include among the items to be 
deducted f r o m gross p ro f i t an amount supposed to represent the 
^entrepreneur's tvage» (wage of management). 

Whereas some earlier theorists (such as e. g. W. Roscher and 
N. G. Pierson) consider the whole of entrepreneur's p ro f i t proper as 
•^entrepreneur's wage* — actuated i n part by an ideological desire 
to prove p r o f i t to be equally just i f i ed economically and socially as 
the wages of labour — modern theory 4 4 ) generally employs the t e r m of 

• 4'8*) See i n this connec t ion the object ions G . Zappa (op. cit . , p. 251, note l ) 
makes against the Ang l o -Amer i c an tendency to base p r o f i t account ing upon con
vent ion and c ommon sense ra the r than general theore t i ca l p r inc ip l es . 

4 4 ) Th i s n a r r o w e r concept ion of ^entrepreneur 's w a g e * has a l r eady been 
urged b y H. K. E . v. ' Mangoldt (Die . L eh r e v om U n t e m e h m e r g e w i n n , L e i p z i g 
1855). — Besides see Fa i r c l i i l d -Buck -Furn i s s ; E l ementa ry Economics , 3..&Ú. N e w 
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^entrepreneur's wage* only for that part of an entrepreneur's -income 
Which is litmputable to his active collaboration h i his enterprise, and 
thus represents a k ind of «iniputed income*. Accordingly i t is'sought 
to determine the approximate level of the entrepreneurs's wage by 
reference to the salaries paid in other enterprises to executive 
directors engaged there f o r roughly corresponding services. 

.Against this conception various objections have been raised. 
Some of these have regard to the practical di f f icult ies accompanying 
Míe at tempt to determine the ievel of t h e e n t r e p r e n e u r ' s wage and to 
divorce i t f r om its association w i t h other income elements 4 B ) . I t is 
indeed hard l y possible to car ry out a clean separation of the various 
i^ems i n cases where the specific entrepreneur function of active 
management work , the «disposal func t i on* Or , as Schumpeter terms 
•it, the funct ion of «carrying through I W combinations* (viz. of 
capital elements), has not yet b e c o m e independent f r o m «routine 
functions* of an adminis t rat ive or technical character carried on by 
the same person. Such a state o f a f f a i r s prevails especially in 
medium-sized enterprises, wh i l e dim small un i ts a proper e n t r e p r e n e u r 

funct ion as a rule does not exist at a l l . Others point o u t 4 0 ) tha t an 
entrepreneur's ac t i v i ty c o u l d not proper ly be compared w i t h the 
functions o f an employed director or manager and that consequently 
the remunerat ion of -such persons c o u l d not serve as a b a s i s f o r 
determinat ing the imputed ^entrepreneur's wage*. 

I t cannot be denied tha t these arguments contain a large element 
o f t r u t h , mak ing i t desirable, e. g., f r om the angle o f tax policy, to 
disallow the deduction of entrepreneur's wage f rom gross p ro f i t as 
l ikely t o lead' to abuses. Ye t I believe t h a t the concept has its jus t i f i ed 
place i n economic theory and that i t is legit imate and useful i n oases 
W h e r e an entrepreneur discharges executive functions o f an 'ad
ministrat ive oi' technical k i n d beyond the specific entrepreneur 
act iv i ty of disposal and management, to allow f o r a remunerat ion for 
such executive w o r k among the r u n n i n g C h a r g e s . Otherwise, indeed, 

Y o r k 1936, vo l . 1. p. 455, ami G. Ca s se l : Theoret ische Nationalökonomie. 3, ed.. 
rMangen -Le i p z i g 1923, p. 154. 

4 5 ) See, e. g., K. D ieh l : Die Lehre von der D i s t r i b u t i o n (Theoret ische Na
tionalökonomie, vo l . I V ) , Jena 1933, p. 282, and F . Per roux : L a no t i on du p ro f i t 
no rma l et la l o i française d u 3 décembre 1926, L y o n 1928, p. 7. 

4 ( i ) P. Le roy -Beau l i eu : Traité d 'Economie Po l i t i que , 3. ed., v o l . Iï, Pa r i s 
1900, p. 189. — F u r t h e r o n « e e J . H . von ThÜnen: De r i so l i e r te Staat in Bez i ehung 
auf Landwirtschaft u n d Nationalökonomie, 11, Ros tock 1850, pp. 80 ff., especially 
83=84. ' . - - , 
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theentrepreneur income proper, i . e. p ro f i t in the purest sense, cannot 
become fu l l y apparent. (As already stated above, the same is true 
w i t h respect to entrepreneur's imputed interest ) . 

I isihould add, however, tha t t h e whole problem- ds o f significance 
only when either the functional distribution of t h e proceeds o f pro
duct ion or the division of one indiv idual 's total income i n categories 

of receipts is under consideration. I f i t is only desired to determine 
the income as such of M r . iBrown who besides the factory he owns 
a n d runs h imse l f possesses no other source of receipts," i t ds. evidently 
immater ia l whether the £ 1-0,000 wh i ch .represent the n e t returns of 
commercial act iv i ty af ter deduction of a l l other working- costs, losses, 
etc. are sp l i t up into, say, £ 3,000 of «entrepreneurs wage» and 
£ 7,00(3 of «profit», or n o t : M r . B r o w n ' n income w i l l i n any case 
consist of the f u l l £ 10,000. The case is d i f f e rent i f one regards t h e 
enterprise i tse l f — at least i n so f a r as a corporate body is under 
consideration — as an independent recipient of income. Tha t such an 
interpretat ion comes easily to the legal m i n d does not in the least 
affect the issue o f i t s economic soundness. Economic theory, i n our 
opinion, does not know of any «income» o f l imi ted l i ab i l i t y companies, 
partnerships etc. tha t could be dist inguished f r o m the aggregate 
incomes o f the various partners as individuals. As a s t r i c t l y «per
sonal» indiv idual category, income stands opposed to the «objective» 
category of returns. A l l re turns (yields) habi tual ly commute them
selves sooner or later i n one way or another. into income constituents; 
but th is does not dispose of the necessity of d ist inguishing clearly 
re turns f r o m income because of the i r d i f f e rent funct ional significance. 

17. :— The problem adumbrated above is fami l ia r f r o m the 
prominent par t i t plays ' in modern .income t a x a t i o n 4 7 ) - Yet all 
attempts to establish an economic jus t i f i ca t i on f o r separate taxes on 
corporation p r o f i ts have fai led ; i t ' i s only f r o m the fiscal v iewpoint 
t h a t such a jus t i f i ca t i on may be undertaken. There the question of 
undistr ibuted company pro f i t s f o rms the centre of discussion, because 
such .gains — ' W h i c h are of ever-increasing significance i n a l l 

d T ) H . Lauienburger : L ' impôt sur iè r e venu des sociétés commerciales,-
S t rasbourg 1926, a n d : Précis, op. cit . , v o l . I, PP. 122 i f . — C . Dietze l : D ie Be
s teuerung d e r Akt iengese l l scha f ten ." . ., Köln 1859. — J . Popitz: Körpersohafts-
steuer, «Handwörterbuch der Staats Wissenschaften», 4. ed., v o l . 5, pp. 895 ff. — 
Â. L ampe : Körperschafts-steuer, «Wörterbuch der Volkswirtschaft», 4. ed., vo l . 
I I , pp. 632 ff. — Se l igman: Essays i n t axa t i on , 9. ed., N e w Y o r k 1923, chap. V I -
V I I . A . Buebler : Pub l i c F inance , N e w Y o r k 1936, pp: 386, 447 ö- — H. Lutz : 
Pub l i c F inance , 3. ed., N e w Y o r k 1936, pp. 587 ff. 
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industr ia l countries — may evidently 'escape taxation- i f i t is confined 
to incomes proper, i . e. incomes of physical persons. However, i f the 
fiscal aspect of the matter is disregarded, i t becomes clear that 
undistr ibuted company pro f i t s too are elements of shareholder income 
and as such in no w a y d i f f e rent in character f r o m receipts actually 
collected, and later on saved and invested, iby an indiv idual . 

I t may be not irre levant to add, here tha t although one should 
re f ra in f r o m app ly ing the concept of income to companies and other 
corporate bodies and confine i t to physical persons, economic theory 
cannot object to, and should perhaps even require, conceding i t to 
groups of individuals united in «hotıseholds» * 8 ) , Evident ly the same 
individual income may have widely va ry ing standard of l i v i ng 
significance depending upon the economic situations of the recipient's 
household members. 'From the consideration, o f «ability to pay 
taxations, i . e. taxat ion according to principles such as t h a t of <equal 
(viz. indiv idual ) sacrifices, the increasing tendency of modern income 
taxat ion to tax households 4 9 ) as such is fu l l y justif ied 1 , and income 
statisticians r i g h t l y call today f o r methods pe rmi t t ing the grouping 
of national income by households 5 0 ) , 

18'. — The last series o f problems to be pointed out here — an 
adequate investigation would require a voluminous monograph .— is 
connected w i t h the relationship between income} and time. 

a) That income is understood t o be the sum of receipts accruing 
to ^ g iven person within an annual period is meirely a matter of con
vention. No th ing prevents us theoretical ly f r o m t ak ing a longer or a 
shorter period as a basis. Certa in di f f icult ies, however, are bound to 
arise as a result o f such, parcel ing o f t ime which — though indispens
able, for theoretical investigation© — is inev i t ab l y a rb i t r a r y and 
incompatible w i t h the « f low» character of .income accretion. 
These di f f icult ies become most evident i n the discussion o f the treat
ment of net losses, wh/tdh i s of part icular sginifiicanee \viith ooanmer-

. . , , , s ) O. PHeider&r: Die Staats Wirtschaft und das Soz ia lprodukt , Jena 1930, 
p. i: « Income be longs to the w o r l d of househoidrng», 

i 9 ) T h e so -ca l l ed ^pr inc ip l e of houselbol'd-taxation», i . e. the assessment of 
file aggregate incomes of a m a r r i e d couple and the i r m ino r ch i ld ren , is recognised 
i n the income tax l a w s off Grea t B r i t a i n , France , Germany , etc. 

s 0 ) «Das Deutsche Volkseinkommen», E inze l schr i t t en zur S ta t i s t i k . des 
Deutschen Reichs No. 24, B e r l i n 1932, pp. 102-3, 105-6, 117. — P. Jostock : W i e 
we i t s ind V o l k s e i n k o m m e n in te rna t i ona l v e r g l e i chba r? , «Weltwirtschaftliches 
Archiv», v o l . 49, 1939, pp. 268-69. •' • r '• - -
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cml and industr ia l incomes, fout m pr incip le 'involves other categories 
of income also. 

Evident ly i t is not suf f ic ient i n cases -where a net loss, or, as i t 
may ibs called, a «négative incarne», has 'been sustained -to assume 
that f o r the year in question no income has occurred, hi v iew of the 
continuity of economic processes the-loss must be «carried forward», 

i . e. deducted f rom, or set-off against, the amount of the net income 
of the fo l lowing year o r years. Unless this is done the pr inciple of 
capital preservation i s violated. Recognizing this, modem income tax 
legislation i n most — not a l l ! — states acknowledges the pr inciple 
of loss carry- forward , though sometimes w i t h certain restrictions, 
and only in connection w i t h the imputa t i on of commercial p r o f i t . The 
theorist, however, cannot recognize any (difference i n principié tha t 
should maltfe the same rule Inapplicable to other types of income, 
howevar great íhe practical -dOfficullties m i gh t be i n cases of non
commercial incomes. Le t us take the case of a physician, or lawyer 
who f inds himself unable as a result of protracted illness to meet his 
f ixed «expenses of acquisit ion of fincóme» f r om his gross receipts, 
and is compelled to l iquidate par t of his capital or to contract loans. 
I t is evident that i n such cases too, It is economically admissible to 
carry f o rward the loss — at least to the extent of the difference bet
ween gross receipts and" expenses o f acquisition. B u t wha t i f , although 
there is no such difference, nothing is le f t of gross receipts to meet 
unavoidable subsistence costs/ and debts are to be contracted' for this 

reason (as may. happen also i n the case of the unemployed worke r ) '? 
I consider t h a t an adequate deduction f r o m the next years income-
should be allowed in all cases where an individual 's économie situation 
has deteriorated as a direct result of an insuf f ic ient income,.!, e. an 
income wh i ch w i t h a l l f o r thcoming additions f r o m social insurance 
or public assistance does not allow of the defrayal o f m i n i m u m sub
sistence costs. 

I t may be noted tha t the cont inuity of the income-creating econo
mic act iv i ty is being taken; in to account more and more in the 
valuation principles developed by modern business economics and 
tax legislation. Whereas f o rmer l y i n the valuat ion of capital i tems 
such as machines each, object was given a «detached value» (¡Einzel-
w e r t ) , i . e. was considered i n a r t i f i c i a l detachment f r o m i ts funct ional 
associations -and f r o m the passage of t ime (often on the basis of a 
f ict lous l i qu idat ion o f 'the enterprise i n question), there has been a 
tendency lately, to establish the value attr ibutable to each object w 
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relation to the economic and technological .ensemble of which it forms 

part, assuming a continous unchanged functioning of the enterprise 

(«component value* or- ' «TeiJwert» ) M ) ; i n other words, the assessment 
of each ' i i t a i proceeds «upon the basis o f its value to the part icular 
business as a going" concern* 5 2 ) . 

b ) The connection between income and. time assumes even a 
greater significance in the f ie ld of trade cycle theory. Though genera! 
income theory certainly cannot aspire to 'providing a solution of the 
entire complex problem presented by cyclic phenomena, i t can pave 
the way for the solution of some of its constituent questions. - We 
allude i n this respect to w h a t Zw'edineck 5 3) calls «das Gesetz der 
zeitlichen EinkommensfoIig-e>> (law of t ime succession of income) 
Which as f a r as I can see has not h i ther to found art iculate appre
ciation in internat ional JMenature 5 : l*) , a l though i ts iundamenitai 'ideas 
f igure prominent ly i n con temporary theoretical discussions. 

These basic ideas i n a sense 'date back more than a century, 
inasmuch as they are stated — though s t i l l i n a. somewhat obscure 
f o rm — by Sismond>'r,i), who in the preface to the second edition of 
his «Nouveaux Prineipes» accuses J. B. Say and D. Ricardo o f hav ing 
neglected the nature and significance of income because of overat-
tention to those of capital and production. Sismondi develops a species 
of under-consumption theory which is largely conditioned by the 
author's observation of the profound economic crisis that fol lowed 
ilhe Napoleonic wars . Opposing- the opt imist ic classical assumption 
that every production necessarily br ings in its t r a i n a corresponding 
consumption, he seeks to prove tha t the magnitude of the present 
incomes which buy the product of -the preceding production period' 

: >1) For Hie «Te i iwe r t » , see Blümich: op. cit . , pp. ¿28, 253, and the l i t e r a tu r e 
there ment ioned . 

, r , a) De P a u l a : The pr inc ip les of aud i t ing , London , p. 94. (C i ted after « Inter
nat iona ler Steuerbelashvngsvergleieh», op. cit . , p. 317.) 

'•'•'') O. v on Zwiedineck-Südenhorst: Die A rbe i t s l os i gke i t und das Gesetz der 
»eitlidieti 'Einikommensfblge, «Weltwirtschaftliches Archiv » , v o l . 34, 1931 pp. 
361 'if.- — V. B loch : Kr i se und E i n k o m m e n , W i e n 1932. — A c c o r d i n g to J . Dobrets-
berger (Die monetären KmijuniktureriktäHingen und die ErEahrunigen 'seit der le tz
ten Kr ise , «Jahrbücher f. Nationalö'k. u. Statistik», v o l . 141, 1935, p . 402) flie 
kerne l of Zwiedlneck ' s t h e o r y is a l ready to he f ound w i t h SchalHe. 

S 3*) Even G. Haberler 's exce l lent book «Prospérité et dépression» (3. ed., 
Genève 1943) does .not ma!k-e m e n t i o n of Zwiedlneok's t h eo r y . 

r'4) S. de Sismoiidi : Nouveaux Pr inc ipes d 'Economie Po l i t i que , 2. ed.. Par i s 
1827, t. ï, L i v r e I I , dhap. 6/ 
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toy no means necessarily equals the value o f t h a t product, but 
generally is smaller. The difference .thus ar is ing, whi le harmless i f 
economic development proceeds slowly and steadily, reaches crisis-
generating proport ions i f a massive realisation of technological 
advances, pa r t l y occasioned by a r t i f i c i a l s t imulat ion, is concentrated 
into a short period. Wha t is objectionable is not the t rans format ion of 
production technique wh ich takes place unhurr ied ly as a -result of 
' industry's «natural prognars». b u t only tha t occasioned by «the 
present organization of society», meaning by the fu l l y .developed 
capitalistic system which i n Sismondi's t ime had «only justbegun» 5 5 ) . 

Zwiedineck, who jus t l y points out «the danger of overlooking 
the t ime factor in the economic process», also mainta ins t h a t there is 
no necessary «idenitity o f a nation's annual output and i ts annual i n 
come* 5 8 ) . H i s a/niaiïysis of the various types o f income shows tha t the 
incomes w h i c h can make the demand f o r the product of consumption 
goods effective are only pa r t l y to be derived f r o m the proceeds of 
this same product. A large propor t i on of the product must thus be 
bought by purchasing power representing the compensation fo r pro
ductive ac t i v i ty i n a subsequent period. Whi le h i ther to the prevalent 
assumption had been that the double aspect of incomes as a cost 
factor on the one hand, and a substratum of purchasing power and 
effective demand on 'the other, did not af fect i ts quant i t a t i v e ident i ty , 
Zwiedineck emphasizes the stresses generated by the fact tha t the 
sumig involved are «heterochronous». Most signif icant i n th i s con
nection is the fact t h a t present supplies of consumption goods, as fa r 
as they are demanded by wage-earners, are not paidi f o r f r o m the 
wages t h a t 'were par t o f the i r cost of production, huit f r o m , wages 
that are being earned i n the present, i . e. i n the production of goods 
which w i l l become marketable only i n the fu ture . According to 
Zwiedineck, especially where the populat ion i s stat ionary, there is 
great danger of a d isproport ion between 'the labour income derived 
f r o m a 'given product ion and that wh i ch is later go ing to buy the 
product of tha t production. T h i s is no t al l . The production technique 
characteristic o f a capital ist ic economy, which tends towards a con
tinuous «lengthening of the roundabout processes of production», 
causes the above mentioned «heterochronism» to become more and 

s 6 ) Si&mondrs afoove ment i oned ideas lhave foeen expressed i n an ar t i c l e 
about flhe ^ e q u i l i b r i u m be tween consumpt i on and p r o d u c t i o n * w h i c h f o r m s an 
a n n p * to the second ed i t i on of the «Nouveaux Principe 's* (op. c i t , t. [ [ , p. 408 if.) 

m ) Zwiedineck: op. cit . , p. 364. 
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more pronounced and the daniger of discrepancies between supply 
and demand (purchasing power) to become the greater — ceteris 
paribus — the larger the share of wage income is i n the nat ional 
income 5 7 ) . 

When Zwiedineck wro te his essay, the significance o f the relation 
between saving, consumption, and invesitmeut f o r the business cycle 
was already being discussed, although Keynes' «General 'Theory» was 
yet unpublished. Zwiedineck paid piratically no attent ion to th is 
discussion, bu t i t is evident t h a t it® results are of the utmost impor 
tance for the cont inuat ion and perfection o f h is t r a i n of thought. A 
systematic integrat ion of Zwiedineck's and Keynes' ideas whould i n 
fact yield f r u i t f u l results, f o r bo th general income theory and trade 
cycle theory. I t is interest ing to note tha t here aga in the germs of such 
a synthesis are already found i n Sismondi's w r i t i n g s ; M ) t h i s a/uthor 
e v e n states 'that «tbe basic problem of po l i t i ca l economy» wh ich 
consists according to h i m i n «keeping consumption in equ i l i b r ium 
w i t h production», was recognized and tackled already i n ant iqui ty . 
One of the remedies tlren applied, par t i cu lar ly in Egypt , consisted 
i n u t i l i z i ng the surplus o f consumption goods t o support iabouners 
engaged i n «unpraductive» work , viz. the construction o f public and 
devotional edifices, l ike pyramids, etc. ; another consisted i n 
encouraging the consumption o f l u x u r y goods b y the r i ch , a t h i r d i n 
preventing citizens f r o m active par t i c ipa t ion i n the process o f pro
duction by a preoccupation w i t h public and cultural concerns and 
activities. 

19. — I n dos ing the present study, I desire to répétât that , f a r 
f r om cla iming t o give a complete survey of .the problems of general 
income theory, I w i s h to present mere ly certain eonsituent questions 
that , to me, appear to be of outstanding importance. N o t only were 
the complex dynamics of income dismissed w i t h barely a h in t , bu t 
such v i ta l mat ters as the i nature and mutua l reflations o f various i n 
come categories and the set of problems related1 to the national i n 
come concept have had to be neglected here. Nevertheless I hope tha t 
oven th is f ragment may prove useful i n k ind l ing a new discussion 
of general income theory. 

5 T ) Zwiedineck: op. cit . , pp. 375 a n d 386. 
5 a ) See Sismondi 's a r t i c l e m e n t i o n e d i n note 55 (op. cit., p. 439 f t ) . 


