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When Lord comes to the agriculture of the USA 
Alluring the past century his tempo changes corn-
1111151etely. Here the essence of his contention is 

found on page 265 : 
"The present American experiment in develop-

ing flexible forms of economic and social democ-
racy, striking midway courses between individual 
and public enterprise, seeking reconciliations be-
tween local, state, regional, and Federal mandate 
and decision, is certainly a far more daring and 
radical departure from pre-ancient modes of gov-
ernment than communism is, or probably ever will 
be." He goes on to define communism as a "con-
cept of absolute government older than the pyra-
mids, older than the stone gods of the Incas." 

Lord thinks our system radical and the Russian 
system reactionary in an extreme degree. He 
then proceeds to put agriculture, the soil, and all 
the civilization built thereon, on a political basis, 
claiming that it was never more so than right here 
and now in the USA. I find it hard to go along 
with Lord on this unless he defines politics in far 
broader terms than "Conservative" or "Radi-
cal"—"Republican" or "Democrat." 

He quotes Einstein as saying, "From now on, 
Mr. Wilson, it is a race between education and 

S
catastrophe." Then he goes on to say, "The time 
ky come, even within the lifetime of those now 
young, when the excessively nationalistic passions 
and programs born of war in this and other lands 
will be reshaped into more definite and durable 
instruments of progress." 

In conclusion, I may say I am glad that Russell, 
on pages 421 and 422, honors me by quoting from 
a 1959 talk I gave in Washington, D.C. Curi-
ously enough in that talk I referred to the DNA—
deoxyribonucleic acid is the chemical that passes 
on hereditary information from one generation to 
the next. DNA has recently been given Nobel 
Prize publicity. In my talk, which Russell quotes, 
I referred to DNA in the following way : "No 
matter how much we may learn about DNA and 
the control of heredity, I say the mystery of life 
will grow greater, not less, as our knowledge ex-
pands. . . . May we find the wisdom and knowl-
edge to reconcile our past with our ever more 
rapidly changing future." 

Russell Lord strives in his book to find the 
answer to my prayer. 

Henry A. Wallace • 

Capital in the American Economy—Its Forma-
tion and Financing. 

By Simon Kuznets, assisted by Elizabeth Jenks. 
Princeton University Press. 664 pages. 1961. $12. 

TWELVE YEARS AGO the National Bureau 
of Economic Research undertook a major study 

of capital formation and financing in the United 
States. The guiding thought was this : Human 
welfare takes more material output, and more out-
put takes more capital goods to produce it. Ad-
ditions to the capital stock take corresponding 
savings out of current income. Such investment 
of saving is necessary if the individual quest for 
future security through financial savings is to be 
realized—i.e., if financial savings for retirement, 
etc., is to be later converted into goods and services 
without depriving others. Financial institutions 
channel savings into investment. Changes in such 
institutions over the long term are adaptations to 
changing needs. In this setting, the National Bu-
reau has taken as its task to describe the changes 
in capital formation and financing and assign 
reasons. 

Professor Kuznets' monumental effort is the 
seventh and last volume in the project. Separate 
volumes by different authors covering residential 
real estate; agriculture; transportation; commu-
nications, and public utilities; manufacturing and 
milling; governments; and financial intermedi-
aries were published from 1956 through 1961. 
The present work draws on major findings of 
these works and brings them into a framework 
of consistent countrywise estimates, and interprets 
the meaning. 

The book is divided into 10 chapters covering 
total capital formation, 1869-1955 ; trends in the 
structure of capital formation; trends in financing 
of capital formation; and 20-year swings in the 
long-term trends. A separate chapter sum-
marizes the major findings and another interprets 
the findings, in a provisional way, for the future. 
The statistical appendixes cover 172 pages. 

Only a few major points rather than a summary 
can be given. 

1. From almost any angle the growth in total 
stock of capital (defined as construction, pro-
ducers durables, business inventories, and net 
changes in foreign claims) has been impressive. 
The 1955 net capital stock was 15 to 16 times its 
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1869 level. The per capita increase was about 
fourfold. Since 1869 growth in capital formation 
held to about 20 percent of gross national product 
in current prices. In constant prices a slight 
downward trend occurred. Net  capital formation 
in current prices declined from about 13 percent 
of net national product in 1869-88 to 9 percent 
in 1946-55. In constant prices the decline was 
from 15 to 7 percent. 

This retardation reflects mainly the slowdown 
of the growth of gross capital formation attend-
ing the slowdown of population growth, and the 
increased importance of depreciable capital and, 
particularly, short-lived capital. 

Kuznets emphasizes that capital consumption, 
the difference between gross and net capital 
formation, reflects economic obsolescence more 
than physical wear. Hence, zero net capital 
formation would not signify failure to add to pro-
ductive capacity. Gross capital formation is the 
most inclusive measure of additions to productive 
capacity. 

2. What accounts for the impressive growth of 
capital? The growth of population and labor 
force can only account for a minor part. (How-
ever, retardation of population growth could have 
caused, indirectly, retardation in capital growth 
by retarding increased specialization of produc-
tion, increased productivity, and capital forma-
tion. This aside is typical of many stimulating 
comments Kuznets inserts throughout.) The 
main determinant of capital growth is the growth 
of product : While the product of one period de- 
pends on capital formation in the previous period, 
the latter depends on the product of a still earlier 
period out of which the required savings took 
place. 

With this, the author examines growth of capi- 
tal and the growth of output. The increase in 
real net national product per capita tripled over 
six decades—an unparalleled achievement—and 
reveals no clear evidence of any retardation in the 
the rate of increase. On the other hand, the 
growth rate of capital per person turned sharply 
downward after the 1920's. The comparative 
growth rates is expressed as a decline in the net 
capital-output ratio. 

3. How explain this decline in the relative im-
portance of capital since the 1920's? While it is 
not a firm inference from the record, Kuznets says 
that 
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44
. . . the explanation of the levels of and trends 

in capital formation in this country is to be 
sought in the saving process—in the factors th 
govern the supply of savings rather than the 
demand for capital funds. It is in the eco-
nomic and social constraints on the savings con-
tribution of governments and of private 
corporations, and in the factors that govern the 
consumption and savings patterns of individu-
als—the main source of savings—that we may 
find the basis for a theory that would cogently 
account for the levels of and trends in at least 
the proportion of capital formation to national 
product." (pp. 110-111) 

This is a bold thought and it divides Professor 
Kuznets from others who hold that the principal 
limitations on capital formation is in the demand 
for capital. It is a welcome intellectual thrust 
and should stimulate thinking about the entire 
issue, including Kuznets' cogent ideas on deter-
minants of the level of savings. 

4. Extended analysis is given to financing cap-
ital formation since 1900. However, the short-
ness of the period covered, in the light of major 
instabilities, and the complexity of financial trans-
actions are handicaps to analysis. Yet definite 
trends in external and internal financing are dis-
cerned and rationalized. The increasing impore 
tance of financial intermediaries in the scheme of 
things is described following Goldsmith's detailed 
volume on the subject. 

The student of finance will find the many sta-
tistical findings useful and still be sympathetic 
with the author's dissatisfaction with what can be 
shown with existing data. This reviewer would 
like to see the time that empirical analyses of 
financing investment could be cast into a frame-
work wherein the whole complex of financial 
claims that allocate equity and define enterprise 
positions (and not just corporate shares) are con-
sidered. Equity claims and not debt claims are 
the chief determinants of production and capital 
formation. 

A final point deserves mention. Some of the 
restraint on capital formation and savings in re-
cent decades, discovered by the author, probably 
arises out of a classification procedure. There 
has been a marked shift in the locus of capital 
from producer sectors to household sectors—e.g., 
from buses to autos, from laundries to home wash-
ers and dryers, from theaters to television, etc. • 



The author's warrant for excluding these in na-
Aonal capital formation and savings, is that they 

flect consumer activity. Consistent with this 
view, estimates of household production of serv-
ices are not included in national income (except 
for the services of dwellings) . 

The capital-output ratio for the household as a 
producer undoubtedly is much higher than the 
capital-output ratio of commercial producers of 
the corresponding services—since the household 
is a very "inefficient" plant for such purposes. 
But this so-called inefficiency also reflects the fact 
that people do more savings in the form of du-
rable articles than in financial claims (if one could 
anticipate his retirement needs correctly, he might 
do even more of his savings for retirement in du-
rable articles) . To interpret the welfare implica-
tions of these shifts requires a fuller understanding 
than we have of the economics of the household in 
the context of uncounted social costs of living, com-
muting, and working in congested urban centers. 

Professor Kuznets probably is quite aware of 
such gaps and limitations. Caution abounds 
throughout his admirable book and his own assess-
ment of it is summarized at one point as follows : 

44
. . . while we hope that it advances our knowl-

edge a notch, its contribution can be tested only 
when its results have been absorbed and revised 
in a more extensive framework in which they 
will find their proper niche as well as eventual 
oblivion in the loss of their identity." (p. 14) 

Allen B. Paul 

The Real National Income of Soviet Russia 
Since 1928 

By Abram Bergson. Harvard University Press, Cam-
bridge, Massachusetts. 472 pages. 1961. $8.75. 

THIS is an important book—and an irritating 
 one. It is important because it provides long 

awaited measures of Soviet economic growth from 
1928, the start of the First Five-Year Plan, to 
1955 when the Fifth Five-Year Plan ended. It 
is irritating because poor organization and heavy, 
repetitive prose make it very hard to read. 

Economic intelligence work of a high order is 
necessary to penetrate the smoke curtain of offi-
cial statistics released—or not released—by the 
Soviet government. Professor Bergson, a leading 
practitioner of this art, is associated with the 
Russian Research Center at Harvard University 

and also with the Economics Division of the 
RAND Corporation. His latest work is the cul-
mination of nearly 20 years of research to which 
many persons contributed. 

National income releases by the Soviet govern- 
ment have been limited in scope, usually confined 
to over-all aggregates, and sometimes given only 
as percentage changes. Soviet concepts have also 
been influenced by the artificial Marxian distinc-
tion between productive and unproductive activity. 
Under the circumstances, the "Sovietologists" in 
this country have felt rather strongly that the 
construction of social accounts for Soviet Russia 
was much too important a job to be left entirely 
to Soviet statisticians. 

We share this opinion. But it is harder to accept 
the bickering that has ensued among multifarious 
experts—and that is again evident in this book. 
It is almost as if sluggish growth and excess 
capacity in this country have provided a surplus 
of resources to be used in measuring the more 
efficient performance of another economy. Let 
us hope that our own performance will soon belie 
such impressions. 

This study is actually concerned with the real 
gross national product of Soviet Russia, not its 
real national income, so a better title might have 
been "Soviet GNP in Constant Prices, 1928-55". 
GNP estimates for 1928, 1937, 1940, 1944, 1950, 
and 1955 were developed in constant ruble prices, 
using alternative price weights for several widely 
separated years so as to insure that the analysis 
would not be vitiated by the index number 
problem. 

This was a tremendous job of developing esti- 
mates and analyzing the results. Bergson gives 
credit in the preface to 22 different persons for 
important contributions, some of which have al-
ready been published as studies of significance in 
their own right. From the subjects of these sepa-
rate studies it is evident that the author had some 
considerable help. But he deserves credit, never-
theless, not alone for the original conception, but 
also for combining results of the various studies 
and giving us the first report to express Soviet 
data in constant ruble values. 

Perhaps a simple percentage comparison will 
help to impress agricultural economists with the 
many and important implications of this work. 
Soviet GNP includes an item called "consumption 
of farm income in kind." It is the same as our 
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