


PREFACE

This Paper gives estimates of national income and expenditure
In a form designed to show changes in the distribution of the
country’s resources between different uses.

The iIntroduction to the corresponding paper issued in April
1945, Cmd. 6623, contained a discussion of the principles of social
accounting followed In this series of papers. Reference should be
made to that discussion for fuller explanations of the treatment
and the definitions adopted In this Paper. In those cases where
the definitions differ from those In Cmd. 6623. the changes are
noted and explained Iin Appendix Il. In general, changes have
been made eilther because more information has become available
or for reasons of logical consistency.

All the statistics In this Paper unless otherwise stated are for
calendar years and relate to the United Kingdom of Great Britain

and Northern lreland.

The numbers In square brackets [ ] after the titles of items
In the tables In Sections | to 1V refer to items in the main tables
In Section V. These numbers are intended solely for reference
purposes and no account is taken of the sign of the corresponding

Iitem 1n the main tables.

The tables have been prepared Iin the Central Statistical Office
with the collaboration of the Treasury and other Departments.
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NATIONAL INCOME AND EXPENDITURE
OF THE UNITED KINGDOM
1938 TO 1945

INTRODUCTION

Detailed tables of income and expenditure are given in Section V. Table I

sets out the main totals and shows the relationship of the various concepts of
Income and product to one another.

NATIONAL INCOME AND PRODUCT
TABLE 1
£ million
1938 1939 1940 1941 1942 1943 1944 1945
Personal income before
taX [29] .................. 4’772 5,010 5720 6 400 7 087 7 643
plus Other private in- | | 8,019 8,351
come before tax [39]... 259 369 615 919 962 980 975 900
Private income before
tax [45] .................. 5,031 5’379 6.335 7 319 8 049 8623
. less Transfer payments | 8,994 9,251
from public authorities
to the private sector
[70] e, —475  -469 —484 522 .581 —724 _go1
Private income from cur-
rent economic activity 4,556 4,910 5.851 6,797 7.468 7.971
p/us Public income from 8.270 8,360
trading, property, etc.
[56] ... K« 54 50 71 89 132 147 131 123
National income (or net
p6roductat factor cost)
[O] e, 4,610 4960 5922 6,886 7600 8118
8 plus Sums allowed for | 8.401  8.483
depreciation and main-
tenance [85]. i, 475 485 505 515 520 520 520 520
9. Gross national product
at factor cost.................. 5.085 5,445 6,427 7,401 8.120 8.638
10. plus Indirect taxes net | | 8,921 9,003
of subsidies [53-65] 601 669 827 1,089 1.207 1.295 1.256 1.188
11. Gross national product
at market value 5,686 6.114 7,254 8,490 9,327 9933 10177 10.191

Peponal income before tax Is the sum of incomes received by individuals
chanties and non-profit making bodies from whatever source they are derived e
Income includes, In addition, the undistributed profits of companies
and thus constitutes the total income accruing to the private sector of the
economy. The figures of personal and private income are of particular use In
analysis of changes Iin consumption, and In the discussion of tax policv
~oth senes, however, contain an element of duplication, in that they include
both direct taxes paid to public authorities and transfer incomes (for example
unemployment assistance, old-age pensions and national debt interest) received
from public authorities. To the extent that they consist of such IraZZ

affected by changes In fiscal policy or social insura/ce

49315
A 3



From some points of view it Is important to have a measure of the total
national output of goods and services which iIs not affected by such changes.
Except In so far as the treatment of depreciation and, hence, profits is a fiscal
matter the figures of national incotne or net national product shown m item 7
of table I, satisfy this need. They show the value of the product of the
United Kingdom from its resources at home and overseas. This product iIs m
later tables measured by both the incomes received from economic activity and
the expenditure which gives rise to such incomes. The figures of net national

product are net in the sense that they exclude sums aUowed for depreciation
and maintenance, and are atfactor cosf-that is they represent the remuneration

of the factors of production employed In producing goods and services. They
therefore include the amount of subsidies received from public authonties but
exclude indirect taxes paid to those public authorities.

Gross national product at factor cost includes sums aUowed for raamtenance
and depreciation, and, at market value, includes iIn addition, the amomt o

Indirect taxes paid to public authorities less subsidies received. The sue of
the gross national product at market value Is, therefore, affected by changes

In the division of government revenue between direct and indirect taxes.



CHANGES IN THE COMPOSITION OF THE NATIONAL
PRODUCT

Although the size of the national product rose during the war both in money
and in real terms, the calls on the national resources for war purposes could
not be met without cutting consumption, reducing capital formation at home,
disposing of external Investments and increasing external liabilities. The
purpose of this section is to show how the distribution of the national expendi-

ture between whar expenditure, consumption and capital formation changed
during the war years.

Total expenditure on goods and services by public authorities iIncreased
more than fivefold betw”™een 1938 and 1943— from £941 million to £5,227 million.

It rose slightly above this level In 1944 and in 1945 was still only about
£200 million below 1943. The 1945 figure w'as raised In relation to those of
earlier years by the inclusion of £161 million to cover the cost of the final

Lend-Lease settlement with the United States. No Exchequer issue was made
In respect of this item.

EXPENDITURE ON GOODS AND SERVICES BY PUBLIC AUTHORITIES AT

MARKET VALUE
TABLE 2 £ million

1938 1939 1940 1941 1942 1943 1944 1945

1

1. Central government 1
() War expenditure

[115] e, 343 735 2,467 3,579 3,962 4,609 4,645 4,389
(b) Other current ex-

penditure [116]... 92 105 117 131 140 139 140 155
(c) Net non-war capital |

formation [117]... 24 25 18 11 11 10 8 40

2. Extra-budgetary funds an
local authorities

(a) W ar expenditure ... 5 45 107 134 117 99 89 78
(b) Other currentexpen-

diture oo, 376 382 1 382 396 409 408 416 434
(c) Net non-war capital ﬂ

formation [72] ... 101 70 8 -2 3 -34 —38 -4 2 —37

3. Total [73-77] . ceeveirnn. 941 1,362 3,099 4,228 4,605 5,227 0,256 5,059

1

The series In table 2, however, do not give a consistent measure of the goods
and services currently at the disposal of public authorities during the war
years. In the first place, they exclude the value of goods and services received
as Lend-Lease assistance and Mutual Aid before V-J day or paid for out of
the Canadian contribution of 1942. In the second place, they are, with the
exception noted above for 1945, figures of cash payments and these fell short
of the value of work done on government account Iin the years 1940 to 1943
when war programmes were expanding and exceeded it in 1945 when programmes
were being cut. Table 2 does not, therefore, bring out fully the year to year
changes In the claims of the government on the country’s resources.

In table 3 an attempt Is made In line 2 to allow for the second of these
factors and thus to give a measure of the total value of war work done on
government account. In item 5 of the table the value of this work iIs shown
after deduction of the indirect taxes which enter into its market value and, since
they are paid to public authorities, represent merely a -transfer within the public
sector of the economy. Item 5 is, therefore, a measure of the factors of

prllroduction taken up by the war effort and iIs here called the " national cost of
the war



NATIONAL COST OF THE WAR

1940-45
TABLE 3 I million
1940 1941 1942 1943 1944 1945

1. War expenditure by public

authorities 2.574 3.713 4.079 4,708 4,734 4,467
2. Increase In work In progress on

government account held under

private finance [10] 125 175 75 25 -225
3. Total market value of war work 1 1

done on government account 2,699 3.888 4,154 4,733 4,734 | 4.242
4. less Net indirect taxes included in

market value —104 -171 -166 —181 —188 -95
5. National cost () of the war 2,595 3,717 ] 3,988 4,552 4,546 4,147

(") Expenditure at market value /ess Indirect taxes plus subsidies.

The analysis Is carried a stage further In table 4. There the cost of the
factors of production taken up by the war effort is compared with the cost of
the factors of production used up In providing current non-war goods and
services and In adding to the country's stock of assets at home and abroad.
All the figures In this table are on the same basis as those In table 3, that Is,
they are at the prices current in each year, adjusted for indirect taxes and
subsidies. The item of government consumption consists of the cost of the
ordinary peace-time services of government, such as justice, education and
road maintenance. Net non-war capital formation includes work on both
pubhc and private account.

COMPOSITION OF NET NATIONAL PRODUCT

(') Expenditure at market value less indirect taxes p/us subsidies.

6

1938 1939 1940 1941 1942 1943 1944 1945
£ million
N ational cost (i) of
Consumption
Personal [30] 3,602 3,659 | 3,796 3.839 4,010 4,006 4285 4,582
Government .. £56 473 | 483 508 531 532 544 578
W ar 338 754 2,595 3.717 3.988 4,552 4546 4,147
Net non-war capital for-
mation 214 74 -952 -1.178 —929 —972 -974 -824
Net national product at
factor cost (or national
income) [6] .ooereennne. 4610 4.960 5.922 6.886 7.600 8.118 8,401 8.483
Percentoges
Consumption 88 83 72 63 60 56 58 61
Tt
W ar 15 U 54 52 56 54 49
Net non-war capital for- 1 10
rn*tlon ooo oee — 16 - 17 12 - 12 -
Net national roduct at
factor cost " 100 100 100 100 100 100 100 100



The total national cost of personal consumption at current prices rose
between 1938 and 1945 by £980 million, or 27 per cent. Consumers'
expenditure In real terms, however, had by 1941 fallen 17 per cent, below
the pre-war level and even In 1945 was still 14 per cent. less than in 1938.
This fall i1s discussed in more detail in Section |11,

NATIONAL COST (™ OF PERSONAL CONSUMPTION AT CURRENT AND
AT 1938 PRICES

TABLE 5
|
1 1938 1939 19£0 1941 1942 1943 1944 1945
£ million 1
At current prices [30] 3,602 3.659 3.796 3,839 4.010 4,006 .4,285 4,582
At 1938 prices . 3,602 3,603 3,241 3.001 2,963 2,844 2,974 3,115
Index numbers
(1938=100)
At current pricesS....cceeee...... 100 102 105 107 111 111 119 127

At 1938 prices . 100 100 90 83 82 79 83 86

{") Expenditure at market value less indirect taxes plus subsidies.

Consumption could not have been maintained at this level If capital
had been maintained Intact. In fact, net capital formation was negative In
each of the years 1940-45. Some analysis of this loss of wealth iIs given below.
It 1S, however, especially important to bear in mind the technical limitations
of the figures presented :

Firstly, it has not been possible during the war to make a direct estimate
of private domestic capiti formation, which has had to be obtained as a
residue by subtracting all the other elements Iin the net national product
from an independent estimate of the total. It is, therefore, peculiarly
subject to error.

Secondly, the allowances for depreciation used In calculating income
and net capital formation are, except Iin the case of agriculture, based on
Inland Revenue practice : that is, they are calculated on the original and
not on the replacement cost of assets. In a period during which costs
are rising, these sums will in fact fall short of replacement costs, and the
figures In line 3 of table 6 should accordingly not be used as a measure of
what it would cost the country to replace all its lost wealth.

Thirdly, while no deduction has been made for loss or damage due to
enemy action, the making good of these losses so far as it has occurred Is
Included In capital formation.

Fourthly, the estimates given of net capital formation make no allowance
for under-maintenance of plant and equipment.

All these factors work in the same direction. On the other hand, government
expenditure of a capital nature for war purposes has been entirely excluded

from the figures of capital formation given in this paper although some part
of It will have a peace-time use.




NON-WAR CAPITAL FORMATION

TABLE 6

. Gross

non-war capital
formation at home and
war losses made good
[88-r90]

. less Sums allowed for

depreciation and
maintenance [85]

Net capital formation
at home and war losses
made good [9 -f 11
“T 12]

Net lending abroad and
purchase of assets
and financial claims
from overseas [91]

Net capital formation
at home and abroad

1938

780

-A 75

305

1939

826

-485

341

-250

91

1940

364

-505

-141

-804

-945

1941

170

-515

-345

—3816

1942

283

-520

-237

-663

-900

1943

251

-520

-269

-"80

-949

1944

211

-520

—309

-659

-968

£ million

1945

534

-520

14

—3819

-805

[9- 11 T-12 - 13]... 235 — 1,161
6. less Net indirect taxes
falling on gross capital

formation at home ... - 21 - 17 — 7 — 17 — 29 - 23 — 6 — 19
7. National costofnetnon-

war capital formation

at home and abroad (®) 2 U 74 -824

—952 —1,1/8 -929 -972 —974

(1) Net non-war capital formation at home at market value less Indirect taxes p/us subsidies’
p/us Increase in net lending abroad and purchase of assets and financial claims from overseas.

Of the total recorded disinvestment during the years 1940-45, however, only
about one-fiftth was accounted for by failure to maintain egquipment and
stocks In this country. The balance of £4,628 million represented a loss of
external assets or a piling-up of external liabilities. It should be noted that
the figure of £819 million for 1945 given In line 4 Includes £161 million
($650 million) as indebtedness to the United States Government arising out of

the Lend-Lease settlement.



*CHANGES IN THE COMPOSITION OF PRIVATE OUTLAY

The changes in the composition of the national product discussed In the last
section have been reflected In changes In the composition of private- outlay.
Table 7 shows the distribution of private income between expenditure on
consumption, direct tax payments and saving.

DISPOSAL OF PRIVATE INCOME
TABLE 7

I
1938 ; 1939 i 1940 1941 1942 1943 1944

£ millicn 1
Consumers’ expenditure at market 1
value [30 “ 3 1 ] ., 4,160 4.271 4.496 4,721 5.004 5082 5.335

Direct taxes [32 -33 -34—40—£1] 545 595 786 11,230 1,513 1,902 2,107

Private saving (including undistri- [
buted profits) [35 -» 36 —42 —43] 326 513 1.053 j1,368 1,532 1.639 1552

.
Private outlay [46] . 2.031 15,379 6.335 7,319 8.049 8.623 8,994
Percentoges
Consumers’ expenditure at market 1
value 83 30 | 71 1 65 62 59 59 61
DIreCt taX €S i 11 11: 12 17 19 22 24 23
Private saving (including undistri- | ii
buted profits) . 6 9 17 18 19 19 17 16
Private outlay 100 I 100 100 100 100 100 100 100
I

A. Consumers' Expenditure

Table 8 shows the distribution of consumers’ expenditure on goods and
services at current market prices.

More detailed figures, together with definitions of the items are given In
Appendix Ill. Revisions in detail have led to several changes compared
with the figures previously given, the most substantial of -these being In the
estimates of expenditure on food and alcoholic drink. In iInterpreting the
figures and those In tables 9 and 10, the following definitions should be noted :

(1) The figures relate as far as possible to expenditure met out of
personal income including that of charities and other non-ptofit-making
bodies as well as of individuals. The figures for individual categories relate
to purchases In this country even when made by tourists or Dominion and
Allied troops. On the other hand they do not iInclude consumers’
expenditure abroad out of British personal income. A rough adjustment
for these factors is included In item 18 of the table.

(2) Expenditure on consumers’ goods and services by business and
public authorities Is, as far as possible, excluded except In certain cases
where the object purchased iIs resold to persons as part of a composite
product or service. Thus, personal expenditure on meals In restaurants
and hotels Is spread over several categories ; the cost to the establishment
of the food used appears In item 1, 'food ' ; the rent of the building In
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item 4 'rent, rates and water charges’; the chinaware and cooking
utensils purchased In item 6 ," hardware ' and an aUowance for the purely
ser\'ice and managerial element of expense In item 14, ‘ other services .

(3) The figures represent the expenditure of consumers In the above
sense on goods and services of all kinds whether these are pro™ded out of

PERSONAL EXPENDITURE ON CONSUMERS' GOODS AND SERVICES AT
CURRENT MARKET VALUE

TABLE 8 £ million
1938, 1939 1940 1941 1942 1943 1944 1945
1* Food we 1221 1,262 1.309 1,323 1,369 1,330 1,396 1,414
2. Alcoholic beverages—
wpA 195 211 273 346 420 470 529 550
ADther ... ooo 90 99 103 118 122 138 133 135
3. Tobacco—
Cigarettes 1U 168 215 264 343 412 428 469
CDther ... ooe 32 36 47 55 72 79 79 79
4. Rent, rates and water charges 491 510 519 515 509 510 512 517
5. Fuel and light 195 198 223 236 240 236 248 265
6. Durable household goods— s 0
Furniture and furnishings 152 146 139 128 114 83
Hardware 82 77 73 69 60 56 56 75
7. Other household goods 51 53 56 55 50 49 52 53
8. Clothing—
FootV\?ear 73 78 90 91 97 87 90 93
O ther clothing
Men’s and boys’ wear 127 131 137 116 123 101 125 130
Women’s, girls’ and Infants’
wear ¥ 246 249 269 245 267 241 279 i293
9. Reading M atter.eeeeeeeenne, 61 61 66 67 73 77 84 88
10. Privately-owned motor vehicles : 2 26
and their running expenses 114 101 34 27 14
11. Travel 159 152 138 165 198 207 210 238
12. Communication services 29 29 32 37 39 48 54 51
13. Entertainm entS..ooeveceeeeeeeeeneenn, 60 56 57 83 113 133 142 153
' i 441
14. Services not included above .. 452 450 449 453 422 404 404
15. Other goods oo, 176 180 186 188 183 189 200 228
. 205
16. Income in kind of Armed Forces 17 29 g1 135 146 185 199
17. Total of above items  oeevvnnn, 4167 4,276 4,496 4,716 4.974 5.042 5295 5,584
— 7 —5 5 30 40 40 50

18. Adjustment () e,
19* Tot?l [7) 4160 4271 4.496 4.721 5,004 5082 5335 50634

0) It is nectsiary to make a specific adjustment in order to convert the total in line 17 to a
total of purchases out of British Iincome.
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new production or from stock. Second-hand goods are not included, but

an allowance Is made In item 14, ‘other services for the costs, including
profit, of handling and reconditioning them.

In table 9 estimates are given of the value of the various components of
consumers’ expenditure In terms of constant prices.

PERSONAL EXPENDITURE ON CONSUMERS' GOODS AND SERVICES
CORRECTED FOR PRICE CHANGES

TABLE 9 £ million at 1938 prices 1
1
1938 ' 1939 1940 1941 ! 1942:I 1943 1944 1945
. i
1* Food ooe ooe 1,221 1,231 1.075 983 1.022 980 1,027 1,034

2. Alcoholic beverages—

— L

Beer 195 203 202 1 230 233 236 249 259
Other ... 90 95 82 84 68 . 64 59 60
3. Tobacco—
Cigarettes e, 144 {1 150 149 166 174 176 177 194
Ather 32:1 32 30 32 32 29 28 27
4. Rent, rates and water charges ... 491 504 507 j 502 496 497 499 501
5. Fuel and light ..., 195 ; 196 200 201 196 185 186 192
1
6. Durable household goods—
Furniture and furnishings 152 1 144 105 70 48 36 30 42
Hardware e, 82 | 75 59 45 33 29 29 38
7. Other household goods 51 53 51 47 42 40 40 40
8. Clothing —
FOOtWeEAr e, 73 76 638 58 56 53 53 54
O ther clothing |
Men’s and boys’ wear 127 | 127 103 70 69 57 69 70
Women’s, girls’ and Infants’ )
WeEeAl e, 246 241 201 147 148 137 153 155
9. Reading m atter...coceiiviieeeeriinnenn. 61 | 61 57 ' 59 60 63 68 72
10. Privately-owned motor vehicles
and their running expenses ... 114 100 29 22 11 6 6 21
11. Travel e, 159 152 128 : 144 169 181 184 207
12. Communication services 29 28 26 | 28 32 35 35
13. EntertainmentsS......ocvienieennenne 60 56 48 | 70 82 83 83 88
14. Services not included above ... 452 448 402 377 330 304 293 313
15. Other goods ., 176 176 159 1 125 103 105 110 117

During the war most groups of consumers' expenditure showed a decline In
real terms, but the extent of the curtailment varied appreciably between
different groups. The greatest decline was in the categories of durable goods
and personal services. Purchases of new motor-cars by private individuals
ceased entirely for five years, purchases of furniture were by 1944 down to
only one-fifth and purchases of clothing not much aboVe half of their 1938 level.
In both these last two categories expenditure rose slightly in 1945, In
contrast, there was during the war a rise in expenditure on drink, tobacco and
entertainments, all items subject to exceptionally heavy indirect taxation.

49315 | | A b



It Is Important to bear In min™ ce't™in qualifications to which all the
categories in table 9 are subject to some extent:

(1) The figures relate to the expenditure of the total population of the
United Kingdom, which, because of the movement of troops between this
country and overseas, did not remain constant either in size or composition.

Thus, for example, In 1943 and 1944 ‘large numbers of Allied and
bominion troops were stationed In this country, whose expenditure was
distributed very differently from that of the average British civilian.
Their expenditure on rent was smaller, but their expenditure on drink and
entertainments was larger, than the average.

It is not, therefore, to be expected that the movemen t of these aggregate
of expenditure will reflect at all exactly the changes experienced by any
particular class or individual.

(2) It has not been possible with the data available to adopt a uniform
basis In compiling the series of expenditures at constant prices. Two
main methods have been used. In the case of rents, durable household
goods, clQthing, books, travel and entertainments the values at current
prices have been deflated by dividing the estimates for each year by
an index reflecting changes In the prices of those goods actually sold In
the year In question In relation to 193" other
groups of expenditure the physical quantities purchased of the various
items In a category have been multiplied by their respective average
prices In the base-year.

Owing to the lack of a uniform method of compilation the extent to
which quality changes are reflected In the figures varies from category
to category. In none of the service items has any allowance ~een made
for this factor. The figures In table 9 are unaffected by changes In the
extent of overcrowding of trains, the delay in postal and telephone ser\dces
or the state of repair of houses. Nor has any account been taken of
changes in the amount of services provided by sellers of goods, for example,
delivery services and use of wrapping material. In the case of most groups
of merchandise, however, some allowance has been made for changes in the
guality of goods. A series of clothing sales based on the number of gar-
ments sold'would show a greater fall during the war than do the figures
In table 9, because the latter reflect the movement of consumption from
cheaper to more expensive garments since rationing started.

In the case of food It has not been possible to allow consistently for
guality changes. Thus, dried milk and liquid milk, for example, are
treated as two distinct commodities and a shift from one to the other is
reflected in the series of expenditure at constant prices. On the other
hand, an increase In the proportion of inferior cuts of meat and a d”™-
appearance of the more expensive blends of coffee have not affected me
series, since the basic figures are In terms of undifferentiated weight.
There can be no doubt, therefore, that the war-time changes m the senes
of .food expenditure at 193S prices underestimate the loss of satisfaction

that has occurred through declines in quality.

{3) The “ weights ” used to combine the different items In composite
groups such as food and fuel are prices and not, as would for other purposes
be more appropriate, technical factors such as food values or thermal

units. . o]
A series of food purchases designed to measure changes in the nutritional
value of the diet would fall by less during the war. Conversely, an index
of purchases of fuel weighted; by their thermal content would show a
smaller rise than the series in table 9.
{4) None of the figures makes any allowance for the loss of satisfaction
caused by restrictions on consumers' freedom of choice.

12



It was melitioned above that consumers’ expenditure Includes a large
element of Indirect taxation entering into the market price of the goods. To
this extent consumers’ expenditure exceeds the receipts of the producers of
the goods. On the other hand producers In some cases receive subsidies from
the government in addition to their sales proceeds. Table lo shows estimates
of the amount producers of consumers’ goods and services actually receive,
whether from consumers or from public authonties. It is these items that enter
Into the national cost of consumption shown in table 5 above.

NATIONAL COST 0) OF CONSUMERS’ GOODS AND SERVICES

TABLE 10 o
£ million

1938 1939 ; 1940 1941 1 1942 1943 ! 1944 1945

1. Food .. 1,155 1,186 1.255 1.280 1.362 1.345 1,451 1,527
2. Alcoholic beverages

(E);eterr] L 22’8
3. Tobacco............... 85 92 96 110 118 | 1211 123 | 127
4. Rent, rates and water charges 334 344 350 ., 344 347 344 350 352
5. Fuel and light ... 188 190 211 : 224 299 298 243 258

6. Durable household goods—
Furniture and furnishings

Hardware
7. Other household goods 46 47 49 46 42 42 44 46
8. Clothing—

Footwear 80

O ther clothing 306
9. Reading matter ... 59 59 63 64 70 74 82 86
10. Privately-owned motor vehicles

and their running expenses ... 92 81 28 21 11 23
11. Travel ... 141 135 124 147 180 190 195 222
12. Communication services 28 28 31 35 37 46 52 50
13. Entertainments ... 49 46 47 65 82 89 94 101
14. Services not Included above ... 433 430 428 428 401 386 391 429
15. Other goods ., 167 171 176 161 149 151 162 183
16. income In kind of the Armed

FOrCesS. iiniiniiniinnnnne, 16 27 75 129 139 180 197 204
17. Adjustment (*) . - 7 — 5 30 40 40 50
18. Total [30]... 3,602 3,659 3,796 ,3,839 4.010 4.006 4.285 ‘4.582

P) Expenditure at market value less indirect taxes plus subsidies.

(®) It is necessary to make a specific adjustment in order to convert the total in line 17 to a
total of purchases out of British income.

The difference between the entries in table 10 and the corresponding entry
or group of entries In table 8 represents the indirect taxation less subsidies
estimated to have fallen on particular classes of consumers' goods and services.
A comparison of these two tables, therefore, showsthe extent to which different

categones of consumers' expenditure are subject to net indirect taxation
13 AN *



B. Taxation in Relation to Ilncome

Table 7 showed the disposal of private income between its immediate uses :
personal expenditure, direct tax payments and saving. Table 11 below collects
together all the taxes, both direct and indirect, which fall on private income.

TOTAL PRIVATE INCOME AND IHE PROPORTION REQUIRED TO MEE
TAXATION

TABLE 11 £ million

© 1938 ' 1939 1940 1941 1942 1943 1944 1945

1. Private Income [45] 5,031 '5,379 .6.335 7,319 8,049 48,623 8.994 9,251

Direct taxes, social insurance
contributions of employees,
war damage contributions and
premiums, etc., met out of

private income [49] ... 545 595 786 11,230 1,513 1,902 2,107 2,148

Indirect taxes, rates and war '
risks insurance premiums less S 1
subsidies met out of private

incom e ab 571 622 706 @ 902 1,022 1,097 1,054 1,074

4. Excess of tax liabilities over pay-

ments [83] 16 120 286 329 343 , 133 72 -22

5. Total tax liabilities in respect of
private income 1,132 1,337 1,778 2,461 2,878 3,132 ;3,233 3.200

6. Tax liabilities as a percentage of
private Income 23 ; 25 28 34 36 36 36 34

The figures In line 3 are estimates of that part of the excess of indirect taxes
over subsidies which Is met out of private income : that is, which does not appear
In the value of goods and services bought by public authorities. Indirect

taxes entering into the value of government purchases clearly represent a trans-
fer entirely within the public authority sector.

Though 1t Is not feasible here to attempt to distribute the whole of this
taxation over different ranges of income It is possible to continue the estimates
published In previous years of the extent to which direct taxes fall on
different Incomes. Table 12 gives the estimated distribution of Incomes
before and after tax in the calendar years 193S and 1944- clear from
more recent information that the figures for 1942 given in Cmd. 6623 need
revision ; they should, therefore, be compared with the figures given m the
table below for 1944 which are themselves provisional.

14



DISTRIBUTION OF PRIVATE INCOME BY RANGES OF INCOMES

TABLE 12
Proportion of
Total Income income before
after Income tax retained
tax and surtax (")  after deduction
Number Total at of taxes at
Range of income before tax of Income

Incomes before
tax 1938-39 19a-45 1938-39 1944-45

rates (3) rates rates rates
O00’s £ million £ million Per cent.
Private Income in 1938
Private Income at the disposal of
Individuals (-) which can Dbe
allocated to different ranges :(—
Under £250 (5) . 2,631 2,676 2,616 99-6 97-6
£250-500 %9 1.745 595 578 499 97-1 83-9
£500-1,000 ..., ‘i 500 350 311 244 88-9 69-7
£1,000-2.000 ....cooerennee 195 270 224 160 830 59-3
£2,000210,000 ......ccceeee.ee Oy 97 360 256 170 71-1 47 -2
£10,000 and over 8 170 84 35 49-4 20-6
Unallocated private income « %4 605("} 499 82-5
Total private Income Y 5,031 ("0 4,628 999 92-0
1
Private Income in 1944 |
Private Income at the disposal of 1
Individuals (5) which can be
allocated to different ranges
Under£250 (5) o 3,569 3,560 3.479 99-7 97-5
£250-500 .1 5.200 1,830 1,785 1,590 97-5 86-9
£500-1,000 ... o.. . 1,400 995 896 730 90-1 73-4
£1,000-2,000 ..o, Cee 1 520 729 606 454 83-1 62-3
£2.000-10.000 ....ccoceeennneee 117 415 294 195 70-8 47-0
£10,000 and over 155 80 30 51-6 19-4
Unallocated private Income Voo 1,301(1) 573 ”y 44-0
Total private Income | 1 8.994(M)| l 7.0512 I ... 78-4

() The estimates of Income In this table relate to calendar years; the tax-rates used are
those that were current in the fiscal years 1938-39 and 1944-45.

(-) A married couple is for income tax purposes counted as one Individual.

(®) All transfer payments, other than interest on the national debt, have been included In
the Incomes below £250.

(*) Including all liabilities for National Defence Contribution and Excess Profits Tax, which
are deducted together with Income tax In arriving at retained income.

This table relates to income received in 1938 and 1944 and shows the amount
of private income at the disposal of individuals which can be allocated to different
ranges. The category of unallocated private income Is not the same as
other private income shown In item 39 of table 21 since, while the undis-
tributed profits of companies and all liabilities for National Defence Contribution
and Excess Profits Tax are common to both, the figures In table 12 contain
In addition all personal income (including the income of non-profit-making
bodies) which cannot be allocated to ranges of income. Examples are the
Investment income of charities, the increase In assurance funds and certain
allowances and income in Kind.

49315 A 7



In the tables relating to 1944 the total net income at 1944-45 rates Is the
amount which would have resulted if all taxpayers had during that year paid
tax at 1944-45 rates on the income received by them iIn that year. The

figures In the corresponding column for 1938-39 do not

relate to the Income

of that year, but to the income that would have remained after tax in 1944
If the taxation of 1938-39 had been in force in that year.

,The change in the distribution of incomes brought about by change in taxation

can be shown Iin another way by classifying individuals
after tax, I1.e. aggregate income as assessed to tax less
surtax payable. This i1s shown for the financial years

0y ranges of income
the Income tax and
1938-39 and 1944-45

In table 13 which relates solely to income assessed to income tax.

NUMBER OF INDIVIDUALS (*) IN DIFFERENT RANGES OF NET-INCOME
ASSESSED IN 1938-39 AND 1944-45

TABLE 13
Range of Income 1938-39
after tax
£150-250 4 500,000
£250-500 1,820,000
£500-1.000 450,000
£1,000-2,000 155,000
£2.000-4.000 56,000
£4 000-6 000 12.000
£6,000 and over 7.000
Total 7.000.000

1944-45

7,400,000
5,050,000
830,000
186,000
33,050
890

60

13,500,000

(*) A married couple Is for Income tax purposes counted as one individual.

The preceding tables showed the effect of income tax and surtax on personal
Incomes In different iIncome ranges, but gave no indication of the extent to
which direct taxation falls on different types of income or property. An attempt
IS made to provide this information below. It will be understood that In

the case of mixed incomes the allocation of ta.x can only
If, for example, income is derived partly from wages and

be arbitraly’. Thus,
partly from interest-

bearing securities, the tax payable In respect of the total income depends
partly on the size of the tax-free allowances and these are calculated with

reference to the total of income and not with reference
ponent parts.

to its separate com-



TAXATION PAID IN RESPECT OF Dl
AND PROPERTY

TABLE U
£ million
1938 1939 1940 1941 1942 1943 1944 1945
On income — #*
Rent of land and buildings—
Income tax . 59 65 84 105 120 125 126 132
SUFtaX s !/ 7 8 8 8 3 g 3
Interest and profits—
m0
ISnuCrc;ranXe tax 22,8 224 305 401 397) 534 602 632
b g 3 48 59 57 53 54 54 S3
D.C., E.P.T., etc. 16 28 69 234 345 486 517 A7U
Salaries—
ISnuCr?[g]xe tax 4é ig 75 119 198 249 287 320
------------------- 12 12
Employees’ contributions 4 4 5 4 13 13 13 1%
Wages—
Income tax ..
QU X 2 3 5 28 112 185 238 241
Employees’ contributions 51 53 56 61 65 64 63 62
Pay of Armed Forces— 1
Income tax 1 1 4 11 21 24 26 28
On property —
Land and buildings—
Death duties, corporation
duty and land tax 10 10 10 11
War damage contribu- . e + 0
tions 32 40 40 40 38

Interest-bearing securities(2)
Estate duties and corpora-

tion duty 22 22 23 28 30 31 36 43
Other stocks and shares—
Estgte duties and corpora-
tion duty 37 37 37 40 43 43 A7 48
Other forms of property
Estate duties ..o, 9 9 9 10 11 11 12 13
43 26 14 9
Unallocated 25 21 25 23 14 10 16 21
Total direct taxes [49] °45 595 786 1230 1513 1.902 2107 2148

adranle' °< Tax Reserve Certificates absorbed payments previously made in

(') Government and municipal stocks, bonds, mortgages and debentures.



C. Private Saving

The table below brings together the information on private saving, personal
and other, contained in table 21.

PRIVATE SAVING
TABLE 15 £ million

1938 1939 1940 1941 1942 1943 1944 1945

Personal Saving

1. Gross personal saving, including

allowance for accrued taxation
[34 4- 35 - 36] 234 334 700 979 1,283 1504 1,450 1.396

2. less Death duties, etc. [34] _ 90 - 87 - 84 - 93 —100 -106 -115 —133

3. Gross personal saving after allow-

ance for death duties, etc.
[35 -f 36] 144 247 616 886 1,183 1,398 1335 1,263

4. |less Increase In allowance to meet ,
accrued taxation [35] 4 - 34 — 39 - 42 -194 - 97 - 60

5. Net personal saving after allow-
ance for accrued taxation [36] 140 213 577 844 989 1.301 1275 1,270

Other Private Saving

6. Other gross private saving, includ-

Ing allowance for accrued taxa-
tion [42 4- 43]... 182 266 437 482 349 241 217 195

7. less Increase In allowance to meet 15
accrued taxation [42] ... - 12 - 86 -247 -287 -149 - 36 - 12

8. Other net private saving after

allowance for accrued taxa-
tion [43] 170 180 190 195 200 205 205 210

Total Private Saving

9. Net personal saving after allow-
» ance for accrued taxation [36] 140 213 577 844 989 1301 1275 1270

10. Other net private saving after

allowance for accrued taxation
170 180 190 195 200 205 205 210

ll. Total net private saving after

allowance for accrued taxation
[82] 310 \ 393 767 1,039 1,189 1506 1.480 1,480

The allowance to meet accrued taxation In each year Is the excess
of tax liabilities accrued during the year, on the assumption that there
wiU be no change from the Ilatest rate of tax announced, oyer total
payments during the year in respect both of tax currently due and of arrears.
Thus in order to obtain the total amount required at the end of 1945 to “/\@8t
the taxation accrued and unpaid, though not necessaril}* due, at that da e on
personal income, the figures in item 4 must be added together ; that Is to say,
the aggregate at that date was the sum of the figures for the jears 193 40»

(=/46" million) plus the amount accrued and unpaid at the end of 1937»/"M
minus any adjustment due to- changes In the rate of tax between the a eso

earning and of assessment. The same applies to the incre”e In jmowances o
meet accrued taxation on other private income which is shown in item 7.
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FINANCE

This section deals with the finance of central government expenditure.
Table 16 shows the relation between total expenditure by the central govern*
ment and expenditure of all public authorities on goods and services.

CENTRAL GOVERNMENT EXPENDITURE AND

ITS

EXPENDITURE OF THE CENTRAL GOVERNMENT AND OF ALL PUBLIC

TABLE 16

1. Expenditure of all public autho*

rities on goods and services at

market prices [73-;-77]

2. less Expenditure
getary funds and

goods

76]

ritie s
[7 2

on
75 -

local a
and

by extra-bud-

utho-

services

3. Centralgovernment expenditure

4,

5.

plus

on goods and services [71-f74]

Central
sidies and
[65 — 67]4

plus Net transfers

transfer

government
authorities[125]

6. Total

central

government

from

to other

government

penditure [61]

sub-

payments

central
public

/-\\—-

ex-

AUTHORITIES
11938 1939 | 1940 1941 1942
t
941 1,362 3,099 4,228 4.605
482 — 497 -497 -507 -492
459 865 2.602 3.721 4,113
nc IS=>
343 352 429 550 637
1
1
231 273 334 382
1
1,033 1,490 3.365 4,653 5.129

!

1943

5.227

-469

4.758

715

358

5,831

£ million
1944 1945
5,256 5,059
-463 -475
4,793 4,584
826 1,024
352 359
5,971 5,967

Central government expenditure was met partly by revenue and partly by

borrowing.

1940.

THE METHODS OF CENTRAL GOVERNMENT FINANCE

TABLE 17

£ ml//l/lon

1. Revenue [47 — 50 r 54]

2. Net borrowing [57]

3. Expenditure [61]

Percentages

4. Revenue

5. Net borrowing

6. Expenditure

1938

885

148

1,033

86

14

100

1939

977

513

1,490

66

34

100

1940

1,275

2,090

3,365

38

62

100

1941

1,857

2,796

4,653

40

60

100

1942

2,366

2,763

5,129

46

54

100

1943

2,926

2,905

5,831

50

50

100

1944

3,218

2,153

5,971

54

46

100
%

The proportion covered by revenue has increased steadily since

1945

3,268

2,699

5,967

95

45

100



The composition of central government revenue iIs shown below:

CENTRAL GOVERNMENT REVENUE

TABLE 18 £ million
N,
1938 1939 '1940 1941 1942 1943 1944 1945

Income taxXx = . 312 346 473 664 848 1.110 1,279 1.353
Surtax 59 65 79 77 73 74 74 73
National Defence Contribu-

tloo oo «e e coo 15 28 24 23 27 33 35 34
Excess Profits TaX....ooooeerennen. 44 211 317 453 481 ao
Death duties /8 77 79 88 94 97 107 119
Customs and excise duties

on drink... 107 116 175 218 267 337 360 375
Customs and excise duties

on tobacco 84 108 159 208 306 371 385 409
Purchase tax .vienns, —— _ 97 113 93 95 109
Entertainments duty 8 8 8 15 27 40 46 50
Other customs and excise

duties (*) 138 150 132 138 139 151 202 150
Motor vehicle duties 35 34 37 38 32 28 28 35
Stamp duties 21 19 14 14 15 17 17 23
Post Office surplus (2) 10 8 19 25 31 36 39 42
Receipts under the railway

agreement - 10 66 54 49 32
Other revenue  ...ienneen. 18 18 32 31 23 20 21 24

Central government
revenue [47 ri- 50 — 54] 885 977 1,275 1,857 2.366 2,926 3,218 3,268

(1) The reduction in this Item In T945 was due largely to areduction of imports of petroleum
products on government account.

(“) Surplus shown in the commercial accounts of the Post Office.

. The channels through which government borrowings reached the Exchequer
are set out in one of the main tables in Section V (table 24). Table 19 shows the
ultimate sources of these borrowings, namely, private saving, surpluses of
extra-budgetary funds and of local authorities, sums arising from the running
down of domestic capital and sums received from overseas as a result of
borrowing and the sale of overseas assets.

Sums set aside to replace equipment become available for an alternative
purpose If the replacement is postponed. The same iIs true of money obtained
by the sale of stocks without replacement and of compensation received In
respect of war risks and other insurance claims which is not spent in the period.
When allowance has been made for other calls on these sums the total described
In the heading to Iitem 2 Is reached.

This total, therefore, I1s provided from the following sources —

() Additions to depreciation, obsolescence and similar funds held by
firms, Institutions and persons ;

(i) Depletion of stocks and work In progress held under private finance,
measured by the reduction in their value as reckoned In the calculation

of profits ;

(i) Sums repaid to lenders and transferred to sinking funds by local
authorities;

(lv) Receipts from the sale to the central government of fixed capital
assets such as sites and buildings ;
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(v) Compensation received In respect of war risks claims ;

(vi) less Private gross capital formation, including replacement of war
losses and the increase In work In progress on government contracts which,

being ultimately recoverable .from the Exchequer, Is shown separatel}/
-In item lo of table 20 : r

(vii) less Gross capital formation of local authorities.

THE SOURCES OF CENTRAL GOVERNMENT NET BORROWING

TABLE 19 .
£ million
1938 1939 1940 1941 1942 1943 1944 1945
1. Saving-—
(0) Private [82 - 83 ].nenn, 326 513 1,053 1.368 1,532 1,639 1552 1458
(b) Extra-budgetary funds and
localauthorities [72—- 58— 59] 33 66 163 183 181 145 114 5
2. Sums released by running down
domestic capital equipment and T
stocks (g
(a) Private [86- 10-11-12]... - 180 _ 246 78 406 353 403  wgw 377
(0) Local authorities [72] — 101 — 70 _ 8 23 34 38 42 37

3. Net sale of assets and Increase In

llabilicies to countries abroad [91] 70 250 804 816 663 680 659 m

U. Central government net borrow -

INg (deficit) [5 7 ] i U 8 °13 2.090 2,796 2,763 2,905 . 2.753 2.699

Attention Is drawn to the statement under (il) above that the net change
m stocks md work m progress Is measured by the change in their value as
reckoned m the calculation of profits. While the practice In this respect
IS not uniform, the measure given here approximates more closely to the change
In the value of stocks than to the value of the quantitative change and to some
extent therefore, the basis of valuation of stocks differs from the one adopted
tor other forms of capital assets. In other words, the calculation of profits
takes account of changes in the value rather than in the quantity of stocks.
Ine Information available does not permit measurement of the value of the
guantitative change In stocks. There can be no doubt, however, that In the
early years of the war, particularly 1940 and 1941, when stocks were falling
the value of the decrease was greater than the fall in value implied in the cab
dilation of profits. An adjustment to bring the figures on to the former basis
would, therefore, reduce the estimate of net capital formation in those years.

If this adjustment were possible, profits, and hence private savinry wnnld
be lower to exactly the extent that item 2{a) would be increased, tk! die

tnbution of smns between items 1{a) and 2(a) of the above table ' - therefore
tion for the assessment of profits. Each of th”~e items mr conven-
m part of the residual items in tables 20 and 21, for whic'

estimate has, except Iin 1938. so far been possible. Each o® Independent
peculiarly subject to error, although their sum is not N therefore,

2T



V. THE MAIN

ESTIMATES OF NATIONAL INCOME
TABLE 20

1938 1939 1940 1941 1942 1943 1944 1945

1. Rent of land and buildings 380 388 386 385 384 384 384 385

2. Interest and profits, including
farming profits and professional

O3m In”s ... . e ... 1317 1,472 1,829 2,128 2,342 2,460 2.487 2.as
3. Salaries ... 1,100 1,141 1,206 1,332 1,381 1,430 1,473 1,585
4. Wages 1,735 1,835 2,115 2,419 2,688 2,845 2,890 2,840

5. Pay and allowances (in cash and

kind) of serving members of
the Armed Forces ... 78 124 386 622 805 999 1,167 1,228

National income (or net national
product at factor cost) 4,610 4,960 5.922 6,886 7,600 8.118 8,401 8,483

For notes on the Items of this table see pp. 32 to 35.



TABLES
AND EXPENDITURE

7. Personal expenditure on con-
sumers’, goods and services at
market prices

8. Current expenditure by public
authorities on goods and ser-
VICOS oo %> oo

9. Net non-war capital formation
of public authorities ... (0

10. Increase in work In progress
on government account held
under private finance

11. Private net capital formation
at home and war losses made
good not included below

12. Expenditure incurred in mak-
Ing good war damage to build-
INgS

13. Net lending abroad and pur-
chase of assets and financial
claims from overseas...............

Subsidies by
15. /ess Indirect taxes and rates
16. /ess Employers’ national in-

surance contributions

17. /ess W ar risks insurance pre”™

miums

18. Net national expenditure

1938

4,160

816

125

180

-70
15

-562

.54

4,610

1939

4,271

1940

4,496

1941

 4.721

1942 1943

5,004 5,082

1,267 3,073 ’4,240 4,628 5.255

95

(246).

-250
20

-620

-995

-14

4,960

26

125

-804

70

-/15

-538

-124

5,922

-12

175

29

-816
130

-915

-65

-239

6,886

| -23 28

75 25

'1

61 . 9
663 | -680
160 ' 170
-1,095:-1.241
73 -T2
199  -152
7,600 8,118

£ million

1944 1945

5,335 " 5,645

5,290 5,056

-34 3

-225

(-167) (-362) ‘(-275) (-290) (-331] (-109)

56 120
-659 -819
215 250
-1,342 -1,354
-70 -69
-59 -15
8,401 8,483



ESTIMATES OF PRIVATE INCOME

Personal

Table Z.

1938 1939 1940 1941 1942 1943 1944 1945

19. Rent, Interest and profits re-
ceived by persons ... 1.589 1,649 1.746 1,744 1,919 2052 2,ia 2,230

20. Wages and salaries paid by
government non-trading under-

takings i 250 320 380 475 540 580 590 615
21. All other wages and salaries ... 2,585 2,656 2,941 3.276 3,529 3,695 3,773 3.810

22. Pay and allowances of serving
members of the Armed Forces ... 78 124 386 622 805 999 1,167 1,228

23. Pay and allowances of members
of the Armed Forces on release
leave A5

24. W ar gratuities and post-war

pay credits of members of the
Armed FOrces . ...ooooovviiiiinenennn, 30

25. Pension payments  .............. 132 134 153 181 204 225 250 257

26. Payments In respect of unem-
ployment and the relief of

OO RVACH g 1 A 1U 08 67 31 19 17 18 25

27. Sickness benefit ... 23 23 23 21 27 31 32 31

28. Other transfer payments 1 6 24 50 44 U 45 30
(

29. Personal Income before tax ... 4,772 5,010 5,720 6,400 7.087 7,643 8.019 8,351

Other Private

56. Other private income before
tax . 259 669 615 , 919 962 980 975 900

| 1
1
t 1 1 i 1
39. Other private Income before 1
faw b O 259 369 615 919 962 980 975 900
Private
1 | | [ 1
45. Private income before tax (sum 1 ;
of items 29 and 39)  .............. 5,031 5,379 6,335 7,319 8,049 8,623 8,994 9,251

For notes on the items of this table see pp. 35 to 37.



AND OUTLAY

Incom?*

30. National cost of personal
CONSUMPLION e,

31. Indirect taxes, rates, etc. less
subsidies on consumers’ goods
ANA SEIVICES e vviiee e e e

32. Direct tax payments not in-
cluded below ...,

33. Income tax payments due for
repayment after the war

34. Death duties and stamps on the
transfer of property ...

35. Excess of direct tax habilities
over paymentS.... e,

36. Net personal saving after set-

ting aside the excess of direct
tax liabilities over payments ...

37. Personal outlay

Income

40. National Defence Contribution
and Excess Profits Tax payments

41. Other direct tax payments ...

42. Excess of direct tax liabilities
over payments.......ennne,

43. Other private net saving after
setting aside the excess of direct
tax liabilities over payments ...

44. Other private outlay.................

Income

46. Private outlay (sum of items
37 and 44)

1938 1939 | 1940

3,602 3,659
558 612
378 405

90 87
4 34

(140) (213)

4,772 5,010
15 28

l 62 75
12 86

170 180
259 369

3,796

700

524

84

39

(577)

5.720

63

110

247

190

615

5,031 5.379:6.335

25

1941

3,839

882

690

10

93

42

(844)

6,400

234

203

287

195

919

7,319

1942
4,010

994
675
125
100

194

1943

4,006

1,076

887

170

106

97

1944

4,285

1,050

1,029

205

115

60

£ million

1945

4.582

1,063

1,085

225

133

(989) (1.301) (1.275) (1.270)

7,087

3U

269

149

200

962

8.049

7,643

486

253

36

205

980

8,623

8.019

516

242

12

205

975

8,994

8,351

474

231

-15

210

900

9.251



TABLE 22

Direct taxes

47. Central government...............
48. Extra-budgetary funds

AS* ToIN

Indirect taxes

20.
o1.

S2.

Central Government...............
Extra-budgetary funds

Local authorities

53, Xot«il

/ncome from property

4.
55.

Central government...............
Local authorities
o6* Totsl

Deficit

oS7.
58.

99.

Central government...............
Extra-budgetary funds
Local authorities

60. Total

Income plus deficit

61.
62.

63.

Extra-budgetary funds
Local authorities

64. Totsl

Central government...............

1938

490
55

245

351
54
211

616

44
10

24

1483
-22

90

216

1.033

87
311

1939

538
S7

595

397
69
223

689

42

50

513
-54
58

217

1,490
12
289

1431 1,851 3.689

THE

INCOME. DEFICIT AND

' 1940 1941 w1942 : 1943 | 1944 | 1945
)
B .
725 1,087 1,375 1,777 1,988 2,041
61 143 138 125 ~ 119 107
786 1230 1,513 1.902 12.107 2,148
487 690 871 1014 1,112 1,119
182 304 272 224 129 84
228 . 225 224 2217 230 235
I
897 1,219 1.367 1465 1471 1,438
63 80 120 135 118 108
38 9 12 12 13 15
71 89 132 147 131 123
2000 2796 2,763 2905 2,753 2,699
-146 -149 -153 -123 -97 16
-9 -5/ -62 -60 -59 -61
1935 2,590 2548 2,722 2597 2,654
3365 4,653 5,129 5831 5971 5.967
97 298 257 226 151 207
227 177 174 1 179 184 189
5128 5,560 6,236 6.306 6.363

For notes on the items of this table see pp. 37 to 39.
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EXPENDITURE OF PUBLIC AUTHORITIES

£ million
1938 1939 1940 1942 1943 1944 |, 1945
Subsidies
65. Central government............... 15 20 70 130 160 170 215 250
Payments in respect of war
damage claims
66. Extra-budgetary funds 36 248 214 187 111 163
Transfer payments
67. Central government............... 328 332 359
68. Extra-budgetary funds 124 114 105
69. Local authorities  ............... 23 23 20
70. Total.a i, 475 469 484 522 581 652 724 891
Net non-war capital formation
71. Central government............... 24 25 18
72. Local authorities  ................ 101 70 8
73. Total. i, 125 05 26 ~12 _23 _28 -34
Current expend/ture on
goods and services
74. Centra! government............... 435 840 2,584 3,710 4.102 4,748 4,785 4,544
/5. Extra-budgetary funds 26 27 25 27 27 26 28 28
76. Local authorities — ............... 355 400 464 503 499 481 | a77 | 4834
77. Total. i, 816 1,267 3,073 4,240 4.628 5,255 5,290 5,056
Total expenditure, excluding trans-
fers to other authorities but inclu-
ding payments out of transfers
from other authorities
78. Central government............... 802 1,217 3.031 4,271 4,750 5,473 5,619 5,608
79. Extra-budgetary funds 150 141 166 364 “ 333 308 240 295
80. Local authorities  ............... 479 493 492 1 493 477 455 447 460

81. T OtA oo, 1431 1,851 3,689 5,128 5560 6,236 6,306 6363



TABLE 23

82. Net private saving after setting
aside the excess of direct tax
liabilities over payments

83. Excess of direct tax liabilities
on private income over payments
84. Net saving of public authorities

85. Sums allowed for depreciation
and maintenance...

86. Compensation received In res-
pect of war damage claims

87. Saving and other sums set aside |

-422 -1,909 -2,602 -2,571 i2,750 -2,631

COMBINED CAPITAL

1941 ; 1942 ' 1943

1944

/67 1,039 1,189 1,506 1,480

1938 1939 j 1940
310 393 :
16 120 : 286
-91
1
475 485 505
36
710 ™ 576

329

515

248

343 ( 133 |

520 520

214 (- 187

-315 1-471 1-305 -404

)

For notes on the items of this table, see p. 40.

3«

12

520

111

-4438

1945

1,480

-22

-2,651

520

163

-510



ACCOUNT

£ million
1938 1939 1941 1942 1943 1944 1945
88. Private gross capital formation
at home and war losses made
good ” 231 76 205 174 140 424
621
89. Increase In work in progress
on government account held
under private finance................ 125 175 75 25 - -225
90. Gross capital formation of
public authorities  ................ 205 133 94 39 77 vl 110
91. Net lending abroad and pur-
chase of assets and financial
claims from overseas................ _250 804 -816 -663 -680 -659 -819

92. Gross capital formation 710 576 -471 -305 -404 -448 -510

4 1



CENTRAL GOVERNMENT EXPENDITURE AND THE

TABLE 24
1
11938 1939 1940 1941 1942 1943 19a 1945
93. Central government revenue... 885 977 1,2/5 1,857 2,366 2,926 ™18 3268
94. Unemployment Fund ... -1’ ! 24 64 74 74 72 69
95. National Health Funds 9 38 12 9 5 3
96. Local Loans Fund -2 1 5 S 10 10 10 6

97. Other extra-budgetary receipts 258 186 516 72 -58 -155 -107 63

98. Reconstruction Finance Cor-
poration loan - 87 4 7 -11 -10

99. Canadian Government Inter-
est-free loan 157 -4 -13 -14

100. Credit granted by United
States Government In connec-

tion with Lend-Lease settlement S 161

101. Capital receipts included In
miscellaneous revenue, appro-

priations In aid, etc. 2 2 6 7 2 5 S 5
102. /ess Sinking funds  ................ -11 -14 -12 -17 -13 -15 -16 -16
103. /ess Other expenditure (net) . 4  -21 -8 13 -1 15 16 -10

| 1

104. Finance through government
Agencies . 250 161 540 243 . 187 -68 -39 257

105. Post Office and Trustee
Savings Banks 1 19 119 214 234 301 4 325 355

106. National Savings Certificates
Including Increase In accrued

INTErEST oo 3 21 167 214 232 297 . 265 159
107. Defence Bonds ... 22 180 174 134 121 112 154
108. Other public issues (net) ... /3 10 567 1,031 1.047 1,060 | 896 1,176
109. Increase iIn fiduciary issue ... 10 -30 50 150 170 150 * 150 150

110. Increase In Treasury Bills held
outside government departments

and in Bank Ways and Means ... -189 310 129 279 151 433 537 965
111. Treasury deposit receipts ... 338 474 155 434 394 -158
112. Tax reserve certificates > 17 453 177 113 41
113. Public borrowing at home ... -102 352 1550 2,553 2576 2,973 2792 2,a2

114. Centra! government revenue
p/us deficit ..., 1,033 1.490 13,365 4,653 5,129 5.831 5971 5,967

For notes on the items of this table see pp. 41 and 42.
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CHANNELS THROUGH WHICH IT WAS FINANCED

£ million

1038 - 1939 1940 , 1941 1042 1043 1944 1945

1
( i

115. Expenditure on goods and |

services connected with the war 343 735 2,467 '3,579 3,962 4.609 4,645 4,389
116. Current expenditure on non- 1

war goods and services 92 105 117 131 140 ; 139 140 155
117. Net non-war capital forma- | |

(1N 24 25 18 1 11 11 10 8 40
118. Subsidies .............. 15 20 70 1 130 160 : 170 wm215 250
119. National debt interest paid 1

to the private sector of the

economy and increase In accrued %

Interest on National Savings

Certificates 206 208 217 ll 239 287 335 379 423
120. War gratuities, post-war 1

pay credits and pay and allow- .

ances of members of the Armed L B

Forces on release leave 125
121. Billeting allowances 6 12 19 9 5 8 3
122. Non-contributory pensions,

and payments In respect of war J

pensions and service grants ... 86 86 100 F 122 144 164 185 194
123. Unemployment and training

allowances 37 32 21 16 13 13 10 7
124. Other transfer payments ... 9 24 24 28 29 22
125. Net transfers to other public

authorities ..., 231 2/(3 334 382 379 38 352 359
126. Central government expen-

diture ..o, 1,033 1,490 3,365 4,653 5,129 5831 5971 5,967



APPENDIX 1

NOTES ON THE MAIN TABLES
Table 20

1. This item represents the income from the ownership of lands, houses, etc.
as assessed for income tax under Schedule A, after allowance h” been made
for maintenance and repair. Incomes from these sources below the effective
Income tax exemption limit are included, as also are those received by non-
profit-making bodies, e.g. charities, colleges, etc. Premises occupied by their
owners are treated on the same basis as rented premises. Rents paid by

occuplers In excess of Schedule A values are excluded from this item, since
they attract income tax under Schedule D.

2. Aggregate profits here are net, after current business losses have been
deducted. This item excludes interest on the national debt and also income
due to foreigners after deduction of income tax, but includes misceUaneous
government income such as trading profits, receipts under the railway agree-
ment, certain receipts from abroad and central government taxes paid by
foreigners. It also Includes profit and interest not brought into assessment,
Including income In kind and the amounts received by persons below the income
tax exemption limit or by non-profit-making bodies, and incomes, whether
or not below the income tax exemption limit, accruing to persons working on

their own account. In addition to profits and interest this item includes rents
paid In excess of Schedule A values.

3- Aggregate salariesinclude: (a) the whole of the earnings of shop assistants,
(b) small salaries below the income tax exemption limit, (c) allowances of salary
earners not brought under assessment to income tax.

4- This item includes an allowance for the income in kind (food, lodging, etc.)
of, e.g. domestic servants, miners and farm Workers. The estimate of personal

expenditure on consumption at market prices (item 7) includes a similar
allowance.

5. This 1item mcludes : {a) the pay and cash allowances of, and the value
of I1ssues of food and clothing to, members'of H.M. Forces and Auxiliary Ser-
vices, other than those on release leave, and (6) the pensions and retired pay
of former members of the Armed Forces other than pensions awarded for death
pension nr disability attributable to war ser\dce. War pensions appear as a
transfer payment In item 26; payments and issues of civilian clothing to

members of the Armed Forces on release leave are shown as a separate
transfer payment in item 23 of table 21.

6. This item Is the sum of items | to 5 and Is an estimate of the incomes
received by factop of production In, or only temporarily absent from, the
United Kingdom In the course of producing the current output of goods and
services of all kinds. These Incomes are before tax, since all taxes, direct
and Indirect, falhng on them, whether paid directly by individuals (including
non-profit-making bodies) or through businesses or public authorities, wiU be
paid out of them. 1he item is net In the sense that the sums shown in items |
and 2 exclude that part of gross receipts which iIs allowed In the calculation
for tax purposes of net rent and profit in respect of the maintenance and repair

or replacement of all existing capital equipment (such as houses, machinery
and stocks) which i1s currently worn out or used up.

The estimates of labour income given In items 3, 4 and 5 do not Include
employee contributions to national Insurance (unemployment, health and
pensions). lhese payments are, however, included in the income figures for
some countries and are therefore shown separately In item 16 of this table.



/. This 1tem shows the money value of all consumers’ goods and services
either bought by Individuals and non-profit-making bodies or received by them
as income In kind. The figures shown here are therefore at prices which
Include those indirect taxes, rates, employers' contributions to national insur-
ance and Insurance premiums which appear In the market value of these
goods and ser\dces. They exclude costs which, being met by government
subsidies, do not enter into market values. The market value of personal
expenditure on insurance Is measured by the cost of the factors of production
taken up In providing the insurance, that is, an estimate of the share of premiums

which Is paid out In expenses of management, commissions and dividends or
retained In free reserves.

8. This 1tem excludes expenditure by public authorities which does not
arise from a direct demand for goods and services. Thus it excludes (i) transfer
paynnents, (i) claims paid in respect of war losses, (iii) loan repayments, pay-
ments to sinking funds, etc., by the central government. Loan repayonents
and payinents to sinking funds by local authorities on rate fund account are
Included in lieu of depreciation allowances as part of the current cost of providing
the services. Subsidies, which are shown iIn item 14 below, are excluded and
SO are operating expenses incurred In the provision of services such as postal
services and local authority trading services, which are sold to persons and

businesses. Net non-war capital expenditure Is excluded from this item and
appears separately Iin item 9.

MIth the exception noted below, Lend-Lease assistance and, in 1942, expen-
diture equivalent to the Canadian contribution are excluded from this item.
Thus, In so far as goods have been received under Lend-Lease and Mutual Aid or
have been paid for out of the Canadian contribution, this series IS not a con-
sistent measure of the value of the total amount of goods and services currently
at the disposal of public authorities since it includes resources obtained by
borrowing from, or sale of assets and financial claims to, countries abroad, but

not those obtained under Lend-Lease provisions or as a result of the Canadian
contribution.

The 1945 figure includes an amount of £161 million ($650 million) to cover
the following items mentioned In the joint statement regarding settlement
for Lend-Lease, Reciprocal Aid, surplus war property and other claims issued
by the Governments of the United Kingdom and the United States on
6th December 1945 {see Cmd. 6/08) :

(i) a net sum of Si118 million representing the difference between the
amount of the services and supplies furnished or to be furnished by each
Government to the other Government after V-J day through Lend-Lease

and Reciprocal Aid channels, less the net sum due to the United Kingdom
under the claims settlement, and

(6) a net sum of S532 million for all other Lend-Lease and Reciprocal
Aid 1tems, and for surplus property, and the United States interest In
Installations, located in the United Kingdom and owned by the United
States Government.

Ilhe exact amount for the items mentioned Iin (a) above, other than claims,

will be ascertained by accounting in due course but is not likely to differ greatly
from the amount provisionally taken as a working total.

~Since no Ccish payment has been made this expenditure Is not included
In Excheqguer Issues.

9. This item excludes entirely expenditure on goods and services connected
with the war even though i1t was of a capital nature." It is mainly composed
of Post Office loan expenditure, central government expenditure on the manu-
facture of pre-fabricated houses (in 1945 only) and the capital formation of local
authorities {other than that on war emergency services, which is included In the



preceding item). The latter ismeasured by taking capital expenditure on works
less receipts from the sale of assets and sums repaid to lenders and transferred to
sinking funds. This last deduction I1s made In lieu of allowances for depre-
clation since there is a reasonable correspondence between the life of the assets
and the period over which the borrowing used to finance them Is repaid.

10. This 1item Is shown separately since it Is convenient to keep It distinct
from other forms of private net capital formation at home. Unless separately
accounted for it necessarily appears in the balancing item (item 11 In the war
years) since the national income includes all income accruing as a result of
current activity In producing goods and services on government account
whereas items 8 and 9 include only payments actually made by public

authorities.

11. This item relates only to capital formation of the private sector of the
economy. It i1s composed of (a) gross expenditure on fixed capital and its
upkeep, I1.e. new additions, replacements and repairs (whether normal or
resulting from war damage, with the exception of the sums shown separately In
item 12 below), less (b) maintenance expenditure and depreciation allowances
deducted from gross revenue in arriving at the figures of net rent and profits
shown In items 1 and 2, less (c) increases In assurance reser\"es to meet claims
by business insurers, less (d) receipts In respect of business insurance claims
for damage (other than war damage) to fixed capital less (e) receipts from the
sale to public authorities of existing p”~ivately-ovned capital assets, such as
land and buildings, plus (/) the increase In stocks (including replacements of
war losses) as valued for the calculation of profits in item 2, less (g) the
Increase In work In progress on government account held under private finance

shown separately in item 10.

The necessity for the deductions in (¢) and (d), which were not pre\dously
made, Is explained In Appendix IlI.

It has been impossible to make a direct estimate of the constituents of this
item for the war years. The figures In brackets have been obtained by sub-
tracting the sum of items 7 to 10 and 12 to 17 from item 6 and are therefore

dependent on the accuracy of those estimates.

12. Equal to the amount of compensation paid under Part | of the War
Damage Act, substantially all of which arises onh’ where actual work Is put In
hand. This work includes a small amount of equipment other than buildings.

13. This item Is an estimate of the net recorded Increase (or, when negative,
decrease) In the external assets of the United Kingdom. The amounts shown
for the war years are known to understate the extent to which the country's

International position has deteriorated.

If records were complete this item would be equal to the United Kingdom
balance of payments on current account. This balance represents the excess
of payments over receipts on current account and Is required here since receipts
for exports and similar services which give rise to income In this country do
not appear elsewhere in expenditure, whilst payments for imports and similar
services which do not give rise to such income appear in items 7 to 12 and have,

therefore, to be deducted. '

Lend-Lease affects this item, as also item 8> in only one year: the 1945
figure includes the liability of £1 million to the Government of the United
States to cover the net sum due for the settlement of Lend-Lease and Reciprocal

ald, etc. mentioned In the note to Item 8.

14. Tlis 1item Is included here since It represents payments in respect of
costs not appearing in the market value of goods and sciences. It Is restricted
to the following classes of payments made by the central government towards
the cost of goods and services bought by the public : (1) agricultural subsidies
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such as the beet sugar subsidy, milk subsidy, wheat deficiency payments and
grants in respect of fertilizers, grassland ploughing and field drainage, (i) acreage
nayments, (lir) losses incurred on the commercial accounts of the ~linistry of
~00d and the Ministry of War Transport, (iv) subsidies in respect of coal paid
oy the Ministry of Fuel and Power, (v) subsidies in respect of utility cloth and

(vi) certain subsidies In respect of raw materials and fertilizers met by the
Ministry of Supply.

The corresponding item In Cmd. 6623 included the Ministry of Food's con-
tributions towards the cost of food and vitamin products supplied under the
National Milk Scheme and the milk-in-schools and vitamin schemes, which

are In this Paper treated as transfer payments and therefore enter into
consumers* expenditure on goods and services (item 7).

15. This and the two items folloNving require to be deducted from the sum
of items 7 to 13 (which is the net national expenditure at market value) since
they’ appear in market prices but do not appear in any of items 1 to 6. The
item includes (1) customs and excise duties, (i) motor vehicle duties on vehicles
owTied by businesses, (ii) stamp duties other than those on the transfer of
property and (iv) local rates. An estimate of the amount of taxes paid by

foreigners has been deducted since these taxes are now treated as a part of the
national income.

16. Compulsory' contributions of employers to the national health and unem-
ployment insurance and contributory pensions schemes.

17. This item shows the premiums paid under the commodities and marine

war risks insurance schemes, but not contributions and premiums under the
War Damage Act, which are treated as direct taxes.

18. This item iIs the sum of items 7 to 17 and Is an estimate of expenditure
on the factors of production in, or only temporarily absent from the United
Kingdom.* It is, therefore, by definition equal to item 6.

Table 21

19. This 1item i1s composed of items 1 and 2 of table 20 plus national debt
Interest received by the private sector of the economy and the Increase In
Interest accrued on National Savings Certificates (item 119 of table 24)

less private income not accruing to persons (item 38) less miscellaneous
Income from public property”™ etc. (item 56 of table 22).

20. An estimate of that part of items 3 and 4 of table 20 which is paid
by' government non-trading undertakings, 1.e. by™ central government depart-

ments other than the Post Office, by extra-budgetary funds and by local
authorities on rate fund account.

21. Items 3 and 4 of table 20, less item 20.

22. The same as 1item 5 of table 20.

23. This item includes, in addition to the pay and cash allowances of members

of the armed forces on release leave, the cost of the civilian clothing issued
to them on their release.

24. The post-war pay credits included In this item are the amounts paid out In

respect of service In the Armed Forces. They are not post-war credits of
Income tax.

25. Non-contributory and contributory old age pensions, other contributory

pensions, supplementary pensions and cash jjayments in respect of war pensions
and service grants.



26. Unemployment Insurance benefits, unemployment allowances and out-
door relief paid by local authorities.

27. Cash benefits under the national health insurance scheme. In previous
years the corresponding item included, in addition, the cost of medical benefit,
which Is now treated as expenditure by public authorities on goods and services
and not as a transfer payment. A corresponding deduction has been made

from personal expenditure on medical services and drugs included in item 30
on the other side of the account.

28. This 1item previously consisted of billeting allowances, fireguards’ sub-
sistence allowances, travelling and lodging allowances of transferred workers,
trainees’ wages and lodging allowances. State scholarships and maintenance
allowances to students. It now includes, in addition, that part of the cost of
vitamin products and milk sold under the National Milk and milk-in-schools
schemes, which i1s met by the Ministry of Food. This cost, previously treated as
a subsidy, has this year been treated as a transfer income. A corresponding
addition has been made to item 30 on the other side of the account.

The sum of items 23 to 28, plus that part of the national debt interest and
Increase In interest accrued on National Savings Certificates which is included
In private income (item 119 of table 24), is equal to the total of transfer
payments shown in item 70 of table 22.

29. This item iIs the sum of items 19 to 28 and shows the total of disposable
Income re<”eived by persons (including non-profit-making bodies).

30. This item iIs equal to item 7 of table 20 less item 31.

31. That part of the excess of indirect taxes, etc. (items 15, 16 and 17 of
table 20) over subsidies (item 14 of table 20) which falls on consumers’ expen-
diture.

32. This 1item Includes pa3mients of (1) Income tax In respect of private
Income (other than that paid by businesses in respect of business saving, which
IS Included In item 41, and the sums due for repaj”™ment after the war which are
shown In item 33), (ii) surtax, (ii) employees’ contributions to national insurance,
(iv) war damage contributions and premiums met out of personal income
and (v) motor vehicle duties on vehicles owned by persons.

33. The amount of income tax pajunents for which post-war credits are due.

34. Together with items 32 and 33 this item makes up the total of direct
tax, etc. pa>'ments met out of personal iIncome.

35. This item shows the excess of the liability for the direct taxes included
INn Items 32 to 34 laccruing on current income over current direct tax payments.
It relates particular!}' to income tax on interest and profits and to surtax since
In these cases liabilities In respect of current incomes (payable in the future)
differ considerably from current payments at times when money incomes or
rates of taxation are changing. Income tax accruals In respect of Income
assessed under Schedule E (wages and salaries) have been omitted throughout
the period. This has been done to avoid the discontinuity which would other-
wise have been introduced into the figures as a result of the introduction of

the “ pay as you earn ” scheme In 1944,

Tax liabilities have been calculated at current rates of taxation, except In
1945 when account has been taken of the reduction in tax-rates, to take effect
In April, 1946, which was announced In the autumn Budget of 1945.

36. This item represents the excess of personal income over outgoings on

consumers’ goods and services and liability for taxes and compulsor}’ contri-
butions. It has been obtained throughout by subtracting the sum of items

30 to 35 from item 29 and therefore depends on the accuracy of those items.




37. This item Is the sum of items 30 to 36, which show the various ways
In which personal income iIs disposed of. Current income may be either (a)
spent on consumers’ goods and services, (6) paid away In taxes and the like,
(c) set temporarily aside against increased liabilities to tax or (d) added to

past savings. Since this list k exhaustive the item iIs by definition equal to
item 29.

38. This item Is equal to that part of the national income (item 6 of
table 20) wluch iIs neither paid out to persons (in which case It enters,
together with transfer payments, into item 29) nor accrues to public authorities
as miscellaneous income from public propert}® trading, etc. (item 56 of table 22).

39. See preceding note.

40. The total payments of National Defence Contribution and EXxcess
Profits Tax.

41. This 1item Is composed of other direct taxes such as income tax and

war damage contributions and premiums met out of other private Income.
Together with 1items 32, 33, 34 and 40, it is equal to item 49 of table 22.

42. This item shows the excess of the liability for the direct taxes included
In items 38 and 39 accruing on current income over the current payments
of these taxes. As explained In the note to item 35, accruals of this kind
are payable In the future In so far as current payments are made In respect
of assessments based on the income earned In an earlier period. ax liabilities
were calculated as explained in the note to item 35.

43. An estimate of other private net saving, the net undistributed
profits of companies.

44. The sum of items 40 to 43 and by definition equal to item 39.

45. The sum of items 29 and 39 ; equal to item 6 of table 20 plus item 70
of table 22 less item 56 of table 22.

46. The sum of 1tems'37 and 44.

Table 22

This table I1s a combined statement of the income, deficit and expenditure
of public authorities Iin the United Kingdom. Transfers between one public
authority and another, such as Exchequer grants to local authorities, similar
contributions to extra-budgetary funds and payments by public authorities
of direct taxes are excluded from the income of the receiving authority and
from the expenditure of the authority making the transfer. Thus, expenditure

by local authorities from Exchequer grants iIs attributed to local authorities
and not to the central government.

Expenditure on goods and services IS here net In the sense that it Is after
deduction of goods and services sold by public authorities to the general public,

which are included either in personal expenditure on consumption or in private
net capital formation at home.

47. Includes income tax, after deduction of the small amount paid by
foreigners and by public authorities in respect of their income from property
surtax, National Defence Contribution, Excess Profits Tax and other Inland
Revenue duties with the exception of those stamp duties included Iin item 50.
Certain appropriations-in-aid and receipts appearing in miscellaneous revenue
which can be regarded as gifts (e.g. sundry contributions towards the cost of
the war) or direct taxes are also Included. Receipts from wireless licences

are here treated as direct taxes, as also are motor vehicle duties on vehicles
owned by persons.



48. Employees’ contributions to national insurance schemes and War Damage
Act contributions and premiums.

49. The sum of items 47 and 48 : equal to the sum of items 32, 33, 34, 40
and 41 of table 21.

50. Customs and excise duties, motor vehicle duties not included in item 47
above, stamp duties other than those on the transfer of property and appro-
priations-in-aid corresponding to indirect taxes. A deduction has been made
to cover indirect taxes estimated to enter into the value of exports and therefore

to fall on foreigners. These have been treated as central government income
from trading, property, etc., and included in item 54,

51. Employers’ contributions to national insurance schemes and premium
payments under the commodities and marine war risks insurance schemes.

52. Composed of local rates and central government contributions in lieu

of rates, with the exception of water rates, which are treated as current receipts
from a trading service.

53. The sum of items 50 to 52 ; numerically equal to the sum of items 15
to 17 of table 20.

54. As In previous years, this item includes receipts from Crown Lands
and from Sundry Loans, certain items appearing in miscellaneous revenue,
such as contributions towards the cost of the war received from colonial
governments and peoples, and certain appropriations-in-aid, such as receipts
under the raillway agreement. Interest on national debt owned by pubhc
departments continues to be excluded. The Post Office iIncome from trading,
previously measured by the Post Office net receipt less Post Office expenditure
out of Vote of Credit, Is here measured by the surplus shown in the Post Office
commercial accounts. The 1item now includes, In addition, the direct and
Indirect taxes estimated to fall on foreigners.

55. An estimate of the profits from trading services and corporation estates
treated In such a way that contributions to rate fund accounts ?.re included
while transfers from rate fund accounts in aid of deficiencies are not.

57. The excess of central government expenditure over revenue. Sums
received through the Currency Deposit Account, amounting in 19-n 1940
to £go million and million respectively, are omitted from this item and
corresponding amounts are omitted from expenditure.

58. This I1tem shows the excess (or, In 1945, shortfall) of receipts over
payments of the war risks insurance schemes, the UnemplojTuent and National
Health Insurance Funds and various accounts managed by the National Debt
Commissioners. Since tlie item Is headed “ deficit ”, a surplus requires a
negative sign.

59. This item shows the net borrowing of local authorities. It Is composed
of total borrowing less repajanents, transfers to sinking funds and additions
to balances. 1

61. The sum of 1items 47, 50, 54 and 57.
62. The sum of items 48, 51 and 58.
63. The sum of 1tems 52, 55 and 59.

65. This item is identical with item 14 of table 20 ; it is fully described in the
note to that item.

66. Payments In respect of claims under the commodities and marine war
risks Insurance schemes and the V’ar Damage Act.




67/. *38 In previous Yyears this item‘includes (1) national debt interest paid
to persons and businesses, (il) increase In interest accrued on National Sax'ings
Certiticates, (ii) contributory and non-contributory old age pensions, (iv) cash
payments In respect of wav pensions and serxdce grants, (v) supplementary
pensions, (vi) unemployment allowances, (vii) billeting allowances, (\dii) fire-
guards’ subsistence allowances, (ix) travelling and lodging allowances of
transferred workers, and (x) trainees’ wages and lodging allowances. It also
Includes, for the first time, the Ministry of Food’s contributions to the cost
of milk provided under the National Milk and milk-in-schools schemes, and
of orange-juice, cod-liver oil and vitamin tablets provided under the vitamin
schemes. These were previously treated as subsidies and so appeared In item 65.

68. Unemployment benefit, cash benefits under the national health insur-
ance scheme and contributory pensions. In previous years this item included
also the cost of medical benefit, which now forms part of item 75.

69. Public assistance (out-relief) in cash and kind.

70. The sum of items 67 to 69 ; equal to the sum of items 23 to 28 of table 21
plus that part of national debt interest and the increase In Interest accrued
on National Savings Certificates which Is included in private income (item 119

of table 24).

71. This 1item 1s mainly composed of Post Office loan expenditure, Road
Fund expenditure on improvements and new construction and, In 1945,
expenditure on the manufacture of pre-fabricated houses. A small allowance
IS made to cover normal additions to government buildings. It excludes
altogether expenditure connected with the war even though this was of a

capital nature.

/2. This 1item includes the net capital formation of local authorities’ trading
services as well as of all rate fund services except war emergency Sservices.
Net capital formation is equal to capital expenditure on works less receipts from
the sale of assets and sums repaid to lenders or transferred to sinking funds.
As explained In the note to item 9 of table 20, this last deduction Is made In

lieu of allowances for depreciation.
73. The same as item 9 of table 20.

74. This 1item comprises the whole of central government expenditure on
goods and services except the net capital formation shown iIn item 71.

/5. This 1item Is composed of fees and commissions paid to agents under the
war risks insurance schemes, (which are included in war expenditure In item 2(a)
of table 2), the administration costs of the national insurance schemes and expen-
diture on medical benefit by the national health insurance funds. This last
component was previously treated as a transfer payment and therefore appeared
In the 1tem corresponding to item 68.

76. This item comprises all local authorities' expenditure on revenue account
other than that recouped from the private sector of the economy in the form
of fees, rents, etc., plus capital expenditure on war emergency services. Loan
repayments and payments to sinking funds are included as an operating
expense In lieu of depreciation allowances. All expenditure on war emergency
ser\'ices, even that of a capital nature, Is Included In war expenditure In
item 2(a) of table 2.

/7. The same as item 8 of table 20.

78. This 1tem excludes net transfers made by the, central government to
extra-budgetary funds and local authorities which, In so far as they are spent,
appear In items 79 and 80. It therefore differs from item 61 (which also

appears as item 6 of table 16, item 3 of table 17 and item 126 of table 24),
which includes such transfers.
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Table 23

82. The sum of items 36 and 43 of table 21.

83. The sum of items 35 and 42 of table 21.

84. Net non-war capital formation of public authorities (item 73 of table 22)
less the net borrowing (deficit) of public authorities (item 60 of table 22). The
fact that throughout the period this figure was negative means that public
authorities were borrowing to finance current expenditure.

85. These estimates are, so far as the private sector Is concerned, mainly
based on the allowances, as computed for income tax purposes, which were
due each year, viz., aUowances for repairs, etc., under Schedule A and wear
and tear and obsolescence allowances under Schedule D. In fact, when
assessment under Schedules A and D are taken together it becomes clear
that the Schedule A allowances are non-operative and the deduction allowed
for repairs before tax Is chargeable iIs the actual amount spent, which iIs knowm
to have varied from year to year more than the statutory allowances. Because
gross capital formation has, except in 193> been estimated by ad<”g the sums
allowed for depreciation and maintenance to the figure of net capital formation
obtained as a residual In table 20, the conventional treatment of Schedule A
allowances adopted in this Paper has affected private gross capital formation
(item 88) to exactly the same extent as this item ; a change in practice would
alter this item and item 88 but would leave item 11, private net capital forma-

tion, unchanged.

In the case of local authorities sums repaid to lenders and transferred to
sinking funds are treated as the equivalent of depreciation allowances, as
explained in the note to i1tem 9. Expenditure by public authorities on
maintaining highways and bridges iIs included, as iIs also Post Office capital

expenditure charged to Vote.

It will thus be seen that these allow™ances are treated here In a narrow
sense In that they exclude, except In the case of buildings, highways and
bridges, the greater part of outlays for current repair work. A wider treatment
6f these allow™ances would, of course, leave the figures for net capital fo™
mation unaffected since the gross figure (items 88 and 90) would be increased
to the same extent as the allowances.

An addition has this year been made to cover the amount received by
business insurers In respect of claims for damage (other than wax damage) to
fixed capital goods and the increase In assurance reserves to meet busmess
claims of all kinds. Expenditure on making good such d”~age appears in

gross capital formation ; by the practice here adopted provision for insurable
loss Is treated identically wdth provision to meet normal w'ear and tear. This

point is further discussed in Appendix Il.

86. The same as item 66 of table 22.

88. Composed of total expenditure on fixed capital, works, etc., by the
private sector of the econom3”™ together wdth the change in the value of stocks
and work In progress as implied in the calculation of profits. As explained In
the note to Item 85 this item Is treated here In a narrow- sense since except m
the case of buildings the greater part of private outlaj's on repair w-ork Is

excluded.

89. The same as item 10 of table 20.

90. Capital expenditure on works less receipts from the sale of assets plus
maintenance of liighways and bridges.

O1. The same as item 13 of table 20.
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Table 24

93- This item, the sum of items 47, 50 and 54 of table 22, is composed of
total ordinary'™ revenue (including throughout the period the receipts from
weless licences but excluding receipts under the War Damage Act, which
appear in the income of extra-budgetary funds, and the Canadian contribution)
plus receipts of classes which may be appropriated in aid of Votes which corre-
spond to gifts, taxes and income from property, less receipts from the Post
Office Fund, which Is treated as an extra-budgetary fund, less Post Office
receipts from the Vote of Credit (which represent a transfer within the central
government sector) plus the surplus shown in the commercial accounts of the
Post Office, less receipts from capital transactions included in miscellaneous
revenue, which are properly regarded as a part of the finance of the deficit,
less transfers between public authorities included In miscellaneous revenue,
less departmental receipts in excess of those appropriated in aid of Votes, since
these appear in miscellaneous revenue and also, so far as they are relevant, In
those receipts of classes which may be appropriated in aid of Votes which
correspond to gifts, taxes and income from property.

94, 95 and 96. The net Increase In these funds avallable for loan to the
Exchequer.

97. The net Increase in government securities held by other extra-budgetary
funds and by the Exchange Equalisation Account, certain receipts In respect of

war risks insurance and the War Damage Act, and the reduction In the
Exchequer balance.

100. The net sum due from the United Kingdom to the United States for the
settlement of Lend-Lease and Reciprocal Aid, for the acquisition of surplus
oroperty, and the United States interest In installations, located In the
United Kingdom, and for the settlement of claims. An identical amount has

peen Included In item 115, central government expenditure on goods and
services connected with the war.

101. These items appear here since they are not included in item 93.

103. This 1tem Includes net issues under various Acts, e.g. North Atlantic
Shipping Act, 1934, Tithe Act, 1936, Anglo-Turkish (Armaments Credit)
Agreement Act, 1938, Overseas Trade Guarantees Act, 1939.

104. The sum of items 94 to 103 ; represents the total of sums used to
finance the central government deficit which iIs received from government
funds and similar sources as opposed to loans from the public.

105. The Increase In Investments from the net deposits In the Post Office
and Trustee Savings Bank.

106 and 107. Recelpts less repayments.

108. Receipts from public issues, e.g. National War Bonds and Savings
Bonds, and Other Debt (net) less securities redeemed and excluding purchases
of government securities (war or pre-war issues) by public departments.

no. The increase in bills held by the market or by Empire Funds and in
Bank Ways and Means Advances.

111. Receipts less repayments.
112. The Increase In the amount of certificates outstanding.

113. The sum of items 105 to 112, showing the amount of public borrowing
at home. The sum of item 104 and this item is equal to item 57 of table 22.

114. The sum of 1items 93, 104 and 113 : the same as item 61 of table 22.
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2. The proceeds of certain insurance claims are treated as a current receipt
by the Inland Revenue and so attract tax. While the individual seller who is
Insured may not sacrifice income If his goods are destroyed, the community
as a whole clearly suffers loss and it is unrealistic to measure the national income
as If it were a matter of indifference whether goods are sold or destroyed.
A deduction has therefore been made from profits to cover the estimated
amount of claims brought into the assessment of income. No corresponding
change was necessary In the case of net capital formation in 1938 since replace-
ments of lost goods were not counted as iIncreases In Inventories, and so
were never treated as part of net capital formation.

3. Taxes falling on foreigners both direct and indirect have this year been
treated as central government income from property and hence included In

the national income. It has been possible to make only a rough estimate of
the amount involved.

4. Hitherto the whole of the pay and allowances of the Armed Forces (in
cash and kind) has been treated as a part of net national product. In 1945
that part of It paild to men and women on release leave has, like war
gratuities, been treated as a transfer pajonent, i.e. It enters into personal
Income but not Into the national income. The amount involved Is shown
separately In item 23 of table 21.

5. Ministry of Food contributions to the cost of vitamin products and milk
Issued to certain classes of tjie community have hitherto been treated as a
subsidy. This year they have been treated as a transfer pabonent and the
full value of these products Is therefore included In personal expenditure at
market prices In table 20. This change was made In order to make the treat-
ment of subsidies approximate more closely to the definition suggested In
Cmd. 6623.

6. Medical benefit, hitherto treated as a transfer paymient in kind and so
entering Into personal expenditure, has been-treated as a direct purchase of
medical attendance and drugs by the national health insurance funds. This
brings the treatment of public health into line with that already adopted for
public education.

Changes In estimates

|. More reliable estimates have become available of the amount of national
debt interest not paid to the private sector of the economy. This improve-
ment has affected, In particular, the computation of the profit component
of the national income and private income.

2. The contribution of the Post Office to government income from trading
and property has been differently measured this year. Previously, the
Post Office net receipt shown In the Exchequer returns was used, abated by
the Post Office expenditure out of \'ote of Credit. Owing to the suspension
of inter-departmental payments during the war this resulted in a lack of year
to year comparability and, since the proportion of work done by the Post
Office for other Departments without reimbursement increased greatly, in an
underestimation of both the income and expenditure of the central govern-
ment. The surplus shown In the Post Office commercial accounts has,
therefore, been substituted. Government war expenditure has been increased

by the same amount as government income from property.

3. In the case of central government taxes figures of net receipts by revenue
departments have been used this year instead of pa\Tnents into the Exchequer.

The differences are very slight.



4. Numerous improvements have been made In the estimates of consumers’
expenditure. The most substantial of these occur In the case of food and alco-
holic drink. The value of food produced and consumed on farms was previously
erroneously omitted from personal expenditure on food, although It was
Included Iin iIncome. Additional information has led to a considerable upward
revision of the previous estimates of expenditure on meat from 1940 onwards.

The changes In the estimates of expenditure on alcoholic drink are due to a
revision of the series of average prices used. The prices previously used are
believed to have been too low because they took little or no account of the
difference between the prices charged in public bars and those charged elsewhere

5. The estimates of the overseas balance of payments have been revised for
the years from 1938 onwards. In almost every case the effect of the revisions
has been to make the figures show a less favourable position than those they
replace. The estimates still cover only recorded disinvestment, and must be

regarded as underestimates of the true deterioration of the country's inter-
national position.

6. It is believed that the allocation of indirect taxes and subsidies over the
various components of national expenditure at market value has been improved.
Items of expenditure were first adjusted for taxes and subsidies known to be
specific to them ; components of expenditure known to contain no general
taxes (e.g. expenditure on domestic service, government expenditure on the
wages and salaries of civil servants and the Armed Forces) were then deducted
and the general taxes and subsidies spread pro rata over the remaining parts
of gross national expenditure. Net taxes attributable to exports were added

to the national income : the others were deducted In order to arrive at the
estimates of the national cost of particular items shown In table 4.

I11. The Effect of the Changes

The absolute change In the balancing figures of private saving and capital
formation resulting from these changes of definition and estimation has been
considerable. The relative movements showm by the main series in the succes-

sive annual estimates have changed considerably less, as can be seen from
table 25.

RELATIVE MOVEMENTS OF SOME OF THE MAIN SERIES

(1938 = 100)
TABLE 25
1938 1939 1940 1941 1942 1943 1944 1945
National income ..., 100 108 128 149 165 176 182 184
as given in Cmd. 6623 ............... 100 108 128 149 164 175 180 1—
as given in Cmd. 6520 .............. 1 100 71 108 129 150 165 177
1
Consumers’ expenditure on goods J'L : 1
and SErviCesS e, 100 103 108 ! 113 120 1 122 128 136

as given in Cmd. 6623

.................. 100 102 107 112 118 120 126
as given in Cmd. 6520

.................. 103 106 112 119 122 —

Private saving including allowance :
for accrued taxation ... 100 157 323 420 470 503 476 447
as given In Cmd. 6623 ................. 100 151 315 408 444 484 465
as given in Cmd. 6520 .............. 100 159 345 419 460 498 —
A
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APPENDIX

CONSUMERS"™ EXPENDITURE

Table 26 shows the composition of the personal expenditure on consumer
goods and services at current market prices in greater detail than was riven
In table 8. N

PERSONAL EXPENDITURE ON CONSUMERS' GOODS AND SERVICES AT
CURRENT MARKET PRICES

TABLE 26 t million

1938 1939 1940 1941 1942 1943 1944 1945

Household expenditure
Bread and cereals, etc.
Meat, bacon, etc.

Fish, fresh and canned

Oils and fat  ....cccoe.
Sugar, preserves and

confectionery 108 100
Dairy products - QJ 234
Fruit, fresh, canned and

dried

Potatoes and vegetables
Beverages not included
below 54 49 5S

Other manufactured
food ... 33 41 47

(b) Other personal expendi-
ture [ 138 142

2. Alcoholic beverages
(O) Beer
(b) Other

3. Tobacco—
(o) Cigarettes
(b) Other

4. Rent, rates and water charges 491 512 517

Fuel and light
(a) Coal

(b) Electricity
(c) Gas
(d)

Durable household goods—
(a) Furniture and furnishings

(b) Hardware

/. Other household goods
(0O) Matches.........

(b) Soap
(c) Other ...
Clothing—-
(a) Footwear ... 90 93
(b) Other clothing
(i) Men’s and boys’ wear 127 125 130
(i) Women’s, girls’ and
Infants’ wear 246 279 293
9. Reading matter—
23

(0) Books
(b) Newspapers and maga-
lines



TABLE 26— cont.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

Privately-owned motor vehicles
and their running expenses...

Travel—
(a) Railway travel
(b) Other travel

Communication services—

(0O) Postal service

(f>) Telephone and
services

Entertainments

Services not included above—

(O) Cost

transfer of property

(b) Other

Other goods

Income In kind of the Armed

Forces

1938 1939 1940 1941 1942 1943 1944 1945
114 101 34 27 14 7 7 26
.................. 55 52 48 59 74 86 90 109
.................. 104 100 90 106 124 121 120 136

S e 18 17 20 24 26 32
telegraph % .
...................... 11 12 12 13 13 16 18 19
.................. 60 56 57 83 113 133 142 153

of assurance and

66 66 66 67 68 68 68 68
................................. 386 384 383 386 354 336 336 373
................................. 176 180 186 188 183 189 200 228
...................... 17 29 81 135 146 185 199 205
S e 4167 4,276 4,496 4,716 4974 5.042 5,295 5595
................................. —7 -5 5 30 40 40 50
...................... 4160 4,271 4,496 4,721 5,004 5082 5.335 5,645

The 1items included in each group are set out below :

(1) Food—co

mprises purchases of food, including non-alcohohc bever-

ages, by households, together with the value at farm prices of farm produce

consumed on farms and the cost to the establishment of food used
canteens, restaurants and hotels.

this year incluc
and milk-1n-sc
the vitamin sc

N
It should be noted that the estimates
e the full value of milk provided under the National Milk
nools schemes and vitamin products provided under

nemes. Previously, personal expenditure included only

their cost to the consumer and the balance was treated as a subsidy.
This change was discussed In Appendix IlI.

2. Alcoholic beverages—

. () Beer,

ale, stout and porter N

(6) Imported wines, British wines, spirits, cider and perry.

3. Tobacco—

comprises purchases In the United Kingdom, including gifts to

troops overseas.

An allowance has been made for the concession

Introduced In 1942, by which members of the armed forces were able
to buy a limited quantity of tobacco at N.A.A.F.l. canteens at reduced

prices.

(@) Home-proc
(6) Home-proo

finished to

uced cigarettes

uced pipe tobacco, cigars. Snuff and all imports of

bacco products.
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4. Rent, rates and water charges—

Includes an allowance for buildings occupied by non-profit-making

bodies and for hotels, boarding houses, etc., in addition to private
dwelling houses.

. Fuel and light—

Includes the value of the fuel and power only. The cost of the hire
of equipment Is included In item 14(6).

(< Coal— includes miners' coal valued at pithead prices
(b) Electricity

(c) Gas

(d) Coke, paraffin and firewood

. Durable household goods—

(@) Furniture, furnishings, household textiles, floor coverings and

musical instruments (including wireless sets, gramophones and
accessories).

(6) Pottery and glassware, ironmongers’ goods, electrical goods,
heating and cooking appliances, sewing machines and refrigerators.

. Other household goods—
(@) Matches

{h) Toilet, shaving and household soap, scourers, etc.

(c) Polishes, candles and nightlights, miscellaneous cleaning
materials, etc.

. Clothing—
(@) Footwear covers all new boots, shoes, slippers, etc., but not socks
and stockings, repairs or repair materials.

(b) Other clothing covers all kinds of garments, dress materials,
millinery, haberdashery, etc. The expense of making-up customers'
materials 1s Included, but not alterations or repairs. All dress

materials are allocated to {b) (ii), and so are, such things as knitting
wool and general haberdashery. Infants for this purpose are children

under about four years of age.
Reading matter

(a) Books

"™ Newspapers and magazines

10. Privately-owned motor vehicles and their running expenses-

comprises an estimate of the purchases by persons of motor-cars,
motor-cycles and motor accessories and the running expenses incidental
to their use, together with an allowance for dealers’ margins on
second-hand vehicles.

11. Travel—

Includes all travel In public conveyances paid for out of personal
iIncome and therefore the travel of members of the Armed Forces when

at their own expense.

[@) Main line, joint line and London Passenger Transport Board
rallways.

(b) Buses, coaches, trams, trolley-vehicles, taxis, etc.

12. Communication services—

{a8) Postage on letters, parcels, etc. and the poundage on postal and
money orders.

(b) Telephone rentals, local and trunk calls and telegrams.
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13. Entertainments—

Includes admissions to cinemas, theatres, concert-halls, music-halls,
sporting events, dance-halls, skating rinks and all other places of
public amusement.

14. Services not included above—

{a) Expenditure out of personal income on the factors of production
taken up In providing life and other assurance and in facilitating the
acquisition and transfer of property.

(1) Medical services not provided under the national health insurance
scheme, undertaking, hairdressing, hotel and restaurant services,
domestic service, repairs to furniture, clothing, footwear, watches,
etc., dealers’ margins on second-hand goods (other than motor vehicles)
and the hire of domestic heating and cooking equipment. EXxpen-
diture on medical services provided under the national health
Insurance scheme IS now treated as expenditure by public
authorities.

15. Other goods—

Includes stationery, fancy goods, jewellery, bicycles, travel goods,
toys and sports goods, chemists' wares other than drugs and medicines
provided under the national health Insurance scheme (expenditure
on which iIs included in expenditure on goods and services by public
authorities), flowers, garden seeds, food for domestic pets, etc.

16. Income In kind of Armed Forces—

cost of providing members of H.M. Forces and Auxiliary Services
with food and clothing, including civilian clothing issued on release
from the services.

17. Adjustment—

the figures In all the previous categories include expenditure In
the United Kingdom by tourists from overseas and Allied troops
temporarily resident in this country and exclude expenditure abroad
by British tourists and members of the armed forces. An adjust-
ment IS needed to convert the total to a total of purchases out of
British income. The adjustment given here also includes a rough
allowance for the excess of personal remittances abroad from this
country over remittances received In this country from overseas.
This Is because remittances sent abroad appear in British income but
not In British expenditure whereas remittances received from overseas
are not treated as income although they finance British expenditure.
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APPENDIX

BANK DEPOSITS

The estimates of the distribution of bank deposits provided In previous
years by courtesy of the Clearing Banks are continued in the following table :

DEPOSITS HELD BY CLEARING BANKS

TABLE 27 £ million
Dec. 31 June 30 Dec. 31 June 30 Dec. 31
1943 1% 1944 1945 1945
q
1. Total deposits held
by Clearing Banks 4032 ;l 4,100 4.545 4751 4.850
2. less Advances to cus- 11
accounts ... .. 743 770 754 761 815
3. Total deposits (net) 3.289 3,330 3,791 3,990 0 4,035
|
4. Personal deposits | .
(nset) i 972 ' 1,032 t 1.158 | 1.260 1,339
5. Other deposits (net) 2,317 2,298 2.633 2.730 2.696

Net personal deposits in item 4 exclude the accounts of businesses, ancial:
Institutions, public authorities, and also, for example, those of iIndividual]
traders, shopkeepers, farmers and professional men where the accounts are
known to be used for the purpose of business. Non-resident deposits and
sundry accounts are also excluded. No attempt has been made to adjust
for the amount of bank accommodation obtained by the discountmg of biils.j

The figures In item 5 have been obtained by subtracting those In item 4

from those In item 3. Thus item 5 Includes non-resident deposits and sundry)
accounts as well as the business deposits of which it i1s mainly made up.
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