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SOCIAL SECURITY 
Post-War Development in Europe 

Summary of section on “Comparative Anahsis .f the Present 
Tendencies of Social Securiy in Europe,” based on reports from 

j f t e e n  countries including U.S.S.R. for the International 
Labour Organization 

 HE Social Security legislation of reduction or a temporary interrup- 

years entered upon a phase of rapid “ Workers ” should be taken to 
development. Everywhere Govern- include not only employed persons, 
ments are hastening to make up for but also independent craftsmen, 

and to realise the new idea of social regards independent workers gener- 
security. ally, it has to be admitted that the 

risks to which they are exposed do 
Scope of Protection not correspond exactly to those 

social security systems can best be mechanism o f .  employment insur- 
judged by considering (a) the scope ance cannot be applied to in&epen- 
of the protection which they afford, dent workers without modification, 
and ( b )  the strength of this protec- while a disaster to the business of 
tion-that is to say, the level of an independent worker is not, like 
their benefits. Protection can be con- the unemployment of a wage- 
sidered to be complete if the social earner, a risk which can be covered 
security system provides for all bY Insurance. 
workers and their families benefits Four European countries already 
in all contingencies-incapacity for possess complete social security 
work, unemployment, old age and legislation : France, Great Britain, 
death-which deprive them of their Yugoslavia and Sweden. Their , 
means of subsistence. T o  these systems embrace practically the 
risks may be added those of family whole population, of employed and 
responsibilities and maternity; for self-employed, with their wives and 
an increase in necessary expendi- children. The scope of protection 
ture affects the standard of living is just as complete in Belgium, 
of a family in the same way as a Czechoslovakia, Ireland and ,tlie 

Europe has in the last two tion of its income. 

the lost years of normal progress small employers and peasants. As I 

The degree of development of  O f  employed persons. Thus the I 

’ 

Reflor1 of Eighlh Genrrnl Mil l ing  of I n f m m l i o n d  Socinl Srour!Jy A,m&lion, Monlrrol, 1948. 
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Netherlands as far as the employed 
population is concerned ; but insur- 
ance is not compulsory for the 
self-employed, though independent 
workers who have at s ~ m e  time 
been employed can remain insured. 
In countries with an important 

class of peasants, for whom the 
conditions of life and the economic 
consequences of the various risk< 
are  very different from those of the 
urban population, the problem of 
social insurance is difficult. Francc 
has adopted a special scheme for 
her agricultural population. In the 
U.S.S.R., where a great mass of 
the population works on collective 
farms, the farmers themselves ?re 
responsible for  the social security 
of their members, and for this 
purpose have to set up mutual 
benefit societies. 

Family allowances have bem 
introduced in G r e a t  Britain, 
Ireland, the U.S.S.R. and Sweden, 
at the expense of the State. In 
Belgium and France, family allow- 
ances are on a contributory or 
insurance hasis and apply to the 
self-employed as well as to the 
employed. In Czechoslovakia and 
the Netherlands the scope of family 
allowances is limited to the em- 
ployed. 

Differentiation 01 Benefits 
Wherever in ,Europe there existed 

special schemes of pension insur- 
ance for salaried employees, the 
tendency now is to assimilate this 
class to the mass of employed 
persons. In Yugoslavia unification 
is already accomplished, and in 
R e I g i U m, Czechoslovakia a n d 
Poland it is in process of realisa- 
tion. 

As regards special schemes. for 
workers in arduous occupations 
such as miners and seafarers, 
different considerations have prf- 
vailed. Relgium, Czechoslovakia 
and France have not only main- 
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tained their special schemes for 
miners but have improved them as 
a means of remedying the scarcity 
of labour. Other countries, while 
recognising thc expediency of 
offering special advantages to those 
i n  arduous occupations, have pre- 
ferred to keep these workers within 
the framework of the general 
scheme. Thus in the U.S.S.II. and 
Yugoslavia all the insured workers 
are covered by the same general 
scheme, but the benefits and the 
conditions under which they are 
awar&cl differ according to the 
nature of the work. Insured persons 
who have been employed in arduous 
or dangerous work or in highly 
skilled trades are entitled to benefits 
at a higher rate than persons in 
less exacting occupations. Supple- 
mentary benefits may he uite con- 
siderable. In the U.SI.R., for 
example, the old age pension for 
workers in arduous occupations is 
60 per cent. of the final wage and 
falls due at the age of 50 after 20 
years of service. 

Many European countries are 
still calculating benefits on the basis 
of a prescribed percentage 05 
wages. This  method has the two- 
fold advantage of taking into 
account wide differences which 
exist between the wages of workers 
in different occupations and classes, 
and thereby maintaining to a certain 
extent the standard of living of the 
insured person in case of incapacity, 
and especially temporary incapacity. 
This method involves as a necessary 
corollary the fixing of contributions 
likewise as a percentage of wages. 
In France and Yugoslavia, the 
minimum pension is fixed at a quite 
high percentage of the wage (30 to 
40 per cent. in France and 30 to 
52.5 per cent. in Yugoslavia). 
In Belgium the basic old age 

peniion still consists of the annuity 
hought with the.accumulated contri- 
hutions 6f the insured person, but 
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the State pays a supplement equal 
to 50 per cent. of this annuity, 
together with 6 substantial additioii 
depending on the age of the bene- 
ficiary; further, a supplementary 
pension varying with the conjugal 
status of a pensioner is paid out of 
the benefit contribution income : the 
total of all these elements amounts, 
for a married man, to half the 
wages of an unskilled labourer. 

Financing 
Perhaps the most striking new 

tendency found in several countries 
is to transfer to the employer the 
entire financial liability. Thus, in  
Poland the employer pays the whole 
cost of social insurance, and it 
seems that the same rule will be 
followed in the new Czechoslovak 
plan. This procedure, which is 
borrowed from the U.S.S.R., may 
be connected with the fact that 
important branches of production 
have been nationalised. But in 
other countries where socialisation 
has made equal progress it has not 
been adopted. It has, in any case. 
the advantage that it avoids resist- 
ance on the part of the workers and 
difficult fiscal problems for the 
State. Its effect is to distribute 
over the whole body of consumers, 
whether insured or not, the entire 
cost of social insurance. 

In another. group of countries 
(gelgium, France and Yugoslavia) 
the whole or  a major part of tho 
cost is borne by the contributions 
of employers and insured persons, 
those of the employers being the 
higher since they cover the whole 
expenditure for accident insurance 
and family allowances. 
In Denmark and Sweden, sick- 

ness insurance and old age pensions 
have not been designed solely or 
principally for wage-earners, but 
rather for citizens as such, and 
therefore no contrihution is col- 
lected from the employer. 
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Great Britaih in the financing ;f 
its social security scheme, and 
Switzerland i n  its national pension 
insurance, have adopted the tri- 
partite method as  regards employed 
persons, while the benefits of the 
self-employed arc financed by the 
insured persons and the State. The 
substantial aid furnished. by.. the 
State makes it possible to keep 
within moderate limits, not oniy 
the contribution of the insured per- 
son, but also that of the .employer 
-by no means a negligible con- 
sideration in a country whose 
prosperity depends on exports. 

Widening of the scope of social 
security is often accompanied by 
changes in organisation, the charac- 
teristic of which is a tendency 
towards greater centralisation and 
unification. The multiplicity.. of 
bodies which in many countries are 
entrusted with the administration 
of the different branches of insur- 
ance, or  with the local admmistra- 
tion of one or  several. branches, is 
beginning to give way to an organ- 
isation of greater unity and better 
adapted to the needs of an ever- 
extending system of national insur- 
nnce. 

Fareign Organisation 
I n  France, the vety, numerous 

departmental, mutual, trade union 
and employers' funds and the 
National Old Age Pension Fund, 
which operated before the war, 
have been replaced, not'as in Great 
Britain by Ministries, but by a 
disciplined hierarchy of official 
funds, on which employers and 
workers are represented and which 
are established at three levels- 
central, regional and local. Manage- 
ment of  the temporary-incapacity 
risks (sickness, maternity, accident) 
and, later on, family allowances, is 
the duty of local funds, while 
regional funds take care of the 
risks involving the payment of 

.. 
. . .  . 
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pensions. The National Fund is n 
governmental institution which re- 
insures the risks covered by the 
regional funds and manages thc 
employment - injury - prevention 
fund and the fund which serves 
the health and social activities of 
social insurance. 

In other countries, intermediate 
forms of organisation are found 
and forins which vary from onc 
branch of insurance to another. 
What may be termed the most cow 
servative method of organisation 
consists in entrusting the adminis- 
tration of  temporary incapacity 
benefits to occupational, local, 
mutual or employers' funds (Bel- 
gium-also for invalidity insurance 
-Czechoslovakia, Denmark, Ire- 
land, the Netherlands, Sweden and 
Switzerland) ; permanent incapacity 
and old age, on the other hand, arc 
the responsibility of a central body 
~nanaged by employers and workers 
or by these two parties and thc 
State (Belgium-for old age ,ancl 
survivors' insurance - Czechoslo- 
vakia, the Netherlands and Switzer- 
land) or especially where it is a 
matter of non-contributory pensions 
by the State alone (Denmark, Ire- 
land, Sweden). 
, In  the U.S.S.R., temporary in- 
Capacity Insurance is administered 
by the trade unions, and long-term 
insurance by the Ministries of 
Social Affairs of the Republics in 
concert with the Central Federation 
of Trade Unions. 

M M  

I t  may, therefore, be concluded 
that the centralisation of the 
management of social insurance IS 
more evident in the sphere of pen- 
sion insurance than in the schemes 
which cover temporary incapacity, 
since for the latter the advantage 
of the local representation of the 
persons concerned is considerable. 
Often local institutions possessing 
varying degrees of autonomy co- 
operate with the central institution 
which administers pension insur- 
ance : such is the case, for  example, 
in Denmark and Czechoslovakia. 

Evolution towards the unification 
of social security expresses itself, 
however, not only through the ten- 
dency to greater centralisation : 
even where many bodies partici- 
pate in the administration, certain 
similar functions of different 
branches of social insurance are 
unified and entrusted to a single 
category of  bodies. Thus, several 
social security systems have unified 
their medical.services, and the con- 
tributions for all risks covered by 
compulsory insurance are collected 
together-with the exception of 
accident insurance premiums - in 
Relgium, Czechoslovakia, Denmark, 
France. Great Britain. Poland. 
Sweden, Yugoslavia a n d  t h e  
U S S R :  

It is interesting to observe that 
in Sweden the sickness insurance 
contributions and the special tax for 
old age pensions are collected with 
the ordinary income taxes. 

- -  
Still Relevant 

SOMETILING like fZO'accruei to the Chancellor for e v k y  $4 spent on 
tobacco, Rut I ma'ke,bold to say that of  each'fZO or more that 

is no longer spent, on tolncco, mnre than fl on the avernge will be 
spent in ways that cost dollars, directly or indirectly, eithcr through 
hereased imports or through diminished exports. 

-Sir FIirbcrt Henderson, Royol Il'conomic Society, f d y  4, 1947. 
I 
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Characteristics of Controlled 
Economy 

By WALTER EUCKEN 

The following conclusions emerge from a $tu+ ~ Germany's 
cmtral!y-administered economy under the Nazis. 

DOES the economic process in the individual, since these never effec- 
centrally administered econoniy tively assert themsetves. The cen- 

proceed in essentially the same way tral administration and the planning 
as in the exchanee economv? Is authorities fix a total reauiremerit 
the basic logic in The two ca&s the 
same? 

1. In  either case the aim is to 
provide for certain needs by com- 
bining means of production and 
labour supplies for productive pur- 
poses as in any form of economy. 

Does the similarity hold at  least 
with regard to the task the economic 
process has daily to solve? 

The answer is no, only in appear- 
ances. In the exchange economy 
individuals are face to face, day in, 
day out, with the scarcities in food, 
clothinrr. etc.. which thev have to 

for bread, meat, steel, eic., for a 
particular period of time, and in 
doing this leave out of account in- 
dividual needs, valuations, and 
plans, on which individuals base 
their actions in the exchange 
economy. Individuals may strongly 
prefer their bread to be of wheat 
rather than of rye, but the central 
administration can simply substitute 
rye bread; similarly, individuals 
may voluntarily save very little, but 
centrally planned investment may be 
put much higher. The planned re- 
quirements of the central adminis- 

overcome by acting in oAe way or 
another. As they produce little for 
their own consumption, there is 
division of labour and exchange be- 
tween a number of individual 
households and firms. No one is 
surveying the process as a whole. 
The requirements even of bread arc 
expressed simply by, and for, each 
individual according to his purchas- 
ing power. I t  is the meeting of the 
scarcities as  felt by the individual 
person or household which is the 
objective of the economic process in 
an economy controlled by competi- 
tive prices. 

I t  is different in  the centrally ad- 
ministered economy. Economising 
there does not find its origin and 
purpose in the scarcities felt by the 

Troniktcd by T. W. Hutrhirm 

<ration are what is decisive. If the ! 
central plans in the centrally ad- 
ministered economy are completely 
and successfully carried through, 
then the economic process has 
reached its objective, even if the 
needs of individuals are satisfied to 
a far smaller extent than 'they 
might be. 

Scarcity means two quite different 
things in the centrally administered 
economy as compared with the  ex- 
change economy. The  basic pur- 
pose of economising is q i i  i t e  
different. 

Differing Controls 
2. Inevitably, the .method 'by 

which .the economy is controlled 
must be equally different. 

, 
from '' E r o m i c n . ' '  Awui , .  19111. 
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$1. When the reserve had been 
obtained, the quantities of com- 
modities would have to be increased 
so that the aggregate value of the 
composite unit would be raised to 
$1. 

This situation, besides being 
unrealistic, does not require a plan, 
since the prices would inevitably be 
stable on the basis of the elasticity 
assumption. On the assumption of 
infinitely inelastic supplies, on the 
other hand, any additional demand 
provided by the Treasury in order 
to establish reserves would lead to 
a rise in prices and would necessi- 
tate a reduction of the quantities 
of commodities in the composite 
unit if the desired reserves were 
to be obtained. Therefore, as the 
supply conditions approach infinite 
elasticity, the gain to the raw- 
material producers will tend to 
diminish in the initial operations of 
the Treasury while it accumulates 
a reserve. But, since the relative 
quantities of the commodities in 
the composite unit are fixed, those 
producers whose supply is less 
elastic will gain the most. More- 
over, those materials which are 
quantitatively greatest in  the com- 

* posite unit will be favoured, 
because the demand for them will 
be greater in order to make up a 
complete unit. 

The aRgregate value of the com- 
posite unit in equilibrium, when 
the Treasury i s  neither acquiring 
nor disbursing composite units, 
will equal $1. The relative prices 
of the commodities, however, wdl 
be free to fluctuate and in so far 
as prices fluctuate by exactly equal 
amounts in opposite directions, 
there will be no operations with the 
Treasury. I t  is claimed that fluc- 
tuations will be kept within narrow 
limits because, i f  the price of one 
commodity beeins to rise, this will 
lead to a withdrawal of composite 
nnits from the Treasury,. thus 
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increasing the supply of the active 
commodity and exerting a down- 
ward pressure on its price. But at 
the same time other prices will be 
pressed down because the supply 
of the other commodities will be 
simultaneously increased. Equili- 
brium will thus be restored by 
reducing the aggregate value of the 
commodities to $1, having allowed 
a slight rise in the price of one 
commodity, compensated by a slight 
fall in the prices of other commo- 
dities. A price fall will be remedied 
by increases in the Treasury re- 
serve and a reduction in the supply 
on the markets. In this case the 
falling price of the commodity will 
be arrested and other prices will 
rise. 

Outline of Plan 
This, then, is the simple 

mechanism proposed by the pro- 
ponents of a commodity reserve 
currency by which the price level 
of basic raw materials will be kept 
stable, w i t h o U t any deliberate 
curtailment of production by the 
government, and the fluctuations of 
the cycle will be mitigated by 
maintaining the purchasing power 
of the raw-materials producers. 

The plan in its barest outline is 
actually a proposal to solve certain 
problems concerning raw-material 
production by means of multiple- 
commodity stabilisation. I t  aims at 
eliminating private and govern- 
mental restriction on raw-material 
output, in order to expand the 
utilisation of raw materials. and 
thus to raise the standard of living. 
The plan is also advanced as a 
method of reducing cyclical trade 
fluctuations. I t  is hardly necessary 
to say that the whole analysis of 
the plan is based upon a cycle 
theorv which emphasises raw- 
material p r o d U c t i o n and the 
stabilisation of the effective demand 
of raw-material prodncxrs. " Each 
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addition to the store means a 
corresponding increase in the 
mo n e  t o r y  resources of raw- 
materials producers, and this benefit 
will not be concentrated on a small 
segment of activity as in the case 
of gold mining, but instead it will 
be w i d e  I y distributed among 
m i 1 I i o  n s of producers every- 
where.”* Mr. F. D. Graham shares 
this rather asymetrical concern 
for the raw-material producers 
when he says that the plan would 

‘eliminate “ the paradox of ‘ poverty 
in the midst of plenty ’ by prevent- 
ing destruction of the purchasing 
power of primary producers, and 
their employees, such as now 
occurs in depressions.”‘ 

Graham Cycle Theory 
The cycle theory of Mr. B. 

Graham is so important for  his 
argument that it bears a rather 
full statement in his own words : 

Various factors do, of course, 
make for variations in these prices 
[finished goods prices]. I n  scat- 
tered instances the moving, cause 
may be the sudden decision or 
whim of one concern in a competi- 
tive field. Broad changes in the 
finished group of a short-ferns or 
cyclicd character will occur only if  
induced by a substantial change in 
an important element of cost. In  
virtually every case such a change 
will occur first in the raw-materials 
factor. The more extended the 
analysis along these lines, the 
more conclusive the proof that 
short-term instability in the 
finished-goods field is impossible 
without a preceding movement in 
raw materials. Consequently, an 
adequate degree of stability in 
primary goods is certain, to be 
accompanied by sufficient stability 
in processed goods.”s Therefore. 
the plan “ guarantees unfailing 
‘purchasing.power where it is most 
needed-among the countless pro- 

ducers of raw commodities”’ and 
“commodity symmetallism . , . 
will spread the coinage advantages 
over many more nations and 
millions more individual pro- 
ducers.’” 

I n  so far as the proponents’ 
stockpiles are a result of cyclical 
instability, they can be reduced by 
correcting the trade cycle by means 
of the fiscal and monetary policies 
on which economists are now in 
general agreement. The solution of 
the problem of the subsidisation of 
the inefficient, submarginal raw- 
material producers lies neither in 
destroying raw materials nor in 
hoarding raw materials in order to 
maintain their prices. The demand 
for industrial raw materials and 
for consumption raw materials can 
be stabilised i f  industrial activity 
can be stabilised. The most impor- 
tant contribution the United States 
can make to stabilising raw- 
materials prices is to maintain a 
high level of employment. The 
storage principle will come into use 
in preventing wide swings in raw- 
material prices due to .  uncontrol- 
lable factors in the supply situation 
of individual commodities and as 
an anti-cycle policy.’ The reduc- 
tion of excess capacity of raw- 
material producers which remains 
even under conditions of high 
level employment can then be 
carried out by shifting resources 
from the production of one output 
to another or compensating pro- 
ducers who are driven out of 
business, 

REFERENCES 
(1) Stomp’ ond Slobilily (New York. 1937). .,” <,.<< 

. ,  ~ ..... 
(S) .Cf.,  LCBXUC of Nations. E c o ~ m i c  

Sfh1~l .v  tn the Porl.Wor World.  PP. 265.71. 



I .  

! ’  

This article is based on Secretariat working papeis 
prepared for  the “ad  hoc” Committee which recom- 

Economic Commission f o r  the Middle East. 

, .  

mended the estoblishment OJ a United Nations .. .. 

THE MIDDLE EAST 
. .  

. .  . ,. 

An Economic Portrait 

R I N G  from the Aegean Sea to 
the Gulf of Oman, the Middle 

East is a region where the old and 
the new often converge. Airliners 
link its ancient cities in a few 
hours. But camel caravans still 
take weeks in traversing the desert 
wastes. The countries of the 
region have similarly contrasting 
features. 

Like many other parts of the 
world, this region is now recover- 
ing slowly from the effects of war. 
The Middle East was not a main 
combat area, but it did not by any 
means escape the consequences of 
the conflict. Major campaigns were 
fought on its doorstep-in Libya, 
Ethiopia, Greece and Syria. Cease- 
less sea and air battles raged along 
its Mediterranean approaches. I ts  
ports were seriously damaged by 
air attacks. 

The whole region served as a 
vast storehouse for the Allied 
armies, and its food supplies were 
taxed to the limit. Meanwhile, the 
population had grown, naturally- 
and in some countries, such as 
Iran, by the entry of large numbers 
of refugees. 

Thousands of houses and huild- 
ings were reguisitioned for military 
needs, and building activity was 
severely curtailed because of the 
shortage of materials, thus causing 
a specially serious situation in 
towns already overcrowded by the 
wartime influx of population. 

Tens of  thousands of military 
vehicles suhjected the roads and 
railways of the Middle East to a 
great strain. Railways carried hcavy 
loads. For example, the EgyGtian 
State Railways carried 34 million 
passengers in 1940 and over 60 
million in 1944. hlerchandise car- 
ried by the railways also increased, 
though not to the same extent. 

New Communications 
Rut there were some compens;i- 

tions or offsetting factors, the most 
important of which are the roads, 
railways, bridges and airports built 
by the military authorities. These 
include the railway from hlersa 
hhtruh,  in Egypt’s Western Desert, 
to the port of Tobruk, in Cyren- 
aica; and the coastal extension link- 
ing Haifa,  in Palestine, with Tri- 
poli, i n  Lebanon. Other railways 
were improved, notably the Trans- 
Iranian and the Bagdad - I3asra 
lines, whose carrying capacity v a s  
greatly increased. Hundreds of 
miles of  new roads were con- 
structed in Iran, Iraq, Syria and 
Egypt. These developments, which 
played their vital part in Allied 
victory, are now important factors 
in the region’s economic recovery. 

Sev’eral military airports built 
during the war have now been 
turned over for civilian use, notably 
in Egypt and Saudi Arabia. Tens 
of thousands of  labourers were 
trained in army workshops. and 

United Norions Bullrlin. fvnr  1 5 .  1948. 



, 

I 

! 

Till: hlll1DLE EAST 

thus acquired new.skills which may 
prove useful in the next few years. 

\Yorked harder during the war 
than at any time before, the indus- 
tries of the area have suffered from 
an almost total lack of replace- 
ments from abroad. ‘‘ Much equip- 
ment in existing plants is obsolete 
o r  worn out altogether,” said a 
British Goodwill Mission which 
visited Fxypt in 1945. This holds 
true, to a greater or  less extent, for 
other countries in the region. 

Middle Eastern agriculture has 
also suffered. During the war 
many agricultural workers lef t  
rural areas for war work in towns 
and cities and at army bases. Irri- 
gation plants and other essential 
machinery are run down. Large 
areas of highly productive land 
suffer from lack of  fertilisers, im- 
ports of which have shrunk to a 
fraction of that in px-war days. 
Many plantations, producing ex- 
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port crops which lost their markets 
during the war, are badly neglected 
and will require enormous capital 
to regain their former productivity. 

The citrus groves of Palestine 
provide one of  the best examples 
of this situation. Although gov- 
ernment loans, totalling over four 
million I’alestinian pounds, en- 
abled orange growers to carry on 
during the war, fifteefl thousand 
donums of groves, out ,of a total 
o f  265 thousand, were either aban- 
doned or  neglected. A further 55 
thousand are now in very poor 
condition. To restore all planta- 
tions affected in this way will, cost 
about seven and one-half million 
Palestinian pounds. (Note : .One 
donum equals 1,ooO square metres.) 

Radical changes in crop rotation, 
effected in order to increase food 
production, have added to the 
strain. Egypt, for instance, re- 
duced i ts cotton acreage by some 
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60 per cent. to make room for grain 
production during the war. 

Like communications, industry, 
and agriculture, trade too wis dis- 
rupted. During the war imports 
fell sharply and in some cases the 
figures are still below those for  
1938. ‘ T h e  Axis occupation o f  
countries and Allied economic 
counter measures severed the Mid- 
dle JZast from some of its most 
important sources of supply and 
export markets. Allied countries 
were then unable to make up for 
this loss of supplies, and even i f  
they could, it was often impossible 
to. transport goods to .the ,Middle 
East. In addition, import controls 
imposed by the different Middle 
Eastern states, designed to savc 
shipping space and scarce curren- 
cies, also cut down the volume of 
imports. 

The  worst effects of this disrup- 
tion of trade were somewhat miti- 
gated by the efforts of the ,Middle 
East Supply Centre, and, after its 
dissolution, by the creation of thc 
Arab League Economic Committee. 

Import surpluses in most of the 
‘Middle Eastern states rose steeply 
during the war, mainly because of 
the huge expenditure of the Allied 
armies in the area. To-day there 
is a pent-up demand for  both con- 
sumer and capital goods all over 
this region. 

While imports are so urgently 
needed, the region is unable to .ex- 
port adequately. Previously, im- 
portant markets were lost during 
the war. Production hns heen re- 
duced. Prices fetched by certain 
export products have risen rela- 
tively less than the prices now paid 

On the other hand, 
prices generally have become SO 

inflated in many countries of the 
Middle East that they find it difi- 
cult, at present exchange rates, to 
compete in world markets. This is 
particularly true of exports to 

’ for imports. 

‘‘ bard currency ” countries, which 
supply a large part of the Middle 
East’s imports. A considerable part 
of the region’s exports is, in fact, 
being taken by war -devastated 
countries. 

Finance Difficulties 
One big hope was cherished by 

thc countries of the Middle East. 
Large sterling and franc balances 
were accumulated during the war. 
It was hoped that these would 
finance large-scale imports imme- 
diately after the war. This has, 
however, &en possible only to a 
limited extent, and the great de- 
mand for consumer and capital 
goods is by no means met. 

.Like so many other parts of the 
world to-day, the Middle East is 
also grappling with a “dollar 
problem.” An abnormally large 
proportion of the goods required 
must be sought in the United 
States. The Middle Eastern coun- 
tries have little prospect of increas- 
ing their own exports to the United 
States. Nor is there any immediate 
hope in their external trade de- 
velooments which would have the 
same result. 

Serious inflation is another effect 
of war which besets the Middle 
East. Laree amounts of local cur- 
rency issued during the war to 
finance purchases and other ex- 
penditures of the Allied armies 
paved the way for this inflation. 
Note circulation of the different 
countries in the region increased 
three to sevenfold, while bank de- 
posits increased a t  an even greater 
rate. Prices soared throughout the 
area. Wartime hoarding and specu- 
lation contributed to the inflationary 
pressures. Remembering the fam- 
ines of the First World War, many 

roducers and traders indulged in 
Parge-scale hoarding-always a tra- 
ditional practice in the Middle 
Eastern countries. “Black mark+” 
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flourished in many parts of the 
Middle East at  a far earlier stage 
of the war than in other countries. 

Inflation was the inevitable effect 
of all this. Only the worst hit of 
the war-devastated countries of 
Europe and the Far  East have 
experienced similar increases in the 
cost of living. 

Subsidies for certain foodstuffs 
and rationing of others has been 
tried by many Middle Eastern 
stakes. But the imperfection of 
administrative machinery and the 
magnitude of the inflation defeated 
most of these efforts. 

A remarkable feature of the 
present inflationary trend is the 
co-existence of high prices and un- 
employment-a somewhat unusual 
situation. T h i s unemployment 
springs partly from the dismissal 
of tens of thousands of workmen 
formerly employed by the military 
authorities, and partly from the 
extinction, or  reduced output, of 
many industries mainly engaged in 
supplying the Allied armies. I t  is 
also partly due to the rapid growth 
in the population, unaccompanied 
by a corresponding increase in pro- 
duction, 

Lopsided Economy 
Apart from these consequences 

of the war, the basic economic pat- 
tern of the Middle East is lopsided. 
Industry lags fa r  behind agricul- 
ture. Despite the progress made 
in oil production in Iran, Iraq and 
Saudi Arabia, mineral extraction 
generally is still only in its early 
stages of development. In many 
cases it lacks the vital prerequisites 
for further development. Most 
countries of the region concentrate 
agriculture and mineral extraction 
on single products. Cash income 
and foreign exchange resources de- 
pend overwhelmingly on the export 
of these products. Single crops 
and single industries both depend 

on export markets : this is the great 
weakness of the region’s economy. 
Although it is the main source of 
livelihood for  the majority of the 
population, agriculture throughout 
the Middle East is generally under- 
developed. Equipment is obsolete. 
Methods of cultivation in many 
parts have advanced little since the 
time of Christ. Tractors and mod- 
ern farm implements are unknown 
in most parts. In  some countries, 
vast areas of arible land are left 
uncultivated. 

Another factor retarding agricul- 
tural development is the little use 
made of the region’s water re- 
sources. Rainfall provides only a 
fraction of the land with its water 
requirements, making modern irri- 
gation a vital necessity. Although 
the main rivers of the region have 
been utilised in varying degrees for  
irrigation projects, much still re- 
mains to be done. Concerted and 
regional action i s  required in irri- 
gation development of the entire 
area. 

Land ownership is concentrated 
in the hands of a relatively few 
large landlords, many of them ab- 
sentee landlords. Holdings are 
extensively fragmented and strip 
cultivation is common. 

Considerable foreign capital has 
come into the Middle East. This 
capital inflow has been generally 
concentrated i n  state securities, 
public utilities, land mortgages and 
banking enterprises. In other cases, 
foreign capital has been directed 
towards mineral extraction and, to 
a much lesser extent. agricultural 
production. 

Lack of  facilities for technical 
training of workers is another 
great drawback. Although many 
Middle Eastern a r t i s a n s  have 
shown great skill in such tradi- 
tional crafts as wood and metal 
work, weaving, embroidery and 
leather work, only n small propor- 
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tion have had experience in modern 
industrial methods. Very few have 
had managerial experience, although 
the growth of commerce during the 
past thirty years has heeii pro- 
ducing an increasing number of 
qualified persons. 

Social Conditions 
The social conditions of the 

Middle East reflect its economic 
under-development. Wealth is con- 
centrated in relatively few hands, 
and the masses endure a low ~ta t i -  
dard of living. \Vorking conditions, 
malnutrition, and. in some cnses, 
the climate have cre:ited a high 
incidence of discnsc among the 
rural population. Sanitation and 
hygienic facilities are woefully in- 
adequate. The death rate i s  there- 
fore high and life expectancy short. 
Educational facilities are poor and 
illiteracy prevails over large areas. 

This i s  the general background 
of economic conditions which the 
od hac Committee examined during 
its studies. Immense efforts would 
be needed to develop the region, 
and these efforts would have to bc 
in the social as well as the econo- 
mic spheres lint the Middle East, 

whose countries are bound together 
by many cultural ties, has great 
reserves of mineral and other 
wealth. To exploit these resources 
for the good of the people, the main 
effort must come, naturally, from 
the national governments of the 
region. 'Their task, however, would 
be aided greatly by the closest re- 
gional co-operation. 

This i s  the function of the 
Economic Commission, establish- 
ment of which has now been recom- 
mended by the ad hoc Committee. 

Cast  of Living in the Middle 
East 

The following index figures 
indicate the steep rise in the 
cost of living in six Middle 
Eastern countries since pre- 
war davs :- 

Aug. 
1939 1947 

Egypt ....... 102 ... 279 
Iran ......... 121 ... 703 
Iraq _..__..... 100 ... 593 
Lebanon _... 100 ... 495 
Palestine .... 110 ... 166 
Turkey ..... :. 101 ... 346 

(in 1912) 

M M M M  

Refugees 
A'r least, 11,000,000 people were rendered homeless by the Potsdam 

decision of the victorious Powers and so far official action has 
provided facilities for new life to about 1,0W,000. The total number 
of Jews involved, it alipears, is now no more than 204,000, many of 
whom have hopes for a ncw start. One Jewish agency alone has a 
liudget of .27,000,000 for 1948 to assist its co-believers. 

Figures of refugees admission to overseas countries since July, 
1947, are startling in their meagreness. Comparative figures are : 
Great Britain, 48,685; lklgium, 17,678; f'rance, 16,528; Canada, 
13,887; United States, 13,594; Argentina, h,699; Palestine. 5,824; 
Australia, 3,636; Netherlands, 3,166; Brazil, 2,784. Most of the 
refugees finding settlement are men and women. workers needed for 
industry. 
--Cl/ur.ld Cuunnil of Chttrclics A.<sciiibly, A ~ i i d c ~ d ~ i i i ,  Aiqirst 29, 1948. 



WORLD OIL SUPPLIES 
Overcoming the Shortage 

How the present shortoge hos orisen ; ond on outline of 
the meosures the oil industry is taking to overcome it. ';:'. 

" TEIP:~ can'be no doubt whatever 
that, for the next three or  

four years, there will be an acute 
shortage of oil." Thus the llritish 
Minister of Fuel and 1:'ower in- 
formed the House of Commons in 
April, 1945. and his warning 
applies not only to Great Isritain, 
but to every importing country. 

The oil industry's present scale 
of operations greatly exceeds even 
that of the peali war years. Thus, 
while \vorld output of crude oil and 
of gasoline from natural gas was 
some 280 inillion tons i n  1935 and 
370 million tons in 19445, it was 430 
million tons in 1947, and has since 
continued to increase; yet even 
this .greatly increased production' 
is insufficient to meet the ever- 
widening demand. 

The industry, like so many 
others, is hampered by the after- 
effects of the war : the destruction 
of installations i n  some countries 
and the inability for a number of 
years to carry out uornial replace- 
ments and development work. This 
was even the case in the U.S.A., 
where much of the additional plant 
erected during the war by the 
petroleum refining industry was 
designed to meet special needs of 
the -armed forces, for instance, for 
high octane aviation spirit and 
synthetic ruhbcr, and ill adapted to 
or, in some cases, totally unsuitable 
for. ordinary peace-time require- 
ments. Thus, the refining industry 
had no opportunity to prepare 
itself for  the huge post-war increase 
in demand. 

" Tl ic dfini,in Joursd," 

Though the termination of hos- 
tilities greatly reduced the oil 
requirements of the fighting forces, 

internal consumption in the U.S.A. 
did not decline, even ' tniiporarily, 
while other .countries, especially 
those dev:istated by the war, re- 
quired large quantitics of petroleum 
to assist their programmes of re- 
construction and reconversion to a 
peace-time basis. Ilcsides the need 
to repicnish depleted. stocks, there 
w a s  everywhere a high level of 
demand for immediate consumption. 
This was primarily clue to the 
niechanisation of agriculture to 
speed up the production .of food, 
the needs of road transport, which 
had become all the more essential 
because of the widespread destruc- 
tion of railway facilities and rolling 
stock, and the rehabilitation and 
expansion of  industry. Nearly 
everywhere demand is still increas- 
ing. In  pre-war days, one ship .in 
every two of the world's merchant 
fleets used oil as fuel-to-day 
nearly three out of every four run 
on oil. Civil aviation, too, has 
increased considerably compared 
with pre-war days. while the 
shortage of coal has further stimu- 
lated the demand for petroleum 
products .by hoth industrial and 
domestic consumers. Thus, in the 
U.K., consumption of oil went up 
from 11 million tons in 1938 to 16 
million tons last year; an increase 
of over 4.5 per cent. 

I n  the U.S.A. the growth in oil 
consumption has heen particularly 

contrary to general expectations I 

. .  
London. Jir ly  I O .  1948. 
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striking. Per capita, it rose from 
306 gallons in 1938 to 506 gallons 
in 1947 (in the U.K., where con- 
sumption is at a higher rate than 
in most countries, the comparable 
figure was 81 gallons in 1947; and 
total consumption at  16 niillion tons 
was less than the increase in U.S. 
demand, between 1946 and 1947, 
of 20 million tons). Since 1938, 
America's agricultural tractors have 
increased by over one million, and 
are consuming 100 per cent. more 
fuel, and the number of diesel 
locomotives has increased by 150 
per cent. Even military consump- 
tion is above the anticipated peace- 
time rate. 

U.S.A. a 'Nett Importer 
The importance to other countries 

of this greatly increased U.S.A. 
consumption can be realised when 
it  is remembered that in pre-war 
days the U.S.A., which produced 
60 per cent. of the world's oil, was 
one of the world's chief oil ex- 
porters, whereas to-day she is a .  
nett importer: yet her production 
in 1947, as in 1938, was over 60 
per cent. of the world total, and in 
quantity had increased from 170 
million to 266 million tons. The 
U.S.A. still exports light oils, but 
this is .  only possible because she 
imports large quantities of crude 
and fuel oil from South America- 
quantities which would otherwise be 
available for  the world oil market. 

The present shortage is in no way 
due to any lack of reserves of oil 
in the ground-not only does total 
production continue to increase, but 
to-day the world's known oil 
reserves are also much greater than 
they have been at any previous 
time. I t  is caused entirely by a 
temporary inadequacy in the faci- 
lities for production and still more 
for storage, refining and trans- 
portation, due to the exceedingly 
high level of demand. 

)MIC DIGEST 

For example, the Middle East is 
potentially one of the world's 
greatest oil-producing areas, but 
the development of large-scale pro- 
duction from new fields is a lengthy 
business and, in the countries round 
the Persian Gulf, raises major 
problems of transportation. Middle 
East production is increasing pro- 
gressively, but the inadequacy of 
transport is one of the main factors 
limiting the rate of development. 
Apart from the 12 in. Iraq pipeline, 
which carries 4,500,000 tons a year 
from the Kirkuk field in N. Iraq 
to Haifa and Tripoli, the only route 
by which Middle Eastern oil at 
present reaches European and other 
overseas markets is the long voyage 
by tanker from the Persian Gulf. 

T o  overcome this transportation 
problem, several trunk lines are to 
be constructed to the Mediter- 
ranean; the Iraq line is already 
being duplicated, with 16 in. pipe, 
old and new lines will together 
carry some 13 m i l l i o n  tons 
annually. Another line, of 30 in.- 
31 in. pipe, is being laid from the 
Saudi Arabian oilfields, a third of 

,still larger capacity will be laid 
from Iran, with a branch from 
Kuwait. Initially, these three new 
lines will raise the total pipeline 
capacity from the oilfields to the 
'Mediterranean to some 55 million 
tons annually (including that of the 

.original Iraq line), a figure which 
may be subsequently increased. In 
addition, other trunk pipelines will 
certainly he built in the future. 
Tankers now being built in large 
numbers in Rritish and other ship- 
yards will still he needed for 
further transport from the pipeline 
terminals, and from the Persian 
Gulf itself to European and other 
markets, 

New refinery plant, often of 
a very complex character, is as  
important as the building of new 
tankers. new pipelines, and new 
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drilling equipment. In  the Middle 
East, additional refineries are 
planned as well as the enlarging of 
existing plant, and in Europe a 
considerable refining industry is 
planned, which will operate largely 
on Middle Eastern crude oil. In  
the U.K. alone, the oil industry, 
with Government approval, will 
spend nearly $100 million on 
increasing its refinery capacity, 
while new chemical plants will also 
be built, forming the basis of a 
new British industry-the manu- 
facture of chemicals from petro- 
leum. These are only a small part 
of the industry's world-wide plans. 

Besides the construction of pipe- 
lines, tankers and refineries, thc 
oil industry's programme includes 
storage tanks, road and rail cars, 
and equipment of all kinds. It 
assumes also extensive drilling of 
new wells each year in order that 
the larger production of crude oil 

I 
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may be reached and maintained. I 

This vast programme of expan- 
sion would, in any case, require 
several years to complete, apart 
from the delay which is being 
caused by the shortage of essential 
raw materials. I n  every department 
the oil industry requires large 
quantities of steel-in the U.S.A. 
alone it uses 15 million tons 
annually, more than the total 1947 
production in the U.K. Like oil, 
steel is in short supply, and the 
steel industry, in its turn, is han-  
pered by lack of raw materials: 
for example, increased supplies of 
scrap metals and coke are essential 
to any further increase in the steel 
production of this country. Thus 
the present relative shortage of oil 
is part of a general world shortage 
of essential commodities, and thc 
necessary expansion in the produc- 
tion of oil is impeded by the scarcity 
of other raw materials. 

- 
M M M M  1 

Terms of Trade Fluctuations I" reply to a request the following index showing the fluctuations in 
the terms of trade between 1913 and 1947 was circulated in the 

Official Report :- 
Index Numbers, 1938 = 100. 

1 

- 1  
A e c n i e  Terms 

UWID Trade 
ralner U.K. of 

i in  1W 
98 93 
98 87 
95 87 
98 88 

100 89 ... 
1924 ... I S 0  129 116 1936 ... 93 103 91 
1925 ... 151 126 120 1937 ... 107 109 98 

100 1926 ... 1% 118 116 1938 ... 100 
1077 1 ?7 117 11R 1946 ~~ 211 loo l l l R  1% ... . .. ... ~.. ~~. 
1928 ... 133 111 iin I i94j ,.. ?s i  I I6 222 
19 a... 130 109 I19 
Nofe.-The fig~res under the heading "Terms of Trade" above show the 

changes in the volume of exports required to pay for a fixed volume 
of imports, i.e., a rise in the index indicates an adverse movement in 
the terms of trade. These figures can only give an approximate 
measure of the fluctuations in the terms of trade, owing mainly to 
variations in the make-up of imports and exports and to uneven fluc- 
tuations in the prices of particular commodities. 

-HANSAED, June 22, 1948. 
', 
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The concluding instalment of a n  important 
address given by A .  R. Wood, C.B.E., F.I.M.T.A., 
the Comptroller, London C o u n y  Council. He 
here considers possible woys of p a r t i a l h  covering 

the vast deficit. 

HOUSING COSTS 
The Uncovered Gap 

the cost of a house would have 
risen from 6335 pre-war to 6610 
post-war, or  about 3700 inclusive 
of site and incidental works. At 
to-day's prices the all-in cost would 
be about twice as much. 

One cannot help asking- why 
these extremely high new targets at 
a most critical period in European 
history, when t h e  n a t i o n  is 
struggling to recover from the 
exhaustion of a six years' war? 

IE cumulative effect of all the 
factors I have described-the 

continual rise in prices, ancillary 
features at large estates, diversifica- 
tion, length of development period, 
and increasing costs of repairs, 
maintenance, and management-is 
to widen very seriously the gap be- 
tween present rent levels and the 
true economic cost of new houses. 

We can examine the matter from 
three angles in the following order 
-Standards of planning and 
amenity; Form and quantum of 
State contributions; Rents. 

The Dudley standards' which are 
now embodied in the Ministry's 
Housing Manual, were formulated 
in 1944 in confident expectation of 
an eventual emergence from war- 
time restrictions into an era of 
peace and plenty. The new stan- 
dards produce a house nearly a 
quarter as  large again as the 
majority of those built by local 
authorities between the wars, with 
added amenities in the shape of 
built-in cupboards and wardrobes, 
electrical power points, and special 
kitchen equipment, including water 
heaters. 

lated the improvements they recorn- 
mended would cost 6 1 3 2  at  1939 

costs, is there any l ikdhood of 
The Dudley Committee calcu- the upward trend of those costs 

being halted? 
(2) Is it equitable that public 

new houses against the main 
, 8  that pre-war level. On this basis impact of these at a time 

I (pcmrt  the 'rrr ign when the value of money has 

Prices, and they assumed Post-war funds should insulate tenants of 
prices would he 30 Per cent. above 

nl Dwcllinga Suh.Commn:tcc of the C c n t d  so 
Housinp Advisory Gmrnlt te .  194). 

Twu&w* and Arrounlo*$, MOY. 1948. 
Extracis from Ihe Addrrii the A n i d  Confcrmcr of lhr lnil i lule of Mlriiripal 

Subs id ie s  Encourage H i g h  
costs 

Unless housing is to be for years 
to come a social service whose high 
financial benefits are confined to a 
limited number of fortunate indivi- 
duals - two considerations may 
make local authorities hesitate to 
press the case for an increase in the 
present State contributions, how- 
ever soundly it could be based on 
figures :- 

(1) If it is taken for granted 
that the Central Government can 
he relied on to adjust periodically 
its contributions in sympathy 
with continuallv risine canital 
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To-day many of the circum- rents (which in the case of many 
stances are present which brought new municipal houses now suffice to 
about the collapse of 1921. cover little more than one-half of 

it is suggested, either the annual costs -even less some- 
overtly or  implicitly, that public times, in the Case of flats) to keep 
funds can he counted on to bridge in step with the increased resources 
the ever-widening gap between the of their occupiers in many areas is 
level of building costs and that of Plain for all to see. 
rents, the less the inclination of the When one studies the rises since 
industry towards economy and the 1938 in COmmodiV Prices and Other 

fortified will be the prota- elements entering into the cost of 
gonists of “hands off rents.” living formula, the comparative 

I t  may be useful to consider how Pegging of rents stands Out in 
far be in marked contrast to the increases in 
advising Finance Committees that the Cost Of clothing, fuel and light, 
the present incidence of such household durable goods, boot 
deficiencies between ratepayer and repairs, and other necessities, not to 
tenant should be changed if the mention amusements. 
Minister adheres to his provi- 
sional intention that the State con- 
tributions shall not be increased. 

Even so fa r  back as 1931 the 
Housing Census Report expressed 
surprise at the amount of sub- 
letting on municipal housing estates. 
Within the admittedly limited field 
of the survey it appeared that the 
numhers of boarders, lodgers, and 
the like varied from about one in 
every nine families in Becontree to 
one in every six in Manchester, 
despite the sub-letting being pre- 
sumably opposed to the intention of 
municipal housing schemes, 

Substantial numbers of families 
on municipal housing estates in 
towns may in this way be reducing 
the cost to themselves of rents 
which are subsidised out of public 
funds. So far as this position 
existed in 1939 its extent is not 
likely to have lessened under 
present-day conditions. 

On!y a wage and salary census, 
compiled on predetermined lines 
and uniform principles, could pro- 
vide a really convincing answer to 
the question: How far do the 
incomes of the generality of muni- 
cipal tenants justify higher levels 
of rents than those now prevailing? 

The failure of “working-class ” 

The 

Alternative Rent Policies 
The extension of local autho- 

rities’ waiting lists to include 
families of an economie status 
which would have debarred them 
from consideration before the war, 
coupled with the widening gulf 
between rents and the incomes of 
those who have always been 
eligible, suggests three alternative 
rent policies for future adoption :- 

( I )  While building the large 
majority of the new houses to 
standard type, for which normal 
rents would be charged, to in- 
clude with them a proportion of 
somewhat superior size, design, 
and amenity for letting at 
economic rents to those prepared 
to pay. 

(2) T o  provide no such diver- 
sity in types of accommodation, 
but to institute a scheme of 
graded rents, rising from a 
standard minimum to full econo- 
mic charge - a sort of glorified 
rent rebate scheme in reverse, 
producing a considerably higher 
average rent t ha.n housing 
schemes are doing at present. 

(3) TO build as under (2), but 
to raise the general rent level in 
consideration of the widening of 
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the range of eligible applicants, 
making similar charges for the 
-same size dwelling to every tenant 
irrespective of his resources. 
Without prejudice to the question 

whether rents higher than those 
which should constitute the normal 
housing standard (i.e. the rents 
which can be afforded by the 
majority of tenants to-day), should 
he charged to those who can well 
afford to pay more, the principles on 
which a revised normal standard 
should be based might be as 
follows :- 

!. 

(i) A uniform scale of rents lo 
apply to the whole of the autho- 
rity's dwellin s in its own area, 
those of igntical sizes and 
amenities commanding identical 
rents. (Exceptions might have 
to be made in very large towns 
where the general rent levels in 
their component districts are apt 
to differ appreciably.) 

So far as practicable the 
closest possible comparison to be 
made with the rents charged for, 
and quality of, accommodation 
let by private landlords to persons 
of the lowcr-income classes. The 
comparison to be applied to rents 
controlled by reference to 1933 
standards. 

Increases involved in the rents 
of pre-war dwellings woul6 thus 
be applied in reducing any exist- 
ing disparities between the rent 
levels for post-war and pre-war 
dwellings. 

(ii) In  fixing the rents of pdst- 
war dwellings, full allowance to 
be made for larger area, addi- 
tional fitments a n d  o t h e r  
amenities provided. The rents 
used in the Ministry of Health's 
1946 subsidy calculations (cot- 
tages 10s. a week; flats 12s. a 
week) to be disregarded. 

The new scale to be devised 
without regard to the possibility 

of it crcating a surplus on the 
Housing Revenue Account. 

(iii) Increases required to bring 
rents of existing houses up to the 
new scale to be effected by stages, 
i f  considered advisable, save on 
changes of tenancy when the new 
rent would take effect at once. 

(iv) No consideration to be 
paid to the amount of the tenant's 
liability for local rates. To do so 
would give him still further 
preference over tenants of private 
enterprise houses. 

(v) No rebates to be granted to 
householders with low incomes, 
whose needs should be made good 
by the National Assistance Board. 

1 

Rent Issue Sunimed U p  
From the angle o f  rents, the issue 

can be crystallised in simple form. 
Housing has always been, and will 
he for some time to come, a selec- 
tive service, one of the main qualifi- 
cations for benefit in the past 
bcing lowness of income. To-day 
the importance of this criterion has 
receded, the test now being need 
of accommodation, irrespective of 
resources. With kxisting rent 
levels covering in some cases no 
more than one-half -one-third in 
extreme cases-of the very high 
annual costs of the new dwellings, 
should not their fortunate tenants 
(as well as the tenants of pre-war 
houses) make, in some way, a con- 
tribution more attuned to their 
greatly increased resources today?  
T f  there is general unwillingness to 
insist upan such a requirement, 
should not the present high stan- 
dards of, new accommodation be 
reduced, in fairness to the national 
and local Exchequers, so long as 
there is no substantial fall in the 
present excessively high cost of , 
building new houses? 

Whether standards of new 
accommodation should be reduced 
in any event is a separate question. 



H y dro-Electric Development 
in Canada 

Progress in Canada is  linked with the harnessing af water power. 

 A ADA'S huge investment in cen- this is economic chiefly by reason 
tral electric stations ($1,750 of adjacent power. The following 

million in 1943 and probab’ly well table is an official computation of 
over $2,ooO million at the present available and developed w a t  e r  
time) is greater than that in any power in Canada as at the end of  
other branch of manufacturing, but 1947. 
the dividends in terms of the suc- As it is regarded as sound prac- 
cessful development of natural re- tice’ to install hydro-electric equip- 

British Columbia ,.. ... 
Alberta ... ... ... 
Saskatchewan . . . ... 
Manitoba ... _.. ... 
Ontario _.. ... ... 
Quebec ... ... ... 
New Brunswick ... ... 
Nova Scotia ... ... 
Prince Edward ,Island ... 
Yukon & Northwest Terr. 

CANADA ... ... 

~~ 

Available %-hour 
power at 80% 
efficiencv at 

458,’825 
2,749,740 

13&4,000 5,878,872 
169,100 133,347 
128,300 133,384 

5,300 2,617 
813,500 19,719 

40,124.100 10,490,923 

sources, the diversification of  ment 30 per cent. in excess of the 
industry and the attainment of a power equivalent of the ,6-month 
high standard of living have been flow, the figures in the first column 
incalculable. of the table do not indicate 

correctly the amount of power re- 
There remain enormous sources maining to be developed, The 

of e n e r a  as Yet untapped. Many available power would thereby be 
of these are in remote sections, bnt increased 30 per cent,, making a 
the technique of long-distance total of over 52 million horse 
transmission is improving and the power, on a conservative basis, and 
frontier is being steadily rolled indicating a present turbine installa- 
back by the exploitation of mineral tion amounting to a little more than 
and forest wealth in areas where 20 per cent. of the potential. 

Cawdim Bonh of Gomnmorr Catmcicial Le1cr. l d v .  1948. 



INFLATION 
Twelve Points of Attack 

Each possible line of attack has its eminent advocate, s a y s  Professor 
Arthur Lewis in a bril l iant a n a h s i s  of causes and possible cures. 

first principle of planning is The problem is perhaps best seen in 
p h t  all will be confusion unless perspective if it is put schemati- 
the supply of money is rightly cally. 
planned, but a Government, paying How does too much money come 
lip-service to planning, and claim- to be chasing too few goods? Be- 
ing the idea of planning as its own cause the public distributes the in- 
special invention and specific cure come it receives from production in 
for all remedies, steadfastly refused such a way that it tries to spend 
to plan. We prided ourselves on more on consumers' goods than is 
bringing unemployment down to justified by the amount of income 
300,000. And so the economy was generated in producing things other 
abandoned. rudderless to an over- than consumers' goods. So, to 
flowing tide of money, while the estimate for any coming year 
first principle of all planning was whether there will be inflation, we 
rejected. must estimate how much income 

The lesson has been learnt, The there will be; how it will be earned; 
Government has now recognised its and how it will be spent. 
responsibility for making it possible Income earned is composed as 
for the economy to function and we follows : 
may' expect considerable improve- C. the sums entrepreneurs will 
ment in monetary control. spend on producing con- 

sumer goods for  home con- 
however, is proved by the wealth of sumption, including their 
advice which economists have normal profits ; 
offered. T o  raise interest rates;' I, the sums they will spend on 
control the volume of deposits: cut producing goods for  home 
imports; retain imports on which 
there is heavy taxation ; cut subsi- 
dies; cut taxes; cut the armed X exports. 
forces; cut the civil service; cut in- 

prices; freeze wages - it is no Turn now to the spending of in- 
wonder that a Punch (February 4, come. This is composed as follows : 
1948) cartoonist says sadly : " Same C ,  consumers' expenditure on 
old trouble; t m  many economists home produced consumers' 
chasing too many theories." goods; minus in&& taxes, 

What makes the advice hewilder- plus subsidies ; 
ing is the tendency for each adviser G, government revenue; 
to claim that his is the only remedy, 
or at least the only important one. S saving. 

That the problem is not simple. 

investment : . 
G. government expenditure ; 

Total income identical with 
vestment: freeze liquid assets: raise C e  + I e  + GQ + X. 

M imports; and 

Thr M n n r h n l r  School of Erownic  .md Sorid Sludirr. May, 1948. 



INFLATIQN-TWELVE 

If saving IS defined simply as the 
difference between income and ex- 
penditure, then the sum of these 
four must be equal to total income, 
and so also to the sum of the pre- 
vious four. It may, however, be 
convenient to define saving in such 
a way that we distinguish between 
saving and spending out of current 
income, on the one hand, and spend- 
ing out of past savings o r  out of 
newly created money on the other 
hand. This is somewhat tricky. 
Spending out of past savings, or 
dishoarding, is equal to the reduc- 
tion of consumers’ cash balances. 
And as for new money, i f  it enters 
the system uia the government or 
entrepreneurs it is spent in creating 
incomes and already accounted for ;  
the only new money we want is that 
which goes direct from the banks to 
consumers. If we designate dis- 
hoarding plus new money as L and 
redefine saving according, we get 
the identity 

C ,  + G,  + M + S 
identical with 

C. + I. + G. + X + L 
i.e.. income spent is equal to income 
earned plus consumers‘ dishoarding 
and new money. 

These symbols can be arranged 
usefully to tell us the nature of in- 
flation, and its cure. The system 
is in equilibrium when enterpre- 
neurs are making neither profits 
nor losses: then there is neither in- 
flation nor deflation. This is the 
case when C. = C.. 
Now, C:= C, 

when S = Ie + (G. - G.) 

i.e., when private saving is large 
enough to offset investment, plus 
the budget deficit, plus capital ex- 
ported, plus any dishoarding. 

Similarly they can be arranged in 
such a way as to show the means of 
attacking the adverse balance of 

+ (X - M) + L 

< e  
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payments. For  

(M - X) = IC. - C.) 
4- (1. - S )  + ( G e  - Gr) + L 

i.e., the adverse balance is equal to 
the deficit o f  consumers’ expendi- 
ture on domestic goods, plus the 
excess of investment over saving, 
plus the budget deficit, plus any 
dishoarding. 

The foreign balance can be eli- 
minated, at first blush, by raising 
the prices of domestic goods and in- 
creasing profits, by reducing invest- 
ment, by eliminating the budget 
deficit or by preventing dishoard- 
ing. Indeed the foreign balance 
can be eliminated by acting*upon 
any one of the nine terms in this 
equation, and life is made more ex- 
citing for the general public by the 

.fact that each item is the favourite 
of some expert who advises that if 
only this item were increased (or 
reduced) by the amount of the 
foreign balance all would be well. 
Mr. Harrod‘s favourite is I.; Sir 
Stafford Cripps’s is X ;  Mr. Haw- 
trey’s is L;  Mr. Crowther’s is G.; 
Mr. Pollitt’s is G.;  Lord Kin- 
dersley’s was S ;  Sir William 
Goodenough’s is M ;  Professor 
Jewkes’s is C.; and failing every- 
thing else we should have to cut C.. 
General Marshall adds to our con- 
fusion b,: suggesting that we need 
not trouble to cut anything at all. 
And finally, the fact is that all nine 
items are so closely inter-related 
that you cannot alter any one of 
them without unpredictable reper- 
cussions on the others, with per- 
haps net effects opposite to those 
intended! . . . 

Here we come to the crux of our 
present inflationary problems. The  
inflation is not due to a budget 
deficit (there isn‘t one) or to an ,  
export surplus (there isn’t one) or 
to a naughty government printing 
notes to pay its clerks (it doesn’t). 
It is due to investment exceeding 
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saving, and since people are refus- 
ing to save more, it has to be eli- 
minated either by cutting invest- 
ment or by increasing the budget 
surplus. . . . 
Consumption and Saving 

Cutting taxation and expenditure 
together, however, does not pro- 
duce the surplus needed to finance 
investment. This is a more diffi- 
cult matter. The crux of it is that 
consumption must be cut and that 
the bulk of the cut must fall on 
working class consumption. What 
has happened is that incomes have 
k e n  drastically redistributed. Fifty 
years ago we could rely on the rich 
to do all the saving the country 
needed. To-day we cannot. The 
workers have a much larger share 
of the national income after taxa- 
tion, and they must do a much 
larger share of the saving. And 
that means that their consumption 
must be cut. 

A cut in working class consump- 
tion is not feasible without working 
class consent. If  the . Chancellor 
simply imposes extra taxation, in 
addition to disincentive effects, it is 
sure to lead to demands for higher 
wages. If he calls it a forced loan 
it will have the same effects unless 
it is negotiable. The essence of 
success in this field must he the 
negotiability of the loan. The in- 
dividual worker must see some- 
thing for his saving. Collective 
saving is no substitute for saving 
that results in a tangible negotiable 
security, and the latter is much 
more likely to be accepted, where 
the former will be rejected. But if 
the security is to be easily nego- 
tiable and acceptable, the worker 
must be able to get cash for it easily 
at its face value; and this means 

.that the government must be ready 
to redeem it on demand. There is 
already one such security, the 
National Savings Certificate, to 

which the worker is well accus- 
tomed. What is here suggested is 
that the government by law require 
employers to pay 10 per c a t .  of all 
wages and salaries in National Sav- 
ings Certificates. The incidence of 
this as between individuals is fairer 
than that of any forced loan, since 
any person who really cannot afford 
to save will be free to go round the 
corner to the Post Office and change 
for cash. If there is much encash- 
ment the scheme will have failed. 
But +if the scheme were accom- 
panied by much explanation of its 
purposes, and preceded by adequate 
discussion with working class 
leaders, it might do the trick. There 
is much patriotism in England, and 
if  the scheme were linked to the 
n e e d  f o r  investment in the 
nationalised industries it would also, 
tap socialist pride; and failing any- 
thing else, there is a certain inertia 
militating even against the trouble 
of going round to the Post Office. 
Even i f  half the certificates were 
cashed, the scheme would still bring 
in some E250 million a year, and 
that is not a sum to be despised. 

Finding a Solution 
To every suggested solution of 

this problem there are objections; 
nothing is easier than to raise them. 
But what is urgent is to agree on 
some solution. For  Britain must 
invest more than we are investing 
now, or cease to be a great nation; 
cease indeed even to be a numeri- 
cally large nation, since we shall 
never hold n large enough export 
trade unless we are in the front 
rank of makers and users of capital 
goods. Some way must be found 
of conveying this to the working 
classes and of securing their co- 
operation, and it must be found 
&gently. 

The facts can be stated simply. 
In  1947 gross capital formation was 
21 per cent. of the national income. 
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INFLATION-TWELVE 

This is a satisfactory figure, but it 
was possible only because we dis- 
invested abroad 7 per cent. of the 
national income. and only because 
of inflationary pressure at  home. 
That is to say if  we had balanced 
our payments and relied only on 
voluntary saving without inflation 
last year, gross capital formation 
could not have exceeded about 12 
per cent., because that is all that 
the public is willing to save. Since 
something like 10 per cent. is re- 
quired merely for replacement pur- 
poses (the official figure of 2775 
million is generally agreed to he 
too low), this means that voluntary 
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net saving in this country is now 
only about 2 per cent. of the 
national income. The inflation has 
ended only because we continue to 
have an adverse balance of pay- 
ments, and because we have cut 
capital formation, and have a small 
budget surplus. If we are both to 
balance our payments and to avoid 
inflation we must either have a 
much bigger level of saving, volun- 
tary or compulsory, or cut capital 
formation drastically, And is there 
anyone in this country who believes 
that net capital formation should be 
reduced as low as 2 per cent. of the 
national income? 

I 

M M M M  

London and Cambridge Production Index 
Tm London and Cambridge Economic Service's index of industrial 

production for June shows a rise of 7 points, or slightly over 
6 per cent., compared with the preceding month. An alternative 
version of the index, which takes fuller account of changes i n  work 
in progress in the housing and shipbuilding industries, shows a similar 
rise. The respective figures are 122 and 120 (1946= IOO), against 
115 and 113 in May. As will be seen from the following. table, the 
index is now back to the April level :- 

J N D U S T R ~ A L  PRODUCTION, EXCLUDING FINWIED MUNITIONS 
I.wpr.nn IO& = 1 M )  ~ " . _ . " D _  .,." ."",. 

June. May. April, Avcragc 
1948 1948 1948 1947 

Total(a) . . . . . . . . . . . . . . .  122' 115 122 IOR 
Total(b) . . . . . . . . . . . . . . .  120' 113 120 107 

. . . . . . . . . . . . . . .  115 im 105 Textiles - 
. . . . . . . . .  98 113 107 Clothing and leathcr - 

Metals . . . . . . . . . . . . . . .  118 1 1 1  117 101 
Ships (h) . . . . . . . . . . . . . . . .  - IO:(,) - 96 
Motors. cycles and aircraft . . . . . .  143 133 132 119 
Industrial machinery and equipment _._ - 138 148 12.3 
Other metal-using trades . . . . . .  - 102 112 107 
Food. drink and tobacco . . . . . . . . .  101 101 98 100 

. . . . . .  112 118 IM) Chemicals and allied trades - 
IhiildinK. etc. (a) . . . . . . . . . . . .  149 I45 148 119 

Ditto (b) . . . . . . . . . . . .  130 125 129 109 
Fuel and power . . . . . . . . . . . .  109 105 113 103 

. . . . . . . . .  101, 109 105 Paper and printing - 
. . . . . . . . . . . .  12s 157 115 Sundrv trades - 

*-Provisional. (a) In eneral this series is based an quantity of good3 
delivered by an industry. (6 This series reflects to a Kreater extent chanaes 

' 

......... 
"t  thc <,,,arter. 



P.A.Y.E.-British ahd U.S. 
Systems of Tax Collection Compared 

By E. FOSTER 

far as simplicity is concerned, 
the American scheme is the 

very antithesis of our own methods, 
and it is understood that in its exist- 
ing form it was preceded by a txx 
simplification measure, the In- 
dividual Income Tax Act of 1944, 
a long overdue step on this side of 
the Atlantic. In  considering the 
following comparative notes, how- 
ever, the point must necessarily be 
borne in mind that the Federal rates 
of tax with which the American 
system is concerned are of a much 
lighter nature than those bearing 
upon British taxpayers, and for this 
reason it is not so essential for the 
framers of the U.S.A. procedure to 
aim at 50 high a measure of strict 
tax equality as is necessary here :- 
(1) Title. 

The British system is known 
generally under the name of "pay 
as you earn," a euphemistic title, 
but one which is often only too in- 
accurate. I t  becomes, for example, 
" pay as you did earn " in the case 
of an appreciable number of per- 
sons who receive payment for part- 
time duties subsidiary to their main 
employment and who bear tax on 
their additional income by subse- 
quent decoding; it imports into 
itself, too, repayments during non- 
earning periods of tax paid earlier 
in the same fiscal year. 

The American method is termed 
the '' Withholding " system, which 

" h r n l  Cm~rmtnml Finon 

term is applied to all the forms in- 
, Withholding E x e m p  

ances, Withholding Receipts by 
employers each year to employees 
subject to the system, etc.). 
(2) Allowances to w e t  the differ- 

ing individwl circumrtwes of 
the tax+%yrs. 

The British system provides 170 
different codes, providing for the 
total exemption from tax of 
amounts varying from nil for code 
1 to 2 6 7 0  per annum for  code 170. 
The codes from 1 to 26 move up in 
steps of h6 allowances, those from 
27 to 111 in steps of E3, and the 
higher d e s  again in $6 steps. 

The codes are determined by the 
Inspectors of Taxes on information 
provided to them by the taxpayers, 
and in the absence of a notification 
of coding the employer is required 
to deduct tax on an Emergency Code 
basis which assumes broadly that 
the taxpayer is a single person with 
no special allowances. Although 
theoretically there should be little 
delay in securing an accurate code, 
in practice difficulties do occur, and 
this is one of  the reasons giving 
rise to no small number of some- 
what heated letters by the taxpayers 
to the employer instead of to the tax 
office. 

Every change of employer, and 
indeed a change from one branch 
of the same employment to another 

"OIVed tion Certi 'y' cate for  personal allow- 

CI," landon. AWUIL. 1948 



P.A.Y.E.-BRITISH . 
branch which is a separate paying 
unit, requires reference to the tax 
office to secure continuity of coding. 

A change in the taxpayer’s cir- 
cumstances such as  the birth of a 
child, etc., requires reference to the 
tax office and notification by them 
to the employer before the tax 
amendment can be made effective. 

Many of the changes in tax 
allowances which the Chancellor of 
the Exchequer may make in his 
budget speech require revised codes 
in respect of each separate person 
concerned to be prepared by the tax 
offices and forwarded to employers. 
I n  July, 1947, the change in earned 
income allowance for marrie$ 
women caused large numbers of 
code changes, whilst this July we 
have seen tremendous lists of tax- 
payers whose code has required to 
be increased, often by only one 
code, to make allowance for  the, new 
insurance contributions. 

Alterations in standard or  re- 
duced rates of tax, or  earned income 
allowance, etc., require the re- 
calculating and reprinting of com- 
plex and bulky tax tables, at what 
must be a very great cost. Indeed 
it is only recently that changes in 
the &ign of the tables were neces- 
sarily introduced to enable their 
volume to be reduced to an extent 
which would enable them to be re- 
printed between the introduction of 
the Chancellor’s budget and July 5 : 
this diminution in size has been 
achieved, however, solely at ad&- 
tional cost to employers (at  any 
rate, all those without mechanised 
accountancy equipment and many 
who have this advantage) since they 
must now refer to two tables in- 
stead of one and perform a sub- 
traction sum to arrive at the 
amount of pay chargeable to tax. 

Under the American system, an 
employee is enabled to claim a 
number of  tax exemptions (all of 
the same value) appropriate to his 

AND U S .  SYSTEMS 75 

circumstances. H e  does 50 purely 
by completing a form and hading 
it direct to his employer. The  tax 
office does not a t  this stage enter 
into the matter a t  all, reliance being 
placed upon penalties for  claiming 
Loo many exemptions or  for having 
two exemption forms in respect of 
the same allowance in operation nt 
one and the same time, e.g., with 
two employers where more than one 
post is held. Is not this a contrast 
with the British method? Is it 
wishful thinking to suggest that 
some such procedure in this 
country, despite our higher tax 
rates, might admit a welcome stream 
of fresh air into the thickening 
atmosphere of our relationships 
with one another? 

These American tax exemption 
certificates provide equal amounts 
of earnings exempt from tax in 
respect of the employee, his wife 
or her husband if not working and 
so not claimed on a separate certi- 
ficate, each child, each dependant, 
age (an extra exemption for the 
employee and/or his wife if over 
65), and blindness. The employer 
is not required to d e t e r m i n e  
whether the employee has claimed 
the correct number of exemptions, 
and once filed with the employer a . 
form remains valid u n t i l  a n  
amended certificate is furnished, 
the duty being cast upon the em- 
ployee to complete a new certificate 
within 10 days of his circumstances 
changing in such a way as  to reduce 
the number of exemptions to which 
he is entitled. 

When a change of employment 
occurs, the former employer keeps 
the Withholding Exemption Certi- 
ficate on which he has operated, and 
the employee completes a new one 
when he takes up his new job. No 
delay therefore occurs, and there is 
no need to introduce the complica- 
tion of an emergency code. 

Changes in tax rates will. of 
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course, require amended tax tables, 
but these appear to be of an ex- 
tremely simple character, and in- 
deed need not be referred to at all 
i f  the employer is prepared to per- 
form a relatively simple calculation. 
(3) The Tar Tables 

In  Britain there are two tables, 
Table A which for each code pro- 
vides the amount of tax-free pay, 
and Table B which furnishes the 
tax payable on graduated figures of 
earnings less the tax-free pay. Both 
tables are on a cumulative basis 
throughout the fiscal year, and this 
feature causes not only additional 
labour to employers in performing 
the accumulation of total wages in 
each successive pay period, but also 
difficulties where a person has marc 
than one employment. These par- 
ticular difficulties are largely laid at 
the door of the inland reveniie offi- 
cials, but they are also encountered 
by employers. For  instance in, say, 
a scattered county where day-school 
teachers undertake evening institute 
work at locations different from 
their day-time duties the ‘alterna- 
tives normally adopted are either to 
perform the very laborious task of 
collating every payment for part- 
time duties with the last day school 
payment to enable the deduction of 
the correct tax amount, or  alterna- 
tively to break away from the basis 
of the P.A.Y.E. system and arrange 
for the tax ofice to deduct tax on 
the evening institute payments by. 
a process of &ecoding, which 
normally means that the employee 
suffers tax one year in arrear. 

The cumulative principle intro- 
duces also what many people con- 
sider to be the undesirable 4eature 
that when an employee ahsents him- 
self from work his period of no pay 
automatically entitles him to a re- 
fund of some of the tax already 
paid in that fiscal year. Further, 
the steps of  t:iuable pay at which 
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the respective amounts of tax are 
chargeable require the employer to 
deduct different amounts of tax in 
successive pay periods, even though 
the wage may be constant. No per- 
son can, in fact, compute exactly his 
tax for any period unless he 
possesses (and can follow) a set of 
lax tables, and to this extent our 
P.A.Y.E. procedure is opposed to 
Adam Smith’s canon of taxation 
that “ a very considtrable degree of 
inequality . . . is not near so great 
an evil as a very small degree a i  
uncertainty.” 

The Withholding Tables used i n  
the United States are, by contrast, 
not cumulative. The weekly table 
provides fixed amounts to be with: 
hrld in each week in accordance 
with the wages earned in that week. 
and the number of exemptions 
claimed, whilst there are similar 
tables for employees paid hi-weekly, 
semimonthly and monthly. With 
no exemption certificate the tax 
withheld is 15 per cent. of the 
wages, and each exemption certifi- 
cate removes from tax $13 a week, 
p6 a month or $667 a year. There 
IS, of course, no earned income re- 
lief nor any reduced tax rates. A 
method of obviating the use of 
tables, and one which is authorised, 
is therefore to deduct from a week’s 
wages the number of exemptions 
multiplied by $13, and then to cal- 
culate 15 per cent. of the residue to 
arrive at the amount of tax. This 
is easier in the United States in 
view of their use of the decimal 
system, but one gains the impression 
that American employers have not 
been used to the complicatecl 
manceuvres and calculations with 
which British employers’ are now 
only too familiar for the purpose of 
their many returns, since the US.  
Bureau of Internal Revenue warns 
that it is involved and should be 
adopted only after consideration 
with extreme care. ’ 

1 
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A Customs & Monetarv Union? 
for  the United Kingdom and U.S.A. 

By PAUL DE HEVESY 

By uniting the dollar and the pound, the new world ‘could redress 
the balance .f the old. 

Tm. most efficacious remedy for 
the main distempers of the 

world would be-however utopian 
it may appear at first sight-the 
gradual establishment of a customs 
union between the British Empire 
and the United States. Free trad- 
ing is most effectually assisted by a 
common currency and a large 
degree of free movement of men. 
I t  would therefore be desirable that 
an entirely new. British-American 
monetary unit should be created, 
superseding both the pound and the 
M l a r .  The creation of this new 
currency would not of itself make 
people any richer in money at once, 
but freedom would be secured, new 
opportunities opened, m o b  i I i t y 
granted, markets enlarged, and en- 
terprise enhanced. All this would 
lead to a happier life in general and 
ultimately to higher standards of 
material prosperity. 

Unless this new currency is 
issued, Great Britain will need 
further public loans from the 
United States and Canada. If it is 
issued, such loans will become 
superfluous, since individuals and 
firms will be able to apply for 
private loans to be both granted and 
repaid in the common currency. 
With the help of these loans British 
industry will be able to replenish 
its war-worn equipment and to com- 
pete equally with all other countries. 
The new currency would result, 
among other great advantages to 
both sides, in bringing Canada back 
into the same currency area as the 
other members of Empire. 

E.rtrnrt from The F r r r  1 

AS for migration, it might ulti- 
mately become free between all 
English-speaking nations. Only in 
this way can unemployment in some 
of these countries and scarcity of 
labour in others, whenever they 
occur, be compensated. As m n  as 
other countries entered the union, 
arrangements might be concluded 
concerning the movement of their 
men and goods all over the world 
on somewhat similar, but not neces- 
sarily identical, terms. 

At first the notion of a British- 
American customs union may well 
be derided. Many Americans may 
be opposed to becoming what they 
would term a “British colony.” 
Many Englishmen may be opposed 
to becoming what they would term 
the “ forty-ninth State of the 
Union.” The scheme would be re- 
sisted not only b y .  a powerful 
minority of vested interests, but also 
by masses of ignorant and preju- 
diced people and numerous fanatical 
theorists. M a n  y industrialists, 
farmers, and politicians, on both 
sides of the Atlantic, would oppose 
it. Yet our greatly shrunken 
world, with its seventy or eighty 
States sharply separated in matters 
of trade and migration, must appear 
to an ever-increasing number of 
people to be a mere welter of im- 
becilities. In fact, the competition 
arising from the peaceful rivalry of 
these people, when living within the 
orbit of a silgle customs union, 
would ensure universal efficiency 
and cheapness of production, and 
thus prosperity. 

*mdn,” Iu ly /Amst ,  1918. 



Trade Club for Europe.? 
By WILLIAM WARBEY. M.P. 

Suggested &ice to insulate Europe - and Britain in particular - 
from disaster in the wake af U.S .A .  slump. 

IT might be possible for Britain 
to take the lead in the forma- 

tion of a kind of ‘‘ Ilegional Trade 
Club,” embracing as much as 
possible of Europe, the British 
Dominions (Canada would prob- 
ably be unable to come in) and 
Europe’s overseas territories. The 
objects of the Club would be :- 

(a) To muirztoin a fair  price for  
both primary producis and manu- 
fociured goods. Theoretically it is 
difficult to define a “ fair price,” 
but in practice the desired objective 
could be achieved by freezing the 
prices at which members of the 
Club would exchange their pro- 
ducts with each other a t  the world 
market price prevailing when the 
Club is formed. This would prob- 
ably give commodity prices rather 
lower than at present (but not at 
depression levels), and manufac- 
tured goods prices at levels only 
slightly lower than those now 
ruling. This measure would pro- 
tect the primary goods producers 
from a catastrophic fall in their 
nrices, and would also protect the 
industrialised countries from price 
falls which, though less severe, 
would certainly involve drastic 
internal adjustments. 

( b )  To provide each other with 
guaranteed markets for  exports 
over a agreed minimum period of, 
say, three years. .This could be 
achieved by a series of hi-lateral 
and, in some cases, tri-lateral apee-  
ments. negotiated multilaterally at 

a regional conference of trade 
cxperts (as the Geneva tariff agree- 
ments were negotiated). Existing 
trade agreements would, of course, 
be dovetailed into these arrange- 
ments. 

(c) Generally io muintoin full 
employment and p r o d u c t i o n  
throughout the region. T h e r e  
should be a general agreement to 
consult on means of special aid to 
any country experiencing difficulty 
in marketing its available export 
surplus. 

(d )  To form Joint Purrhasing 
Commissimts to buy products from 
ouiside the Club. This would be 
modelled on British bulk purchas- 
ing methods, and would enable the 
members of the Club to gain the 
advantage of buying certain goods 
from outside the Club at low prices, 
while protecting their home indus- 
try and agriculture by re-selling 
the goods internally a t  higher 
prices. The profits realised on 
these transactions could be utilised 
for internal price subsidies, for 
export subsidies, or  for capital 
investment in under - developed 
territories of the region. 

The countries which are already 
co-operatine in the Paris Commis- 
sion for  European Economic Co- 
operation should find no difficulty 
in  entering such a Club. The 
Americans would not like it. but 
at a time of internal depression 
they would be very unlikely to 
retaliate by cutting off Marshall 



were taking an essential step to a’ move away from, rather than 
preserve the stability of their towards, the American camp, they 
economies. On purely economic might permit their Eastern Allies to 
grounds the Eastern European enter. In any case, every attempt 
countries would have everything to should be made to persuade the 
Enin from coming into the Club, Eastern European countries to 
and as membership with the limited come in, since their economies are 
objectives defined above would not broadly complementary to those of 

levels, illustrates very clearly what a tangled web i s  woven by the 
sin of omnicompetence. The British cost-of-living index in 1947 
stood at 132; the British wage-index at 173. The only assumption 
which can be drawn from such figures is that the standard of living 
of the British working classes has risen very appreciably during the 
past ten years, when both indices stwd at 100. In the U.S., however, 



Sterling Balances and 
Unrequited ExDorts I 

By DOUGLAS JAY, M.P. 

1946 and 1947 together, 
whrle sterling area countries 

decreased their balances over the 
last two years by if183 million, 
other countries increased theirs by 
278 million. That comes to a net 
drop of if105 million over the 
period. The same is true of the 
unrequited exports. . . . 

For the perioa from January, 
1946, to April, 1948, the conclusion 
of that calculation is that over the 
whole of that period the net drop 
in sterling balances of  all countries 
inside and outside the sterling area 
works out at only E83 million. If 
we calculate that as a percentage of 
our total exports over the whole of 
the Z+’years, we will find that it 
comes to an amount of about two 
or three per cent. of the total of 
our exports. 

W e  fully realise that an excess 
of exports to any country merely 
involves us in giving away or lend- 
ing part of our own production and 
is a strain on our productive re- 
sources which cannot be justified. 
The  n d d  to limit such unrequited 
exports has been continually in our 
mind and will be a leading principle 
of our pulicy in the years ahead. 

In spite of that, it would be 
foolish and indeed impracticable to 
try to enforce an arrangement by 
which we had no surplus exports to 
any country at  any time. The 
reasons for this are as follows : I 
suppose that it is realised that if 
during the E.R.P. period we have 
a deficit on our visible trade and if 

we are to balance our accounts, then 
we must have some surplus of ex- 
ports to other countries. I t  also 
follows from the principles of 
arithmetic that unless we balance 
our trade with different countries 
we inevitably have surplus exports 
to some of them. 

The second‘ good reason why 
some excess of exports from this 
country to a country such as India, 
Pakistan, or Rurma may be justified 
is that by selling essential sterling 
goods to those countries we can 
save dollars by enabling those coun- 
tries to avoid purchasing the same 
goods from dollar areas. That is 
important in the case of textiles at 
present, as we all know. 

Thirdly, temporarily unrequited 
exports in the form of capital goods 
sent by this country to various parts 
of the sterling area are an abso- 
lutely necessary part of that de- 
velopment of productive resources 
in the sterling area which we all 
agree we have to carry through 
during the E.R.P. period. 

Fourthly, exports which are for 
the moment unrequited may be a 
very valuable means of establishing 
British export markets in parts of 
the world where in the long term 
we shall need to have those markets. 
Finally, we must have some regard 
in this matter for the fundamental 
human needs of the population in 
various parts of the sterling area. 
In the past two years in some coun- 
tries such as India, unless it had 

“ T h e  Ermom*t,” A w l 1  21, 1948. 
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been possible to draw on sterling 
balances to some extent, it might not 
have been possible for the ordinary 
life of the population to go on.- 
HOUSE OF COM~~ONS, July 30, ‘48. 

Comments on Mr. Jay’s 
statentent in the House 
of Commons by  “ T h e  
Economist ” 
Net figures should be treated 

with circumspection. They are in- 
fluenced by recent accumulations of 
sterling on the part of certain 
European countries. These new 
accumulations of  course represent 
freely available sterling which can- 
not legitimately be offset against the 
release and running down of im- 
mobilised “ o l d ”  balances held by 
other countries. 

The running down of balances by 
sterling area countries, namely 
5201 million over the two years 
1946/7, provides a truer measure 
of the extent to which Britain 
allowed war-time accumulations of 
sterling to be drawn upon by the 
countries concerned in order to pay 
for current imports from the sterl- 
ing area and for allocation to them 
of hard currencies from the sterling 
area pool. There can be no deny- 
ing that this drain, averaging over 
flOO million a year, was well jn 
excess of the sums that were in 
contemplation when the problem of 
Britain’s external liabilities was 
being discussed immediately after 
the end of the war. 

It will be recalled that in the 
Anglo - American financial agree- 
ment of 1945 some indication of 
the extent of prospective releases 
was allowed to crystallise in the 
clause dealing with the waiver of 
interest payments on the $3,750 
million U.S. line of credit. It was 

balance of current payments of the 
United Kingdom for  purposes of 
the waiver, releases from sterling 
balances accumulated by overseas 
countries before the effective date 
of that agreeemnt would be allowed 
to rank as  current transactions only 
up to an amount of S43+ million. 
Any release beyond this figure was 
to be regarded as a capital trans- 
action and would, therefore, be ex- 
cluded from the calculations of the 
net income from invisible current 
operations for that year. This 
figure was not picked out of a hat. 
It must have represented a reason- 
able estimate by British and Ameri- 
man experts of the scale on which 
the repayment of these accumulated 
balances, which then amounted to 
just over eE3,oOO million, could be 
attempted. In  fact the releases to 
sterling area countries have been 
running at just twice that level. 

One further throwback to the 
Anglo - American financial agree- 
ment must be made in this context 
of released sterling balances. I t  is 
provided in that agreement that the 
waiver of interest on the US.. line 
of credit will not be requested b y  
the United Kingdom unless the 
aggregate of any releases and pay- 
ments on sterling balances is 
reduced proportionately. This in- 
trusion of the Anglo - American 
financial a g r e e m e n t into the 
arrangements that may be made 
with sterling‘ creditors of the 
United Kingdom will not, of 
course, take definite shape until the 
end of 1951, when the first instal- 
ment of principal and interest on 
the American line of credit becomes 
due. This, apart from any other 
considerations, sufficiently explains 
why the arrangements hitherto 
made between the British Govern- 
ment and its various sterl iw credi- 
tors have been restricted to mm- 
paratively short periods and do not 

specified that in calculating the look beyond the year 1951. 



LIVING COSTS .. . 
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Comparisons Between the Classes. . ’ 

AN .attempt i s  made hy Mr. Seers 
in the current issue of  the 

Oxford 13ulletin of  Statistics to 
estimate the rise in the cost of liv- 
ing of the middle classes since 1938. 
This rise is compared with that ex- 
perienced by the working class. 

As at June, 1947, Mr. Seers cal- 
culates the index number for the 
cost of living for the whole public 
as 168-9 (1938 equals loo), the 
index number for the working class 
as  161-2, and the index.nunihcr for 
the middle class as 177-8. For the 
purpose of this comparison the 
middle class is defined as including 
“those with salaries ahove f 250  
per annum in 1938, proprietors of 
businesses, and those living on in- 
vestment income (other than re- 
tired members of the working 
classes). together with dependants.” 

This is the main conclusion of the 
article. An attempt is also made to 
.distinguish between the various 
classes of .the “middle class” and 
to bring the index UD to date. 

Rise on 1938 ~ 

‘lower’ middle class,” says Mr. 
Seers, “was  in 1947, on the 
average, 66 per cent. above 1938, 
and of the ‘ upper ’ middle class on 

(the dividing line between the hliddle class 106.7 179 7.3 
I upper ’ and ‘ lower ’ being the Clerical Employees . 168 180 7.2 
&500 income level in 1938). Both All Salaried E’er- 
the lower middle class salaried staff U ~ ~ ~ ~ e : f i ~ ; i ; - ~ i ; - ;  $:;:? & ;;: . 
( f 2 5 0 - f 5 0 0  in 1938) and  salaried 
staff as a whole seem to have faced 
an increase in the’cost.of.living of “ It  can be seen from the last 
approximately the national average column.’’ comments Mr. Seers, 
0: W to 69 per cent. by 1947. “that since the middle of  last year 

“The O f  living Of the COST OF LIVING OF DIFFERENT 
SOCIAL STRATA 

(i938= 100) 
June, >lay, % 
1917 19jXincrease 

the average 85 per Ccllt. above 19% MrorkinR ...... 161,2 174 7,8 

“ Finnnriol Times" mvt&y, A i i p r f  16. 1948. front The Oxford Rullelin n f ’ S t e f i d c $ .  

“ The general rule appears to he 
that the high,er the, social group was 
in 1938, ceteris paribns, the greater 
has been the increase in the prices 
of their customary ‘purchases since 
1938. Our calculations refer Lnly 
to a few broad social classes, but 
because of the continuous increase 
in the proportion of the expenditure 
spent on the luxuries as income 
arises, this rule indicat.es the more 
general proposition that the higher 
the income of an! individual in 
1938, ceteris paribus, the greater 
has been the increase in the price of 
his customary purchases since 
1938.” 

Movements in 1947-48 
“These index numbers can also 

be brought up to date;” he con- 
tinues, “ by calculating weights for 
the base date (June, 1947) and 
using the price . incrgases for 
different commodity groups shown 
by the Interim Index of Retail 
Prices. The results so.obtained are 
as follows. 
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I the principle n o t 4  ;rbwc (thc moved ahead much more rapidly ; 
higher the social class the greater from 1944 to 1946 they moved at  

,.* the rise in the cost of living) has about the same pace once more, and 
not applied, and the reverse may since 1946 the working class cost 
even be true, because of the rela- of living has probably risen slightly I tively large expenditure on food, the faster, though the middle class 
fuel and light, and clriiik and cost of living still s h o w  a consider- ‘ I tobacco by the poorer classes. The ably’greater rise since pre-war than 
April, 1947, Hudget; for ex:imple, does the working class cost of 1 increased working class cost of liv- living. 
ing much more than middle cI:iss.” “Oddly enough.” he adds in :I 

I ‘  The course of relative prices,” note, ‘‘ prices changed to the advan- 
he concludes, “ hiis bcco as follows : tage of the working class under the 
From 1938 to 1940 the  \\:orking Coalition Government and, i f  any- 
class and middle chss cost of living thing, slightly to the advantage of 
rose about cqually; from 1941 to, the middle class under the present 

< 1943 the middle class cost of living Government.” 

Manchester’s Housing Bill G Q ~  
FESTER CITY COUNC~I. will he asked at its next meeting to agree 

to an additional hill of  more than f84.000 i n  respect of 698 houses 
and flats the building oi  which it approved in 1946 and early in 1947. 
Each dwelling; that is, has cost about f120 more thaii was estimated 
two years ago or less, an increase equivalent to Is. 1Od. :I aeek on 
to the rent or about f 4  15s. a year. Who is to meet the extra cost? 
For the moment i t  will fall on the corporation-that is, on the general 
hody of citizens; iii effcct. i t  nearly doubles the subsidy of $5 10s. 
a house which the city already pays mider the 1946 Housing Act. 
Rut the city is piit in a difficult situation. I t  is required by statute to 
fix the rent of its houses i n  the light of two considerations-the state 
of  its housing fund and the level of rents for other comparahlc 
dwellings. The latter is held down by the Kent Restrictions Acts. 
Does the former require that. sooner or later, rents must rise with 
costs i i i  order to keep the fund solvent? And i f  so, can the two 
consideratioiis hc reconciled? Some local authorities have already 
decided to raise their rents-Bristol is an example-and risk the 
wrath of their tcnants; others are carrying the loss for the time 
being. The Minister of Health decided in June not to vary the 
Exchequer subsidy, which now stands at E16 10s.  a house for sixty 
years. But wen i f  he did ask Parliament to raise it ,  that would 
apply only to houses huilt i n  the future, not to houses already 111, 

There is no wholly 
satisfactory w;ly out; and i f  the cost of building continiies to rise. 
and the speed of building to lag, the problem will get worse. 

- A ~ A ~ - C F I E S T E R  GUARDIAN. Aitgtrsr 28, 1948. 
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’ which grew in  price as they grew in stature. 



DIGEST REVIEW 

Politics and Poiery 
By LEWIS O R D  

An jmportant SO+, the author of " Secrets of Industy," of the 
injuence .f government and politics on the @cienCy of industrial  

production. 

COMPARISONS of similar businesses 
in several countries were made 

in " Secrets of Industry." " Politics 
and Poverty '1 compares the indus- 
trial efficiency of nations, and sets 
out to show how nations that are 
industrially backward can raise 
their prosperity to equality with the 
best. 

"From 1814 to 1880 Britain led 
the world because she was better 
provided with the tools and the 
equipment necessary to efficient 
production than any other country. 
She lost the lead between 1880 and 
1914 for three reasons. Her 
workers started to go slow and 
obstruct output. The tools, equip- 
ment and methods used in her 
industries were allowed to drop far 
behind American levels, More 
serious than either of these reasons 
was the growth of bureaucracy in 
British industry, particularly in the 
larger businesses.'' 

Referring with approval to the 
Liberal Industrial Inquiry published 
in 1928, the author says : 

The output of an average 
British productive worker had risen 
between 1913 and 1924. This is 
trne in spite of a slight falling off 
in working pace between these 
years. The amount of the fall was. 
on average, trilling. The tools and 
equipment of British industry had 
been improved. Mass production 
had been introduced in a num- 

I, 

ber of industries. Methods had 
been improved. The combined 
effect had been to increase the 
output of an average productive 
worker. The report which has been 
quoted shows that the gains made in 
increased output per worker must 
have been wiped out by major losses 
in other directions. I t  is unfortu- 
nate that the people who made this 
escellerit report did not discover 
what had gone wrong to cause the 
decline. 

"When it is pointed out, what 
had actually happened is simple and 
almost obvious. British productive 
workers produced more wealth per 
head in 1924 than they had done in 
1913 for reasons given above. It 

' was the introduction of scientific 
management into industry and of 
planning by the State that was 
responsible for  wiping ont these 
gains and so much more besides. 
The proportion of the population 
doing actual productive work fell. 
The proportion of non-producers 
required by industry and the 
Government increased r a p i d I y 
under central planning by the State. 
The workers, although actually pro- 
ducing more, were paid less in real 
wages. Although producing more, 
there were so many additional non- 
producers with whom they were 

produced that they were left wi g: compelled to divide the wealth th 

less to take home." 
~~ 

I n  a study of British and Ameri- 
(Mawlower Puhlishinz CO..' Lid.. 8s. 6d.h Can conditions (Chapter 6), the * Polities and Povcity " by Lerui.. Ord 
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experience of American firms who 
have established factories in Britain 
and other European countries is 
compared with that of European 
firms who have established factories 
in America. Of the first, the author 
says : 

Conditions Compared 
“Wha t  had gone wrong can be 

told simply. These American fac- 
tories in Britain were fully up to 
American standards for firms of 
their size, kind and output rate in 
certain respects only - in tools, 
y i p m e n t  and layout. The work- 

. ing pace of their productive 
workers and the restrictive practices 
of their trade unions remained un- 
alterably at the level usual in the 
country concerned, The  practices 
of management in detail, and the 
number of non-prohcers required 
to run a business of a given size, 
stayed a t  European, rather than at 
American levels. This latter hap- 
pening was their greatest failure 
and their greatest surprise. 

“ Many Britons are likely to feel 
that it should have lxen possible 
for American firms in Britain to 
introduce American methods of 
management and so bring the pro- 
portion of their non-producers 
down to American levels. They all 
tried to do that. They were not 
successful. Managers and staff 
were even harder to persuade to the 
American point of view of method 
ind  performance than the workers 
had been. The gap between the 
American levels of performance for 
management and staffs always re- 

‘mained wider than the gap between 
workers in the two countries under 
parallel conditions. In spite of all 
the efforts that were made, what 
was considered good practice in 
British management circles became 
the general rule among ’ American 
firms operating in Britain.” 

Referring particularly to British 
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firins working in America, he says : 
“ The parent companies usually 

had a pleasant surprise at  the end 
of a few years. The cost of the 
work turned out in their American 
factories was well below the esti- 
mate. It later developed in most 
of these companies, that the Ameri- 
can factory could quote quite as 
low a price for export to other 
parts of the world as the parent 
company. This was surprising !i~ 
them because tools, equipment and 
productive methods were much the 
same, and output rate not very 
different; yet wage and salary rates 
in the United States were nearly 
twice as high as in the parent 
British company. 

“ T h e  explanation was a simple 
one. Workmen in these American 
factories worked faster. T h e  
American trade unions did not re- 
strict output and hamper work to 
the same degree as in Britain. The 
American trained managers of the 
British owned factories in the 
United States used the simpler and 
more frugal methods of manage- 
ment customary in that country. 
They used far fewer non-producers 
for a given output rate than the 
parent company. They ran these 
British-owned American businesses 
as cheaply and efficiently for their 
British directors as they would have 
done had these directors been 
American. 

“These British firms tried to 
bring the efficiency of the parent 
British factory up to the standards 
of efficiency achieved by their fac- 
tories in the United States. They 
were no more successful than 
American firms had been in trying 
to bring the efficiency of British 
factories up to American levels.” 
On ‘‘ National Working Pace,” 

the author’s conclusions are that 
working pace is fastest in countries 
where real wages are highest, that 
working pace is often improved at 



first when some firm or  factory in- 
troduces higher rates than are paid 
by other similar firms in the same 
district. but that as time goes on 
the value of these higher rates is 
lost, and that national working pace 
is controlled mainly by the average 
of real wages paid in the country 
concerned. 

" I t  is difficult to discover the 
origin and the cause of some of the 
differences in working pace which 
occur within each country. Long 
continued unemployment in some 
particular industry or district, wage 
rates that were below the national 
average, and bad working conditions 
in the past have combined to slow 
pace in some districts and industries 
more than in others. Whenever 
slow working pace has remained at 
the same low level over a long 
period of years for these or other 
causes, increasing the wage rates 
paid will not cure it quickly, and 
may not cure it a t  all. Slow work- 
ing pace takes longer to put right 
than it does to go wrong. All ex- 
perienced managers in industry 
know that. That is why optimistic 
estimates of rapid improvement in 
British working pace should be 
taken with reserve. I t  is some- 
thing that cannot be made to 
happen." 

Piecework Not the Answer 
" Piecework is not allowed in the 

Unit& States. I t  was thrown out 
as the result of trade union action. 
The  railway shop unions forceJ 
their companies to abandon piece- 
work before 1920. Various other 
unions followed suit at intervals in  
the years which followed. There 
are very few American industries 
using piecework to-day. Group 
bonuses on output are allowed. The 
workers wanted to get away from 
too much time and motion study, 
too much close supervision, and too 

much checking of the output of jn- 
dividual workers. 

" American manufacturers gave 
up piecework reluctantly. They 
were convinced that a considerable 
falling off in pace would follow. 
That was some years ago. lt~ost of 
them would not go back to piece- 
work to-day even if they were per- 
mitted to do so. The greatest 
benefit achieved by discarding piece- 
work was that fully three-quarters 
of the ininor disputes with the 
workers were got rid of.  I t  costs 
a considerable amount of money to 
set piecework prices and check in- 
dividual outputs and make the 
necessary payments. When piece- 
work was discarded, these evpeiises 
were saved. $Working pace did not 
fall as was expected. Many firms 
report even better results on group 
bonuses. Others say they do quite 
as well on a form of straight day 
work that includes special efficiency 
rates. 

" National differences i n  working 
pace have an effect on efficiency. 
The proportion of non-producers 
that each country requires to 
operate its businesses has an even 
greater effect on efficiency. The 
number of  non-productive workers 
in a British factory is often any- 
thing up to double the American 
level. The proportion of French 
non - producers is usually still 
higher. Rased on current know- 
ledge, the non-productive staff re- 
quired in a Russian factory is 
greater than in any of the others. 

" T h e  general impression of the 
public is that the difference in the 
efficiency of industry in each 
country is mainly due to differences 
in their mechanical equipment. 
Equipment undoubtedly is impor- 
tant. Personnel and the way it 
works, its point of view and the 
method it uses, are far more im- 
portant. That fact becomes clearly 
apparent as soon as accurate cnm- 
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parisons are made of factories of 
the .same kind, size and output rate 
i n  difierent countries.” 

Causes of Decline 
Reviewing in principle the factors 

which caused th6 decline of British 
industry in con~parison w i t h 
American, the author says : 

“ Undoubtedly the primary re- 
sponsibility lay with the men at the 
head of British industry, atid par- 
ticularly with the men at the head 
of the larger businesses. Starting 
in 1880 or a little earlier, these men 
decided that the bigger a company 
could he made and the more scien- 
tifically and in detail it could be 
planned from the top, the more 
efficient it could become. Their 
ideal was to enlarge their businesses 
until they became monopolies. That 
had the double :idvantage of making 
the business as large as it could he 
made, and of killing off all sompe- 
tition. Many British industrialists 
and politicians today  believe that 
the maximum efficiency of operation 
in any industry can be achieved i n  
that way. 

“ Unable to attain that objective, 
these early Rritish industrial leaders 
compromised. They persuaded other 
firms t,o join them in forming price 
rings, trade associations, cartels, 
and in a few cases virtual monopo- 
lies. Prices were raised and main- 
tained by agreement. Work was 
allocated to the various firms by the 
headquarters staffs of these organi- 
sations on a hasis previously agreed 
upon. As these tactics slowly be- 
came more general, the relative 
efficiency of British industry de- 
clined. Although efficiency declined, 
profits did not decline in sympathy. 
On the contrary. some of the 
sharpest increases in profits earned 
occurred in some of the least effi- 
cient industries.” 

“ I f  the nationalisation of in- 
dustry was a political necessity, the 
7 

State could have proceeded in a 
different and much more effective 
way. They could have bought up 
all the shares of all the businesses 
in some particular industry, i f  they 
believed a change of ownership was 
essential. I f  they wished to operate 
these nationally owned businesses 
a t  the maximum level of efficiency 
in the future, their first step should 
have been to do away with all price 
rings, trade associations and cartels. 

I‘ They should have followed this 
up by insisting on the use of sharp 
and unrestricted competition he- 
tween all these nationally owned 
businesses, but without the use of 
unfair tactics. In other words, the 
State would have acted in all par- 
ticulars as enlightened owners. 
They would have provided what- 
ever funds were necessary for capi- 
tal extension and would have kept 
the percentage of profit low. They 
would have kept their fingers out of 
the detailed operation of all these 
businesses. 

Formation of Boards 
“ H a d  the Government acted in  

this way, there would have heen no 
need for the State to proceed with 
the formation of  great national 
boards, the large number of re- 
gional hoards, and‘ the tremendous 
number of area organisations which 
have been formed. This was a 
wholly unnecessary expenditure. It 
has meant putting into offices to 
consume real w e a l t h  m a n y  
thousands of persons who would 
have been better emDloved in Dro- . , -  & -  

ducing it. 
“There  are other objections to 

these boards w h i c h  o p e r a t e  
nationalised British industry. The 
first mistake was to place them out- 
side the civil service. This has 
removed Treasury checks on expen- 
diture and particularly on salary 
scales. Men at the top are paid 
anything up to double the rates 
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usual in Government departments. 
Even worse, it has been ruled that 
questions which ministers would 
have been compelled to answer in 
Parliament ahout their own depart- 
ment, will not he answered in the 
case of these national boards that 
control industry, although they are 
Government departments in all hut 
name. 

'' Nowhere else in Britain can the 
.people's money he spent so freely 
with so few questions asked. When 
all the money they cost has been 
spent, the efficiency of the busi- 
nesses under them will be lower 
than could have been achieved with- 
out them. 

" Had the Government been com- 
pelled to proceed with the nationali- 
sation of industry, they ought to 
have insisted that these nationalised 
businesses he operated under con- 
gitions that would produce the 
maximum efficiency. The maxi- 
mum efficiency in industry to-day 
is produced under private enter- 
prise. I t  is the competition and thc 
piethods used that produce that effi- 
ciency, and not the ownership." 

Hea.rt of the Problem 
I Whatever political and indus- 

trial changes may be attempted in 
Rritain, whether they are on the 
lines suggested here or on some 
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other basis, the main objective must 
always be kept in view. The British 
production of real wealth can he in- 
creased only in proportion as the 
number of persons actually engaged 
in producing it is increased. That 
can he done only by transferring 
people from non-productive to pro- 
ductive work. To do good, this trans- 
fer of people to productive work 
would have to be done 011 a heavy 
scale, so as to enable, in addition, 
the transfer of productive workers 
from consumer goods and export to 
build up the tools and equipment of 
British industry to equality with the 
hest, without causing the distribu- 
tion of real wealth to the people to 
fall too low. 

" I t  is vital for the prosperity of 
the British people that they stop this 
sixty-five year old industrial decline 
relative to America and start re- 
covery. T o  do this they must stop 
the present pronounced drift  from 
productive work into offices and 
other non-productive posts, and 
start the movement strongly in the 
opposite direction. I t  may he neces- 
sary to revert to the conditions of 
1880 in one other particular to 
bring this ahout. It would help 
materially i f  the rate of reward and 
the status of skilled craftsmen were 
once more raised ahove that of 
persons doing office work." 

G.R. 
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The Monopoly and Cartel 
Controversy-A Digest of Views 

Items surveyed in  this digest of views include The I.T.O. Charter; 
international Cartels, U. N. Publications, 1947 ; the British Monopoly 
Inquiry and Control Bill, 1948 (with Parliamentary debates on it); 
“The Anti-Trust Campaign”, an article in  “Fortune”,, July, 1948; 
‘‘ State Monopoly”, on artjcle by Bertrand de Jouvenol i n  “ The 

Nineteenth Century ”, August, 1948. 

NEITHER the IT0  Charter nor the 
Monopoly (Inquiry and Con- 

trol) Bill has made any serious 
attempt to define monopolistic and 
cartel arrangements. Considering 
that about 2,500 varieties of “ r e -  
strictive business practices ” are 
known (Haward, Volume 449, No. 
15, col. 2066), this is a somewhat 
pardonable sin of omission. But it 
1s gratifying that the memorandum 
on ’‘ International Cartels ” tries to 
make g w d  this sin of omission. 
“Cartels have been defined as 
voluntary agreements among inde- 
pendent enterprises in a single in- 
dustry or  closely related industries 
with the purpose of exercising d 
monopolistic control of the market. . . . International cartels are of the 
same nature.” The emphasis laid 
on “monopolistic control ’’ indi- 
cates that those types of inaustrial 
combination which involve financial 
interdependence and/or unification 
of management, and are usually 
described as combines or trusts, 
don’t fundamentally differ in their 
economic implications from those of 
a cartel. Policies toward cartels 
and monopolies proper (horizontal 
combinations of enterprises within 
the same industry, or vertical inte- 
gration of’successive stag& of  pro- 
duction into one enterpreneurial 

~. 
I.<. ze;,l;”, PI 

unit) will therefore emerge from 
the predominant views on the merits 
or demerits of concentrations of 
economic power, and should conse- 
quently follow up identical trends. 

If cartels are viewed as “ Public 
dangers only, disrupting the com- 
petitive forces of the market . . . 
disregarding the common interest 
and damaging world economy,” 
then demand for complete rejection 
of all monopolistic and cartel 
arrangements is absolutely justified. 
But in this case it will be difficult 
to find any plausible reason why the 
examination of statutary monopolies 
or concentration of labour should 
be excluded, as provided by the 
“ Monopoly (Inquiry and Control) 
Bill.” M. Bertrand de Jouvenal 
not only arrives at the conclusion 
that “ the scandal of excessive pro- 
fits, involving a deplacement of 
wealth, is for the national economy 
less serious than the scandal of in- 
efficient production, involving dis- 
placement of activities.” He makes 
it also perfectly clear that State 
monopolies, whatever their merits 
may be, cannot be controlled effec- 
tively by Parliament. “We may 
look in vain for any control exer- 
cised by electors over the volume of 
expenditure under a system in 
which their sole power exists in 

h.D. ( L l i P i i d .  
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ment of an international nature 
have had or may have on technical 
development cannot be ignored. 

If cartels, etc., irrespective of 
whether national or international, 
are effectively controlled and prices 
are not allowed to exceed a “ fair ’‘ 
level, disturbances through price- 
cutting are less likely to occur, and 
industrial and commercial concen- 
trations could therefore be con- 
sidered as “promising devices for 
market regulation ” (“ International 
Cartels,” page 47). It is true that 
past experience with international 
cartels has not been very encourag- 
ing. But the mere fact that such 
organisations have already been 
widely formed and developed, 
whilst other devices have not yet 
emerged, that “ their acceptance, at 
least as a temporary advice, would 
require little if any immediate 
change in current policies and in- 
stitutions and leave the door open 
for future development and adapta- 
t ion” (ibid., p. 43) may justify a 
positive, pragmatic and realistic 
approach to a problem that ranks 

amongst the most controversial 
economic questions U n d e  r dis- 
cussion. 
As no special legislation of this 

kind has hitherto existed in the 
U.K., the “ Monopoly (Inquiry 
and Control) Bill” offered an ex- 
cellent opportunity to embark upon 
a broadminded and imaginative 
venture in Monopoly and Cartel 
legislation in a spirit not of 
economic doctrinarianism but prag- 
matism. This opportunity has been 
missed. The  indispensable need for 
linking together national and inter- 
national action has been entirely 
ignored, and reserving for Parlia- 
ment the right to be the final judge 
and to override the decisions of the 
M o n  o p o 1 y Commission, must 
weaken its authority (Haward, 
Vol. 452, No. 147, cols. 2133 ff.). 
“ T h e  Commission will become an 
expert in monopoly questions,” as 
the President of the Board of Trade 
assured the House, but unless en- 
visaged as an independent tribunal 
the Commission will hardly be able 
to cope with its tremendous tasks. 
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Argentina and Sterling 
“Sterling is the only money 

which Argentina can get,” says the 
Brussels correspondent of The 
Statist. H e  makes the deduction 
from experience of  post-war trade 
between Argentina and 13elgium, 
which. produced a heavy balance 
against Belgium, leading to a 
breakdown in August, 1948, when 
thc National Rank of Belgium 
warned Belgian bankers to open no 
further credits for Argentine. This 
news coincided with news of 
further cloth-buying by Argentina 
in the U.K. But . . . “Argentina 
has been in difficulties with sterling 
before now. . . . Her products are 
expensive . . . and it seems likely 
that Argentina is finding it harder 
and harder to maintain at the same 
time the external value of her 
currency and the internal influences 
on the price l e v e l . ” - T ~ ~  STATIST, 
Auqusf 14, 1948. 

M 

Smoke 
Consumption of tobacco [in 

Great Britain] was already high in 
,1939 (ZoOm. lb.), having risen 
from no more than 129m. Ib. in 
1924, but the smoking habit is one 
of the hardest to break or even to 
moderate, and consumption grew 
in the war and after until .it 
reached 241m. Ib. in 1946. Ttien, 
with, still heavier taxes, it fell. to 
225m. Ib. last year and was lower 
in the earlv months of this year 
than i t  had been at  the beginning 
of 1947. Expenditure last year on 
tobacco was 9.3 per cent. o f ,  all 
personal. spending on consumers’ 
goods and services, compared 6 t h  
onlv 4.1 per cent. in 1938, and it ‘is 
now clear that the craving for 
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tobacco seeks satisfaction in face 
of the severest financial penalties. 
-THE TIMES, Augwst 14, 1948. 

M 

Family Farms 
The experience of the whole 

world shows that the family farm 
competes successfully with farms 
based on hired labour. Studies of 
the production of U.S.S.R. Collec- 
tive Farms show that output per 
man-year is very low ; in spite of 
mechanisation it is less than a 
quarter of that in the U.S.A., and 
scarely any higher than the 
average for Russian peasants 
before ’ collectivisation. - NUM 
Jmny, JOURNAL OF FARM ECONO- 
MICS (Wisconsin), Muy, 1948. 

M 

‘‘ Too Old A t  40’’ 
“ Canadian industry must face 

the ‘fact that there is economic 
danger in the increasing trend to 
hire only younger men. . .. . In 
1971 there will be as many retired 
people as wage-earners, i f  we 
keep on with present retirement 
policies.” - MONETARY TIMES 
(Toronto), July, 1948. 

M 

Not Enough Rice 
Population increases is South 

and East Asia continue to outrun 
increases in the production of rice 
-the “staff  of l i fe”  for ‘nearly 
half, the people of the world. For 
decades world rice production has 
failed to keep pace with the growth 
of . the rice - eating population. 
Between the two wars rice pro; 
duction in South and East Asia 
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\increased by less than 10 per cent., 

but the population rose by more 
than 20 per cent. The basically 
rice-eating population increases at 
about ten millions a year, and 
world production of  rice needs to 
be increased annually by at  least 
1.3 million metric tons. Lack of 
good seeds, fertilisers, and other 
production requisites continues to 
hold yields down.-Rrce BULLETIN 
of F.A.O., Jirne 28, 1948. 

M 

Colonial Poverty 
“ Those throughout the world 

who trade with the British Colonies 
have not much to fear from pro- 
gress, l ie it  gradual or violent. They 
have a great deal to fear from 
chronic poverty in the Colonies. 
Some da! it  may be proved that 
certain Colonies are too poor, too 
hcking in resources, to maintain a 
prosperous population. T h e  s e 
people may have to be moved where 
there are resources and a shortage 
of manpower. But there is still 
time to prove that in most Colonies 
poverty will yield to a judicious 
application of good government and 
fair trade.”-FUTURE, Vol. 111. 
Special Number, 1948. 

M 

U.S. Government Spending 
In  1948 the Government share 

of all expenditure by consumers, 
business and Government has risen 
to about one-fifth.” - LABOUR 
RESEARCH (London), July, 1948. 

M 

Management Problem 
. At present white-collar staff are 
much less orpnised than manual 
workers. ’ In  contrast, Civil Ser- 
vants are highly organised at all 
levels. ’ In  the new nationalised 
ctmcerns, therefore, a new attitude 

is likely to grow up among clerical 
and administrative staff, who will 
demand organised negotiation. This 
will soon affect private employers 
also, forcing them to re-examine 
their whole approach to staff 
management. - JOURNAL OF TIIE 
INSTITUTE OF PERSONNEL MANACE- 
MENT (London), May-June, 1948. 

M 

Belgian Congo 
The stagnation of the native 

economy compared with the prodi- 
gious expansion of the European 
economy can be seen from the rela- 
tive taxation yields. The Colony’s 
tinances can only become more 
stable and less dependent on the 
vagaries of foreign markets by the 
promotion of an organise6 economy 
3nd the prosperity of  the natives.- 
Vice - Governor General Pbtillon, 
quoted in THE COLONIAL REVIEW, 
Juri% 1948. - 
Moventents of Capital 

“ W h a t  is needed to encourage 
long-term investments by foreign 
capital in under-developed or war- 
ruined countries is not so much 
the lifting of the exchange controls 
as a little more security.” - 
Professor Elide James, REVUE 
DES S c I E N  c E s ECONOMIQUES 
( L i e g c ) ,  June, 1948. 

VII 

Eldorado 
“ Latin Americans are like 

paupers sitting on gold chairs.” 
Much of their land offers pros- 
perity, but it is desperately poor in 
;ill the things needed to extract. 
process and distribute these riches. 
The first great problem is how to 
make better use of the soil.- 
UNITED, NATIONS BULLETIN, July 
I ,  1948. 



1808 - 1948 
“The times are changed and 

we are changed with them” 

To dip for a moment into the past, it is, we think, worth 
realling that as long ago as the Georgian era the-Atlas” 
f i rs t  embarked upon service to the public. 
For a considerable period that service, largely confined 
as it was to the United Kingdom, remained limited in 
scope but, with the passage of time, the Company 
began - somewhat tentatively, perhaps - to operate 
overseas. 
Today, the ‘*Atlas” service, w t l y  extended, coven 
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EYES OF INTERNATIONAL 
INDUSTRY AND TRADE 

N the present complex state of world affairs, business is a scientific 
'opration in which the industrialist, the technician, the merchant 
and financier each play an integrated part, and directors must have 
an extensive knowledge of current affairs in businesses and in countries 
other than their own. Indeed, no intelligent business man would plan 
to make or market anything for use outside his own country without a 
wealth of data before him. Building u p  a basis of information on 

which right decisions can be made, is, of course, as laborious as  it is 
necessary; but while businesses are blind without it, only the very 
largest organizations can have their own eyes of commerce. 

To meet this present-day need for the fullest current information for 
the business man, The Times publishes its Review of Indtufry, which is 
recognised not only as the most authoritative journal of its kind but 
also as the most comprehensive monthly survey of technical develop 
ments. industrial and commercial p r o m s  and economic conditions in 
the world. 
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