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SEEN IN PERSPECTIVE 

Economic Backgound of . 

Government Controls 
by GRAEME DORRANCE 

I I E  speech from the Throne at the 
T o p e n i n g  of the present session of 
Parliament announced that the 
Government intended to introduce 
legislation to provide a more perman- 
ent basis for the present system of 
economic controls. This proposal has 
already inspired one debate and may 
well provoke a general review by 
Parliament of the entire system of 
economic controls. 

Does the community need to he 
guaranteed that the general pattern 
of controls will persist and that there- 
fore they need not fear any sudden 
disappearance of significant factors 
involved in economic decisions? The  
alternative appears to be a continu- 
ation of the present system under 
which renewal of powers must be 
sought annually, in the tradition of 
the Army Act. 

Political considerations are outside 
our scope, and so we turn to the 
question of the efficiency of the con- 
trols at present exercised, since it 
seems certain that the present system 
of control will exist in something like 
its present form for at least a number 
of years, The  time has come for a 

I C  grand review ' I  of the present struc- 
ture of regulations. I t  would be a 
grave misfortune if the forthcoming 
debate did not provide an opportunity 
for such a review. 

Any system of economic control 
should encourage those activities which 
in the given society are considered 
to he desirable ; and discourage 
their opposites, 

Prices and Planning 
A freely operating price system 

makes it appear profitable to produce 
available goods and services in smaller 
quantities than the consuming public 
wants with the given cost structure. 
I t  makes it appear unprofitable to 
do the reverse. It also encourages 
the expansion of profitable lines of 
production and leads to the contraction 
of the unprofitable. In a completely 
planned economy the planners are in 
a position to order the production and 
distribution, in the amounts judged 
to be desirable, of those goods and 
services the consumption of which is 
thought to be in the national interest. 
The  production of undesirable goods 
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can he prohibited and the excess or 
under-production of desired goods can 

system of controls have been negative. 
Thus the Town and Country Planning 

I 

be rectified. 
How efficiently does our present 

system of “controls over private 
production of goods and services ” 
fulfil these criteria ? 

I t  must he remembered that, with 
several important exceptions, such 
as Town and Country Planning legis- 
lation, our present system of controls is 
largely a continuation and development 
’of the war-time system. During the 
war the Government had a very 
specific aim-to produce the means 
to defeat Hitler. I t  was in a position 
to order the goods and services which it 
required, and at one time was consum- 
ing in this way about half the national 
output. The majority of the controls 
established were, in fact, prohibitions 
over the use of goods by non-govern- 
ment consumers. Thus by means of 
armament orders the Government 
could encouraee the vroduction of 

Act gave the Government increased 
power both to restrict and encourage 
development. However, the part of 
the Act which will probably be of the 
greatest significance in the nenr future 
is the sections which prevent indir- 

.. iduals from benefitting front changes 
in the use-of their land. Similarly 
the policy,of income restraint, which 
has been so important during the 
last few years, bas been entirely a 
policy discouraging or restricting 
change. 
fair to say that the system which has 
developed is primarily negative, aimed 
at restriction and discouragement with 
very few positive elements of encour- 
agement. 

On the whole it is probably. 

A Period of Change 

I t  could he argued that in a static 
economv. such a svtem would not have 

goodswhichweFe vital td thewar effort 
and hv means of its economic controls 

too serlous drawbacks. But we are 
in fact in the midst ofone of the world’s 

disco&ge other possible uses of 
these goods. 

Government Consumption 
Today the Government consumes 

only about one-sixth of the national 
output. As a result its positive 
function in the economic system is 
reduced. Thus the restrictionist ele- 
ment in its economic planning has 
become relatively more important. 
It would he unwise to overstate this 
tendency. While its positive action 
has been reduced, the “bonfires of 
control” have also limited its res- 
strictionist powers. Similarly it must 
he admitted that in a limited number 
of fields, such as the subsidising of 
food production, the Government has 
undertaken positive encouragement of 
production. 

On the other hand, since the war 
most of the new developments in the 

greatest periods of economic change. 
One has only to mention the words 

atomic energy I’ and “ plastics ” 
to realise that we are faced with a 
situation calling for the encouragement 
of change and development with the 
fewest restrictio1:s passible. 

One unfortunatc effect of the,system 
as it has developed is that contra- 
dictory pressures are frequently ex- 
erted on the economy. Thus the 
Government has encouraged and even 
subsidised the production of many 

essentials” 10 be sold at prices 
within the reash of everyone. It has 
discouraged the use of resources for 
non-essential production, and has 
seen no reasnn to encourage their 
distribution. One result of this policy 
has been the retention of price con- 
trol over the sale of encouraged 
essentials and the freeing of the 
discouraged non-essentials from any 
such restraint. Thus in some cases 
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use a certain proportions of them for 
export”. I t  has never said “you 
m i s t  talic these raw materials and use 
them for export.” Consequently, 
when faced with a real crisis, in 
September 1949, it had to encourage 
exports by means of devaluation. 
Given the restrictions on imports, and 
wage changes, devaluation was little 
more than a method to increase export 
profits. In  this way the Government 
used a free price mechanism to solve 
its difficulties. But its income-re- 
distribution policy limited the effect 
of this profit expansion. This either 
decreased the effectiveness of the 
devaluation or increased the degree 
of the devaluation required to produce 
any significant expansion. 

Negative Sys tem 

These are only hvo of many possible 
examples indicating the rather unsat- 
isfactory nature of the present, prim- 
arily negative, system of economic 
controls. One could write at great 
length on the policy which prevents 
people from benefitting from changes 
in the use of land, but does nothing 
to order or even encourage site 
development. One could discuss the 
wisdom of a policy which restricts 
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the production of non-essentials has the freedom of Local Authorities to 
been encouraged by the price system licence private building, but does 
while it was being discouraged by the not force them to undertake public 
Government. building. In  fact, the whole field of 

Similarly, since the end of the housing policy, which is designed to 
war we have followed a policy of encourage demand for accommodation 
very high taxation on industrial profits. while practically nothing is done to 
At the same tinic, while faccd with encourage supply except from one very 
balance-of-payments problems the limited source, namely council estates, 
Government has refrained from any provides examples of practically every 
widespread dircct ordering of export type of prohlem created hy the present 
production. The  most it has done system of control. 
has been to say to certain industries 

if you want raw materials you must Basic Necessit ies 

This short resume of the require- 
ments of an efficient system of econ- 
omic regulation and the nature of the 
existing system of ocntrol in this 
country indicates certain conclusions. 
I t  appears that the present, primarily 
negative, structure of regulations is 
hasically deficient. If control were 
reduced the positive forces of the 
price mechanism would have greater 
play, and developrncnt of the economy 
might well be encouraged. If, how- 
ever, it is felt that such a change 
would have other undesirable effects, 
it  appears inevitable that the Govern- 
ment must he prepared to take much 
more positive steps to encourage and 
direct the community‘s economic 
development. This is not the place 
to comment on the political and social 
effects of such a change. 

These appear to be the basic con- 
siderations which should influence a 
grand review of the Government‘s 
system of contols. They raise im- 
portant questions for our economic 
future. It is to be hoped that the 
forthcoming debate provides an oppor- 
tunity for them to be brought forward 
and considered with the impartial 
honesty which their importance 
warrants. 
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Wages - Profits - Prices 
by LINCOLN EVANS ! 

A leading trade unionisl sets forth the limited pracricol 
objectiwes of a mowemenl for higher wages to match hiflier 

prices 

ITH prices rising as they are it is say, earnings in an industry where 
W i m p o s s i b l e  to expect that the wages are based on piece work and are 
present level of wages can remain reasonably high as a result of in- 
stationary and that new wage claims creased effort, and where wages are 
can he avoided. not necessarily relatcd to the effort 

What matters is not that new made but to the nuniher of hours 
demands are being made but the spent in the plant. 
extent to which a sense of respon- One can only ask, if  a claim from 
sibility is displayed by the unions in two such industries for an equal wage 
pressing them. Only on the assump- increase were to be adjudi$ated upon, 
tion that unions will act responsibly would the higher earnings of the piece 
has the argument that wages should workers be taken into account and, 
be settled through our democratic if so, what effect would it have on the 
and voluntary systems of collective . incentives that lead to high prod- 
bargaining any validity at all. uctivity ? 

This question, like so many others All the pleas that 3re being made on 
when they become a subject for con- the need for a wagcs policy and the 
sideration by politicians, is sure to be importance of this i n  a planned 
over-simplified. It is reduced to two economy, fail to take into account the 
alternatives-we must have snme cen- wide variety and extreme complexity 

, I  tral wages controlling body or  be of our wages arrangements. Nor, 
faced with a free-for-all scramble, in fact, does the demand take into 
each union trying to get in first. account the democratic character of 

Those who cry out for a wages the Trade Union Movement, or the 
policy seem to have in mind some kind processes through which wage claims 
of Central Wages Authority, but me are formulated, and wages and cond- 
never get to the point where we are itions of employment neqotiated. 
told how such an authority, if  estab- If these were completely changed 
lished, would operate, or how part- then it would be possible to have 
icular claims would be judged, or what is called a “planned wages 
what yardstick would be applied ; sector” but the necessary change would 
whether it would be in relation to see the gradual paralysing of the 
some minimum standard, or how the voluntary system of collectivc bar- 
differentials between the skilled and gaining with all that that would mean 
the less skilled, or between different to our democratic way of life. 
industries, would be asseased. The  planning of wages, therefore, 

It is somewhat fantastic to suggest is not only a trade union problem. 
that any central authority could I t  is the problem of a democratic 
determine the relationship between, society. Democracy is the most dif- 
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WAGES - PROFITS - PRICES 533 
ficult system of government to operate 
requiring as it does the exercise of 
intelligence and no  amount of plan- 
ning can insulate us from the risks 
inherent in it. Very often the passion 
for the tidy solutions of some of our 
problems is simply a case of the 
totalitarian impulse finding itself up 
against democratic realities. 

There are some things in a free 
society which simply cannot be fitted 
into anything that can bc called a plan. 
In those we have to relj. on the respon- 
sible collective bchaviour of citizens 
in a democratic society. and wages fall 
within this category. If ou r  
democratic processes through which 
these are negotiated cannot he trusted 
ti, discharge the functions for which 
they were created, and fail to take into 
account the economic needs of the 
nation, then there is something hasic- 
ally wrong somewhere. 

Part of the trouble may well lie in ly dao;age their influence for good, and 
the way in which our political friends would be an open invitation to all kinds 
help to perpetuate the conception of of unofficial activities. I n  any event 
the two hostile sides in industry. restraint as a permanent thing is not 
If wc are to accept the fact that for the answer to our economic problem. 
many years we are to live in a mixed I t  is higher productivity because, 
economy of puhlic and private enter- after all, the standard of lifc that any 
prise, it is not a bit of good thinking nation can sustain depends, in the last 
that our people in their week-end resort, on the level of its productivity, 
speeches can arraign the employers' and it is certainly a moot point whether 
sideof industryasan agentofcapitalist this country can afford a much higher 
tyranny and on Monday appeal for one out of the total goods and services 
their co-operation in the name of we are now producing. That is why, 
higher productivity. in the final analysis, productivity is 

Neither can we preach the class really a more important issue than 
struggle on Sunday and then urge wage restraint. 
upon those who listen that our nat- Rut until that position is reached, 
ional recovcry depends on good whatever restraint is necessary must 
labourlempluyer relations. The  two be left to the unions and their sense of 
things do not mix and the attempt to responsibility. Theohligation resting 
make them do s o  is certainly not con- upon them to have regard to the 
ducire to thc development of a economic needs of the country-and 
responsible attitude on the part of the this applies to the leadcrship, local as 
average trade unionist to wages or any well as national-is, after all, the test 
other of the economic aspects of our of our maturity and a challenge to 
industrial lifc. our boast that we are the most . 

The  emphasis today should he adult Trade Union Movement in the 
surely not on the evils of the profit- world. 

making motive. Whether we like it 
o r  not the aim to make a profit is the 
impulse towards, and indeed often the 
measuring rod of, efficiency. Where 
profits are excessive let the Chancellor 
of the Exchequer and the pressure of  
the unions for their due share, take 
care of these. In  any event, it is 
better to he employed by a firm making 
profits than one which is not. 

It is not sufficiently appreciated 
that a policy of full employment in 
itself creates a condition in which the 
tendency is for prices to rise. Full 
employment means that more goods 
are in demand than can be produced- 
the very condition in which prices 
always tend to go up. 

To expect the unions, however, to 
try and keep wages stationary while 
the cost of living is increasing, is to 
ask something from them that would 
destrov their effectiveness and serious- 
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More Shots 
At Living Cost Index 

This i imefrom '' Labour Research " 

HAT the official Ministry of Labour 
T f i g u r e  has its vagaries is indicated 
by the differeiice between the index 
of retail prices and the one which 
emerges from the Treasury White 
Paper ; a differera to some extel:t 
accounted for by the fact that the 
former bases itself on the pattern 
of working-class consumption in 1937- 
8, the latter on the pattern of what is 
called " personal I '  consumption in 
1949. 

But even when th'e White Paper 
figures have been translated into the 
terms of the Ministry of Labour 
budgets-i.e., to include only those 
items used in the compilation of the 
official index-the discrepancy re- 
mains, from which sonic economists 
conclude that the " \veights " used 
in the index do not reflect the post- 
war pattern of working-class consump- 
tion. 

however to reflect the effects of expen- 
sive substitutes. 

One of the famous mysteries of the 
index is the item '' rer.ts and rates," 
now only 1.3 per cent. above June, 
1947, which appears only to notice 
changes in rates, presumably because 
rents are controlled. Despite the 
very high turnover of tenancies in the 
post-war years, the increasing number 
who live in furnished lettings because 
of housing shortage, and the risir.g 
rents for new and old council houses, 
the index sticks stolidly to its romantic 
assumptions ; one, that rents and 
rates never go up appreciably for 
anyone ; and two that this item 
represents 8.8 per cent. of the total 
budget, which is to say that the averagc 
working man on earnings of A i .  5s.  9d. 
a week pays approximately 12s. 10d. 
for rates and rents. Tell that to the 
marines ; they don't have to find 
their own accommodation. 

Official Fantasy Another unsatisfactory aspect of 
the index is that 110 details'are given 

Some instances of this are of course of the weight of the. as it were. 
Y 

well known. For example, the official " internal '' items within the differen; 
index maintains the fantasy that the sub-sections of food, clothing, etc.. 
average family consumes 21bs. of When every type of household 
hutter;5lhs. of sugar and more than a textile containing cotton-sheets, mat- 
dozen eggs each~ week. On the other tresses, blankets, quilts, towels, cur- 
hand, more electricity is used than taining, etc.-went up, month after 
pre-war ; and more milk, as a result month this last sprinp and summer, as 
of the subsidies. Anotlier important a result of devnluation a year ago, 
pnst-\var feature is that the availability we find that the item I '  hoiisehold 
of cewain items such as utility goods durable goods " rises by harely 1 
is not constant ; the index fails per cent. over the period, a id  leavis 
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_)__ccH___ - the total index impassively unchanged, 

so that we can only assume that the , 
The official index maintains the 

weighting of these commodities (with-. fantasy that the average famib’ 
in the section “drapery and soft consumes 21bs. of butter, 5 lbs. of 
furnishings”) is so negligible as to stigar and more than 2 dozen eggs 
mitigate the effects of the constant each week. The index also sticks 
price rises-in other words, they are to the romantic assumption that 
bought SO seldom that it really rent and rates represent 8.8 Per 
doesn’t count.” cent. of the total budget. And 

Am example may be taken for the men if the index were accurate, 
months February, March and April the details given are not pnough 
1950, in which period the index rose to make it understandable to those 
by one point, or .9 per cent. over who inost need to me it. 
the previous August. --- 

These are some of the items on babies’ napkiiis, sheets, blankets, 
which prices increased during that towels and curtain cloth went up, 
period : vegetables rose on three petrol rose, and coal by 3 per cent. 
occasions ; fish by 25 per cent. in some areas ; but because the 
(owing to the removal of price quality of beer iniproved and candles 
control) ; cotton material, under- went down by &d. a Ih., household 
clothing, men’s overalls, women‘s hard soap (by i d  a Ih )and fish became 
hats, men’s and boys’ socks twice, 15 per cent. cheaper, the index 
boys’ jerseys, children’s and boys’ remained unchanged. 
footwear, knitting wool rose twice, Even if the index were a perfectly 
woollen blankets twice, boot and accurate reflection of the changes in 
shoe repairs twice, dry cleaning, hair price, the details given are not enough 
mattresses, draperies and soft furnish- to make its rises and falls-and more 
ings, cotton sheets and towels, carpets particularly its immohility-explicable 
and rugs. gas fires, babies’ napkics, to those who need most to use it. As 
electricity (in sonic areas) and local a writer in the Bulletin (Oxford 
authority rates and rents. InstituteofStatistics. June, 1950) says : 

In  the same period ,cauliflowers, the Ministry “ should periodically 
cosmetics, eggs and rahbits, lino, puhlish more detailed information 
tomatoes and felt base came down in on price-changes in individual com- 
price. $,in, .a..rno:+ !?er,-butt;r modity, groups , to enable more 
went up  y 4d a Ib , (27 per cent ), relevant assessment of current 
oranges by 90 per cent., yet again changes in the working class cost of 
knitting wool, cotton piece goods, living to be made.” 

THREE-BOTTLE MEN 
The cost and volume of prescriptions are still causing anxiety. In the year 

ended June 30, 1950, 21 1 million prescriptions were made out, the average cost 
during the fint half of the year being 38. l ld .  It is difficult to believe that 
medicine drinking on this ~ c d e  is of even temporary bencfit to the nation’s health. 
Do we redly need to breed B new race of three-bottle men and women ?. Steps 
are being taken to help doctore to discourage the taking of medicine as n habit. 

Sir John Clmrlrr, C h i d  Mrdirol Oficw, Ministry aJ H d I h ,  Honopols O l o k  16. 1950 
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Living Cost Index 
Derided by Housewives 

The cost of living index, tolerated as a bit of of’ciul nonsense, 
comnrilfed suicide when it showed U recent full and conseguwt 

cut in the wages of many workers 

housewife today pays eight- out of date. I t  divides the items of 
A p e n c e  for a dislicloth; her husband family expenditure into eight main 
gives ninepence for the red and white groups : food, rent and rates, clothing, 
cotton handkerchief which, before the fuel and light, household durable 
war, he got for fourpence-halfpenny, goods, miscellaneous goods, services, 
if not less. Reports from the retail and drink and tobacco. 
co-operative societies show an increase Since some of these groups are 
of E2,228,697 in the amount owed to obviously more important than others, 
them for goods. they are “weighted” in the computing 

The  boot and shoe industry has of the index. The  total family income 
admitted to anxiety lest the rising is represented by 1000: of that it is 
price of raw materials, reflected in assumed that the proportion spent on 
retail prices, should cost its products food is 348; on rent and rates, 88 ; on 
out of the market. During the last clothing,97 ; on fuel and light, 65 : 
few weeks, rice, hacon,and cocoa have on household durable goods, 71; on 
gone up, along with bus fares. miscellaneous goods, 35 ; on services, 

79 : on drink and tobacco. 217. 
Alice in Wonderland Some critics question whether today 

the average workine-class family (if  
I t  is that background to hlinistry of such a unit exists) aoes spend more 

Labour statements that the cost of than a third of its income on food. In 
living has fallen which recently pro- any event, the importance given t o  an 
voked iron and steel workers to a bitter item which is heavily subsidised helps 
reference to I ‘  ‘Alice in Wonderland’ to keep down the index figure, which 
statistics.” The  continued use of the is lowered hy such temporary factors 
interim cost-of-living index on which as a summer glut of tomatoes or  green 
those statements are based threatens vegetables. 
to make many wage-earners look upon What seemseven moredubiousis the 
statistical calculations in general as allocation of less than one-eleventh of 
derisory. the family income to rent and rates, 

The  index, which was instituted in which is a fair example of the fallacy 
June, 1947, is based on information of the average. Mr. Paul Cadbury 
obtained through a family budget recently told members of the Institute 
inquiry made among working-class of Housing that the 1,100,000 famil- 
householdsin 1937-8-0ninformatio11, ies with an income of less thanL225 a 
that is, which is now at least 12 years year paid one-fifth of it (average again) 
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in rent, and the 9,300,000 families 
receiving between E225 and E339 
one-fifteenth. 

Details of family budgets nowadays 
frequently find their way into the 
newspapers. Of eight such budgets 
recently published, all of families with 
incomes of less than E400 a year, one 
allocated almost a half to rent and 
rates, one three-eighths, one a quarter, 
four about one-sixth, and one an 
eighth. (These, of course, are not 
a scientifically chosen sample.) 

Even families living in houses or 
flatssuhjectto rentcontrol maywell be 
paying more than one eleventh of their 
income for doing so. The  unfort- 
unates living in furnished houses or 
rooms, or in unfurnished rooms, have 
no protection but the rent tribunals. 
There is good reason for believing 
that those who do appeal, and whose 
rents are reduced in consequence, 
are no more than the visible part of 
the iceberg, whose mass remains 
under water. 

Chinese Complexity 
I f  it  may be doubted whether only 

< me-eleventh of working-class income 
goes in rent, it may be doubted also 
whether almost one-tenth of it goes in 
clothes, as the index assumes. Setting 
aside the Chinese complexity of 
economics on the poverty line, the 
juggling between clothing club, sec- 
ondhand dealer, jumble sale, and 
pawnshop and the wearing of one 
pair of shoes until they fall off as 
there is no other to wear while they 
are mended, does this figure allow for 
family making-do or for the domestic 
shoe reoairs carried out bv manv 
fathers < 

The  burden of all this is strainine ” 
family budgets painfully, but one 
would hesitate to link it, as has been 
done in some quarters, with the fact 
that some households are now not 
taking up their full allowanqe of rat- 
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If would be misleadin$ to criticize 
fhe cost of livittg index on the ground 
fhat some families are not taking up 
their full allowance of rationed food. 
Naerfheless the fact is that the 
index is based on information which 
is at least 12 years out of date. 
This is shown by the allocafion of 
less than one fyth of funtily income 
to rent and rates. Small wonder that 
many worhers look upon statistics 
with derision I 

ioned food. Figures on this are the 
kind which can be fitted to almost 
any argument. 

Information from largechain grocers 
is that Wythenshawe is only taking 
up 75 per cent. of its margarine ration. 

Does this mean that high rents and 
travelling costs here are making their 
effect or that many Wythenshawe men 
and women work in concerns with good 
canteens ? Several working-class areas 
do not take up their allowance of 
cooking fat, but the women who 
refuse it say: “We’d have it if it was 
lard.” 

Cheese is refused when it is 
“imported processed,’’ clamoured for 
when it is Cheshire. Working-class 
customers who may not take their full 
bacon ration (this is rare-butter 
sugar, tea, and hacon are usually dl 
taken) will buy tinned tongue at 5s. a 
pound and tinned ham at 2s. 6d. a 
quarter. One is driven to the conclus- 
ion that women who leave part of their 
due allowance of margarine or cheese 
on the counter often do it because they 
prefer eating sweet biscuits, tinned 
soups, and meats, jellies and tinned 
fruit. 

The  exceptions are the old-age pen- 
sioners ; the genuine concern of local 
grocers about how they manage on 
their resources does more than any- 
thing to impress one with their 
difficulties, 



Free Economy Could Help 
European Re=armamen t 

by DR. PER JACOBSSON 

In the special circumstanccs of European re-armament, this 
eminent author adwocates firmly a frce economy policy 

HILE economic situations never 
W e x a c t l y  repeat themselves, it  is 
pertinent to recall that in the last 50 
years there have been two different 
periods of re-armament : one in the 
1930’s in Germany under Hitler and 
Schacht (still fresh in most people’s 
minds) and another during the years 
before 1914, when the great powers 
in Europe embarked upon a 
competitive re-armament race. The  
amounts spent upon re-armaments 
before 1914 were, even in proportion 
to the national income, smaller than 
those which will now he required, but 
it should not he forgotten that in the 
years 1910 to 1914 the length of milit- 
ary service was extended both in 
Germany and in France to three years. 
so that even in those days the real 
burden was in no way negligible. 

The  conditions inwhich the German 
re-armament of the 1930’s was carried 
out were those of a strictly regulated 
economy, characterised by the applica- 
tion of price and wage stops, the h- 
position of enforced savings and a 
detailed control of foreign trade in 
linewith a policy of intensified autarky. 
For the German people it meant a 
reduction in their standard of living 
according to the formula: “guns 
instead of butter”. 

The  process of re-armament in the 

period before 1914 had, in contrast, 
a free economy as its setting. Tax- 
ation was increased to pay for the 
growing re-armament expenditure, and 
interest rates stiffened as private 
investment had to he kept down, hu t  
international trade continued to ex- 
pand in value and volume, and a part 
of the increased production could still 
he devoted to raising the standard 
of living. 

The  question now arises which of 
these two examples should he followed 
most closely in this new effort of 
re-armament incumbent upon the 
western world. Even though no exact 
repetition is possible, the present 
situation seems to offer strong arg- 
uments for applying to the greatest 
possible extent the,methods of a free 
economy. Always assuming that 
there will he no general war, we have 
to note most carefully what the dif- 
ferences are between a period of war 
and one of re-armament. 

In  a war men are withdrawn from 
productive activity to serve in the 
forces, and the consumption of arms 
and ammunition proceeds at an appal- 
ling rate, while ships are being sunk 
and have to be replaced as a matter of 
the most urgent necessity. As part of 
the re-armament effort, young people 
may have to submit to a lengthened 
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period of military service, but on their 
return to civil life they are available 
for productive work. 

Under war-time conditions foreign 
trade suffers greatly, imports having to 
be limited to essentials. Re-armament, 
on the other hand, need not prevent 
an expansion of foreign trade but can 
even give it an impetus, as it seems to 
have done before 1914 and may well do 
again now that the shipping losses of 
the second world war have been made 
good. T o  receive more goods from 
abroad is clearly of great advantage in 
a national emergency, and there are 
the further considerations that in- 
creased imports tend to prevent a 
distortion of the national production 
and often act as a check on unilateral 
price increases. 

Should wartime shortages really 
arise, a comprehensive price and wage 
control is likely to be established 
according to the practice adopted in 
the second world war. But it is still 
too soon to tell whether the present 
re-armament will actually cause ex- 
ceptional scarcities in more than few 
commodities. There seems no com- 
pelling reason why ordinary goods 
and services should he i n  short supply. 

The Economist showed in its number 
dated 26th August 1950 that in the 
United States the additional consump- 
tion of steel required by the re- 
armament effort will in 1951 be only 
about 4 million tons, as compared with 
a current output in 1950 of around 
100 inillion tons. The  General 
Motors Corporation has estimated that 
the production of motor cars and trucks 
will be reduced by 10 per cent., which 

'will still leave it larger than ever 
before. 

But if there are no shortages there 
will be no reason to ration consumption 
and, when ordinary trade is, in the 
main, taking its normal course, it 
cannot easily be submitted to the 
shackles of bureaucratic controls. If 
on the other hand a relatively free 
3 5 +  

price system, buttressed by increased 
foreign trade, can be allowed to work, 
it should be possible to avoid the kind 
of distortions wbicli usually arise in 
a regulated economy. 

It must not be thought that in the 
1930's the German way of production 
was particularly effective : British 
and American economists who in 1945 
made an enquiry into the working of 
the German war economy found to 
their surprise that the German system 
of war production had been distinctly 
less effective than the systems applied 
in the Anglo-Saxon countries. There 
can be little doubt that the harsh 
application of price and wage stops 
deprived the German economy of some 
of the incentives which the more 
flexible systems of the Anglo-Saxon 
countries provided. 

What Measures ? 

Adherence to the main principles 
of a free economy does not preclude 
resort to' direct control in special 
instances, when, for instance, it is 
a question of curtailing a particular 
kind of credit expansion and invest- 
ment or preventing a spectacular rise 
i n  the price of some essential com- 
modity. Supposing that the main 
lines of policy are in accordance with 
the requisites of a free economy, 
what particular measures should be 
adopted ? 

In  order to avoid inflationary 
methods of financing, it will be 
necessary to draw up propn 
budgets with adequate cover for the 
increased armament expenditure. 
The  restoration in recent years of 
monetary stability has been of such 
outstanding importance from a pol- 
itical and social as well as from a 
financial point of view that every 
effort should be made not to lose 
the ground already gained. Apart 
from proportion covered by the 
receipt of American aid for defence 

( I )  
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purposes, the increased armament 
expenditure must be met by the 
yield of new taxes (which must 
particularly aim at absorbing any 
exceptional increase in purchasing 
power in the hands of the public) 
and by a compression of other items 
of expenditure such as subsidies 
and appropriations for public works 
(the latter being less needed to 
provide employment as re-armament 
gets under way). 

As a rule the volume of 
private investment must also be 
curtailed. In  a particular field, 
e.g. the field of instalment consumer 
credit, it may be useful to apply 
direct methods of curtailment, but 
for a more general effect to be 
attained, an increase in interest 
rates may serve a most useful pur- 
pose. I t  is in any case important 
that there should be no spreadingof 
monetary purchasing power through 
open-market operations by the cen- 
tral bank for the purpose of keeping 
interest rates at an artificially low 
level. In countries where there 
are large institutional savings (as 
is the case in the United States, 
Great Britain, Switzerland and Swe- 
den) it does not seem necessary to 
contemplate any marked increase in 
the level of long-term interest rates 
in order to prevent an undue 
expansion ofcredit. As in the period 
before 1914, a moderate rise may 
be all that is needed, provided that 
a flexible system is maintained. 

T o  increase the volume of 
production so that the improvement 
in living standards need not. he 
impaired remains a major ohjective 
and, to that end, it is likely to he in 
the general interest (and not least 
in the interest of the workers) 
that the hours of work should be 
extended as one of the emergency 

(2) 

(3) 

a policy of the kind here contem- 
plated is the continued liberalisation 
of trade. It would indeed be a pity- 
if the work so well advanced within 
Europe and on the point of being 
extended to trade with other areas 
were to be discontinued. It is 
precisely by a more intense ex- 
change of goods and services that the 
western world will be able to take 
full advantage of its large and wide- 
spread resources. 
In  view of the hesitations which 

may be felt in some circles as to the 
advisability of continuing a free- 
economy policy in a period of re- 
armament, it  may, for instance, be 
pointed out that, as long as the trend of 
world business is so decisively 
upwards, as it is hound to be in a 
re-armament period, a moderate in- 
crease in interest rates is in no danger 
of causing unemployment. The  adop- 
tion of higher rates may even prove 
to be a useful factor from an employ- 
ment point of view, since it will 
leave room for an impetus to he given 
to trade through a lowering of rates, 
should a turn in the trend set in at 
some future date. 

Keeping Down the Prices 

There is the further point that a 
continued liberalisation of trade may 
help to keep prices down more effect- 
ively than any system of regulation 
and control (it is well to remember that 
not even in Switzerland and the 
United States-countries which av- 
oided devaluing their currencies- 
could the controls applied during and .  
after the war prevent a doubling of 
prices). Moreover, the absence of 
many distortions which can be avoided 
when trade is no longer so strictly 
regulated-in other words, the greater 
effectiveness of moduction-holds out 

measures. the hest hopes <or a resumption of the 
raising of the standard of living. (4) An indispensible element in 
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Family Living Standards 
in Belgium 

DISTRI~LTION OF FAMILY CONSUMPTION 
EXPENDITW I N  WAGE EARNBRS' ANn 
SALARIEO E~p~ouees '  FAMILIPS, BELGIU M 

1941.4R 

HE results of a family living en- 
T q u i r y  undertaken by the University 
Institute of Social and Economic 
Information io Belgium have recently 
been published. 

The  average total family income 
reported among the 254 wage earners' 
and 116 salaried employees' families 
was 73,432 and 92,055 Belgian francs 
respectively. The  average total family 
consumption expenditure was 72,466 
and 85,703 Belgian francs respectively. 

The  difference betwcen total family 
expenditure and family consumption 
expenditure was made up by taxes 
and repayment of debts to an amount 
of 2,502 and 4,542 francs, and ex- 
penses for garden and poultry, etc., 
of 362 and 386 francs respectively, 
the latter being presumably offset by 
the value of home produce consumed. 

There was an average deficit of 
income in relation to expenditure for 
the wage earners' families of 1,877 
Belgian francs and an average excess of 
income over expenditure of 1,415 
Belgian francs for the salaried em- 
ployees' families. 

I t  is stated, however, i n  the report 
that the absolute amounts of excess 
or deficit must tie considered as subject 
to a marein of uncertainty since the 

Wage Salaried 
earners' employees 

Expenditure Group families families 

per cent 
Food ... ... 46.1 40.0 
Housing ... ... 16.3 18.9 
Rent . . . ... 5.9 8.1 
Fuel and light _.. 5.5 5.6 
Household Expenditure 4.9 5.2 
Clothing and Laundry 16.0 17.4 
Miscellaneous ... 21.6 23.7 
Personal Care ... 3.1 3.7 
Social and intellectual 

needs .._ 10.6 11.2 
Expenditure in con- 

nection with work 1.8 2.4 
Recreation ... . . . 6.1 6.4 

reported income may omit certain 
items from the account. In  compar- 
ison with 1929 (when the previous 
enquiry into family living was made) 
a greater similarity now prevails 
between thewageearnergroup and the 
salaried employee group. . In  both 
cases, the percentages represented by 
food and rent expenditureconsiderably 
decreased. 

I 

Frmn lnduflry and Labour. l n l m t i o ~ l  Lo6aur Office. C I N C ~ .  Ortobn 1st. 1950 

FAIR SHARES OF INCREASED PRODUCTIVITY 
An increase in real wages can only come out of increased productivity. Even 

better knowledge of the movement of productivity will not suffice. for increases 
in productivity will need to be related to the movement in the value of the net 
product'of industry, expressed in terms of current monetary values. A more 
complex problem still is thst of the distribution of increased productivity between 
those who are entitled to share in it-the &tomer, the wage and s a l ~ r v  earner. 
and the stockholder, 

Job evaluation and work study contribute something to the proper re- 
lation between effort and reward, but we still lack any broad sgreemcnt in the field 
of wanes 8s to the o r o ~ e r  differentials behveen different trades or occumtions and 



Problems of Stabilisation 
under Full Employment 

by S.  R DENNISON 

TADILIZATION of employment may may well become a thaw. But even 
s m e a n  general financial instability, so, a major inflationary movement is 
i.e. inflation. The  argument for this not to be expected. 
has become classic, and is very simple. In sum, stability may be finely 
In conditions of full employment thc balanced. It is the bias of the system 
trade unions are in a very strong towards inflation rather than a violent 
bargaining position for higher wages. wage-price spiral that is the real 
Employers will not he in much of a canker in the sellers’market for labour. 
position to resist and may not, in 
fact, wish to do so. Hence wages Three Problems 
rise, prices rise, and so into a spiral : 
so long as the Government are com- A complicated discussidn may, 
mitted to keeping up the level of perhaps, be simplified by arranging it ’ 

employment, they must provide the under three headings, with the warn- 
means to feed inflation. I f  inflation ing that many important matters 
stops, then deflation will follow. may be thereby excluded and also that 

Looking at our experience it seems in a complex world, in which all parts 
that this danger has been exaggerated; are inter-dependent, there can be no 
in some ways it probably has. The  hard and fast lines of demarcation, 
dangers are more insidious than that since somc problems belong to all 
of straight-forward wage-induced in- three headings. The  first heading is 
flation. the problem of general rigidity, the 

Our stabilisation policy dates from possibility that stabilisation may mean 
1941. Its essential featwes are an inflexibility. T h e  second covers the 
attempt to keep down the cost of problems of the wage-system itself, 
living hy means of suhsidies and ex- one of the most important of which is 
hortations to the trade unions to act a growing rigidity. T h e  third is the 
rcsponsihly as trustees for economic the effects on the distribution of 
stability. In the war years it had a income and all that follows therefrom. 
moderate degree of success. Im- Underthe first head, there is no need 
mediately after the war  it was less to elaborate the case for flexibility. I t  
successful. Its grestest success so has been put many times in official 
far has heen since mid-1947 under the documents, as for example i n  the 1944 
pressureoftheeconorniccrisis. Wage White Paper on Employment Policy. 
rates have lagged behind prices, I t  is ohvious that economic progress 
earnings have been just a little above. requires constant change and adaptat- 
This may not last. The  wage freeze ion. For Britain even the mainten- 

542 I’rmn ~1 r e m t  of on addmi ID thr Econmnk Rewarrh cnmcil. h d a .  Ombn 4, 1950 
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ance of our present standards of 
living, let alone a rise, demands a 
readiness to adjust ourselves to con- 
stantly changing circumstances. 

Wehaveinfactstabilisedtwo things, 
the level of employment and money 
wages-assuming that the latter has 
been stabilised. It is true that only 
the general level has been stabilised 
and that there will still be ample room 
for changes hehveen different trades 
and occupations. This hope may be 
unduly over-optimistic. But, for the 
moment, it would seem that stabilisa- 
tion of these two elements will require 
flexibility in other parts of the system. 
This, however, is just what is ruled 
out ; for stability of money wages is 
secured by agreement, whether tacit 
or explicit, with the trade unions. 

The  proposals made by the T.U.C. 
last year for a wage freeze involved a 
bargain. Money wages will he kept 
stable only if prices and profits are 
kept stable. Hut there are circum- 
stances in which this may he quite 
inappropriate. For example, deval- 
uation may require a rise of more than 
5 per cent. in internal prices, without 
a rise in money wages, if it is to have 
the full beneficial effects expected. 
Again, higher profits may be an essent- 
ial partofthe mechanism for increasing 
exports. Another field in which rigid- 
ity is introduced is national finance. 
Here the needs of stabilisation-’get 
mixed up with the high level of taxa- 
tion which accompanies the welfare 
state. Put the twn together, and there 
is little room for manoeuvre in the tax 
system. 

Turn  now to the second set of 
problems-the effects of the wage 
system itself. The  most important 
feature is the introduction of more 
specific rigidities, of forces which tend 
to petrify the distribuion of labour 
among industries, trades and occupa- 
tions. The  hope that adjustments of 
relative wages between one erade of 
labour and another or one industry 
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In his address to the Ecoioiriic 
Research Council, Mr. Dmnison 
said Ire was excluding almost &tiie[j’ 
the implications of employment ,stab:’ 
ilisation for Britain’s external equi- 
librium in balance of payments. This 
is a matter of crucial iniportance 
which may well p r o w  to be the 
Achilles heel of full  employment 
policy. The externalposition depends 
very largely on internal conditions, 
which thus have a direct relmencc to 
the whole subject. 

and another could he freely carried 
out within a framework of general 
stability seems illusory. 

This is not to say that nothing has 
been happening. In  thepasttenyears 
there have been profound changes in 
the wage-structure. But they have 
been changes so canalised by stabil- 
isation policy as to tend in the wrong 
direction as far as mobility of labour is 
concerned. The  combination of cer- 
tain conditions in the labuur market has 
resulted in a general reduction in 
differentials of all kinds i n  the 
wage system. As well as a reduced 
gap betwcen thc lowest and the 
highest, there has been a growing con- 
centration round the average ; morc 
and more industries arc becoming 

.‘assimilated to a common wage stand- 
ard. However desirable many of 
thesechanges may beon other grounds 
they may have serious conscquenccs 
for the mobility of laboor. 

Income Distribution 
The  last heading, the effects on the 

distribution of income, is a vast 
field. The  pattern of distribution of 
income has become virtually set ; 
it is a pattern very different from what 
it was hefore the war. Since 1938 
there has been a major redistribution 
of income in favour of thc wage earner 
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and to the detriment of most other 
groups. The  wages bill (in real 
terms-after allowing for changes in 
prices) is now about 20 per cent. above 
pre-war, allowing for changes in 
prices. Salaries, on the other hand, 
are about 20 per cent. less and dis- 
tributed profits about 25 per cent. 
less. 

I t  would be foolish to deny that 
much has been gained by this major there will be exploitation of the unorg- 
revolution. But there may he also anised groups of the comunity by the 
long-run economic disadvantages. organised ; the organised groups can 
Among other problems there is that make their demands effective, the 
of saving and capital accumulation. unorganised cannot. Here is the 
It is one of the ironies of discussions possibility of profound social and 
on full employment that re-distribu- 
tion of income was once thought 
desirable because it took money 
away from those likely to save it and 
gave it to those likely to spend it. 
Our need now is just the opposite. 
We need a higher level of saving ; 
the virtues of thrift have come into 
their own again, hut they have to 
face stiff opposition from many parts 
of social policy. 

Rising productivity might assist 
thesolutionofsomeofthese problems; 
it could provide that room for manoe- 
uvre which is now lacking and help 
to loosen some of the present rigidities. 
But its effect could be entircly offset 

by the demand that wages should rise 
as productivity increases. The  view 
that rising productivity provides a 
bonus which can be freely shared, 
may be particularly unfortunate ; for 
in truth, we need this rise simply to 
maintain our present standards of 
living. 

One final matter just deserves 
mention. I t  is the Dossibilitv that 

dconomic- change. 
In the words of Professor Cannan 

“a big, well-distributed and steady 
income is better than a small ill- 
distrihuted and violently fluctuating 
income, especially if the fluctuations 
fall chiefly on the poor.” But what 
if  the well-distributed income will 
be smaller rather than bigger, if a 
steady income means a brake on 
economic progress and perhaps a good 
deal of injustice ? I f  these dilemmas 
are real, a choice must be made of the 
most desirable objectives. I t  is as 
well to know that there can be no 
simple formulae which will reconcile 
inconsistent objectives. 

EATING THE SEED CORN 

A redistribution of national income, admirable when it ariau from a moral 
sensc of the worth of every man (rather than from envy of the man with B little 
more than his neighbour). may he positively catastrophic for the national economy 
if it means thnt those unpscnt portions of incomes of the well-to-do which were, 
in times past, saved, which means devoted to capital accumulation, are now 
instead more equally distributed simply in order to be spent. For then indeed 
we shall have arrived at the situation of the peasant who is eating the corn he 
should be setting aside for next year’s planting. The  better he feeds at this 
moment. the more certain is his ultimate hunger ! On that national saving, how- 
ever accomplished, the restoration of old plants, the building of new. and all the 
expenditures of the social services, must in fact depend. But if one has reached 
the situation when the national income is more or less evenly distributed, saving 
comes to depend upon B general lowering of the standard of living : upon just that 
which raises the most bitter social resistance. 

&die Paul in Tlu Ace of Toror (Fate. London. O m b n  r w o )  



Cost of Robbing Free 
Enterprise of Incentive 

economic'reality, not political theory. 
I t  might seem that a free people could 
choose its own stopping-place along 
the road between complete liberty, 
which is anarchy, and ahsolute author- 
ity, which is despotism. 

nut there is a practical limitation on 
this freedom of choice. The  people 
cannot choose a system of private 
enterprise and then surround it with 
so much authority that its efficient 
functioning is inhibited. If they do, 
the choice will not stick. Either some 
of theauthoritymust be removed orthe 
system must be takcn over and oper- 
ated hy the state. 

When the tax burden becomes too 
heavy or one-sided, when labour 
costs are too high or inflexible, when 
managerial discretiirn is too closely 
circumscribed, when capital-raising 
is made too difficult or too costly, 
when the purchasing power of money 
becomes so uncertain as to discourage 
intelligent planning in business, and 
speculation becomes more profitable 
than productive investment, then the 
hope of profit from production fades, 
the rising force weakens, and the 
system slows down. The  energizing 
force in a system of free enterprise is 
the profit motive. Unless the in- 
centive to voluntary industrial effort 
can be quickly restored, incentive 
must be replaced hy compulsion. 

It may seem idle to paint such 
pictures at a time of record-brcaking 
production, but one should remember 
that we are living in an abnormal 

' F r m  Gcraranfy Sarvey, Guornnly Trurr 

HE most sinister threat to liberal period. The  excess purchasing power 
Tpr inc ip les  today, lies in the field of and the deferred demand generated 

during the greatest of all wars are 
still having their inflationary aftermath. 

T o  this are now being added the 
actual and anticipated effects of the 
new re-armament programme. When 
the apathy and stagnation that existed 
just before World War I1 are recalled, 
the long-term outlook appears less 
reassuring ; for some of the politically 
created obstacles that inhibited re- 
covery then are still present today. 

The  day of reckoning may not come 
for some time, but sooner or later our 
economy will be called upon to test 
itself under a more normal and less 
easy set of conditions. Only then 
will it be possibleto determinewhether 
the environment that political action 
has placed around our industrial 
system in the last two decades is one 
in which free enterprise can perman- 
ently thrive. 

The  genuine liberals of today are 
those who recognize these dangers 
and insist upon the necessity of 
maintaining the conditions that en- 
courage individual effort and indiv- 
idual enterprise. They are those who 
refuse to forget that voluntary enter- 
prise under free institutions has not 
only preserved liberty but produced 
material welfare on a scale never even 
approached before. 

The  real reactionaries of today 
are those who, under the shibboleth 
of welfare, would purposely or un- 
knowingly lead a free-governing people 
backward in the direction of author- 
itarianism. 

Cotngany of Nrw Yarb, Orlobn 27,1950 545 
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Points from U.K. Balance 

. of Pay men t s Report 
HE overall surplus on current 

T a c c o u n t  of E52 million in the  
first half of this year confirms clearly 
that the recovery of this country had 
progressed even before the spectacular 
rise in sterling area raw material 
prices following the outbreak of war in 

! Korea. As was clear from the 
i quarterly figures for the gold and dollar 

reserves, the sterling area as a whole 
i had a gold and dollar surplus of E78 

million (220 million dollars) on current 
account with the dollar area ; this was 
the lowest figure since the war and 
shows how far our halanceofpayments 
has progressed towards equilibrium. 

, .  

Since 1947 Britain's imports from the 

i 
i 

sterling liabilities to the sterling area). 
It is, however, interesting to  note that 
MR. PAUL HOFFMAN still thinks we 
should aim at a dollar export target of, 
1,800 million dollars per annum 
as against an annual rate of 734 
million dollars in the first half of this 
year. 

It is merely coincidence that the 
current account deficit of E52 million 
with the dollar area was offset by a 
surplus of about the same amount 
(E51 million) with the O.E.E.C. 
countries ; thesurplus with thesterling 
area was E80 million and with the 
other reeions there weie small deficits. 

Reduction of Imports O.E.E.C. countries have almost 
doubled, and exports to these countries 

How far the improvement is due to have more than doubled. 
I 
'I 
I [  

reduction of imports from the dollar Of particular interest is the analysis 
I area is indicated by the following of the sterling balances. The  total 
~ figures : in 1949 our imports from the for June 30 is given as E3,471 million 

dollar area amounted to 2,279 million as against E3,340 million at the end of I 
dollan, in 1948 to  1,623 million last year and E3,663 million at the end 
dollars, in 1949 to 1,596 million of 1945. (In addition there are 
dollars and in the first half of this year liabilities to I.M.F., I.B.R.D. etc., 
to an annual rate of 1,130 million amounting to E575 million at the end 
dollan. E~ports to the dollar area of June, but these are not sterling 
had not quite reached the rate of the liabilities proper). 
first half of 1949 (in terms of dollars) The  definition of such liabilities 
hut showed a distinct improvement as used in the White Paper is interest- 

! from the setback in the second half of ing : "They comprise net liabilities 
~ . last year. of hanks in the U. I<. to their overseas 

A dollar deficit of the present size offices and other account holders, 
may he manageable for this country- including funds for overseas currencies 
especially if the sterling area maintains and overseas loans to H.M. Govern- 
its surplus, and if our exports to  the ment expressed in sterling or sterling 
sterlingareacould he increased enough area currencies, including thc capital 
to  make triangular trade again a value of payments due to India and 
reality (instead of piling-up new Pakistan under the Pension Annuities 
546 From Balanr<aJPoymmtr, Whirs P o p e ,  H . M .  Srotimny 0,9ice, Cmd. 8065, Ocrobn, 1950 
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Schemes of 1948. Private holdings of 
securities are excluded." This ex- 
plains the divergence of the figures 
with those given on other occasions. 

Sterling liabilities to sterling count- 
ries rose from E2,297 million at the 
end of last year to 42,497 million at 
the end of June (dependent overseas 
territories from E534 million to E580 
million and other sterling area count- 
ries from E1,763 million to E1,917 
million). This rise is explained by 
the surplus of the sterling area with 
the dollar area (E154 million) and the 
transfer of dollars and sterling area 
gold to Britain. 

M. Goon. 

P 0 S T C RIP T S 
( I )  On June301950ratherunder~1300 
million was held on accounts res- 
tricted under agreements, and rather 
under &ZOO million on unrestricted 
accounts. Approximately E5.8 mil- 
lion has been used by other members 

to settle their deficits with the Europ- 
ean Payments Union up to September 
30, 1950. In  addition E14.6 million 
was used by France to repay debt to 
the United Kindgom. 
C h c e l l m  of the ExJlrgun. Havre of Canmau, 

OClok  ** ,950 

(2)Here is a list of the nominal capital 
invested in the ten countries in which 
we have the biggest stake, with the 
revenue derived from the investment : 

Australia 520 
Canada ... 420 
S. Africa ... 199 
U S A .  ... ... 268 
E. Cent. Africa 73 

368 
164 
134 

388 
67 

Argentina _.. 
Brazil ... ... 
New Zealand ... 
India and 

Pakistan ... 
Malaya ... 

(E  millions) 
397 22.2 
162 15.9 
127 17.5 
75 7.1 
79 5.9 
51 7.8 
82 1.6 
66 5.8 

69 18.5 
64 4.0 

BRITAIN'S OVERSEAS INVESTMENTS 
Country Nominal capital Interest 

1938 1948 1938 1948 

17.3 
7.6 

15.0 
7.9 
7.4 
5.2 
2.6 
3.1 

6.3 
3.8 

- 

HOW COLD REACHES BLACK MARKET 

Recent Swiss wade returns reveal that the transit of gold through Switzerland 
has in the past year or 80 achieved considerable proportions. During the first 
nine months of this year, imports of gold into Switzerland from South Africa 
smountcd to the equivalent of about E6 million, more than six times as much BS 
the figure for the corresponding period of last year. 

As the South African Government has promised the International Monetary 
Fund that it would see that d l  gold was sold for non-monetary purposes, 
it must have been persuaded that the metal would be used in connection with the 
production of Swiss gold watches and similar products. In faet there is little 
room for doubt that the major part of this gold, along with considerable quantit- 
ies of gold Switzerland is importing from other countries, more particularly 
France and Holland, is actually being converted into gold wire for re-export to 
Italy m d  other countries. In this way it ultimately finds ita way on to the 
various free markets and thence into private gold hoards. Swiss statistic8 show 
thnt in the first nine months of this year exports of such wire to Italy actually 
amounted to no less than E10 million. 
. Switzerland is not B member of the I.M.F., but she naturally does not want 
to ley herself open to the charge of having facilitated the torpedoing of the Fund's 
efforts to stamp out speculation in gold. What she can do to bring the traffic in 
gold to an end it is, however, hard to see. 

Tk Slotist, Lmdm, Nwrnda 6 1950 



Productivity and the 
Business Man 

by P. W. S. ANDREWS and ELIZABETH BRUNNER 

Answers to a pilot survey of a wide range of btisiness men's 
opinions indicate wide differences on productivity. Decline in 
output and effort per man, and a detm'oration ofgeneral social 

attitude, are denied by many 

NDER the chairmanship of Mr. ROY 
UI- IARROD,  an Oxford research group 
has carried out a survey over 1946- 
1949 of the opinions of highly-placed 
business men (usually the chairman 
or  managing director) in 24 firms in 
Great Britain and Northern 'Ireland. 
The  type of firm varied from those 
engaged in aircraft and ship building 
to clothing and food production, with 
a bias towards both extreme ends of 
the scale of size (six firms employing 
less than 250, ten firms employing 
more than 5,000, employees). 

The  first question, " I-IOW do you 
measure productivity ? ", elicited the 
impression that apart from one or two 
statistically-minded witnesses, more 
reliance was placed on a "sense of 
what is happening '' at particular 
points of control than on records of 
output per man hour, or other figures. 
Costing records were useful in check- 
ing the '' scnse of what is happening ", 
but no more. I t  also became evident 
that piece-rates were unreliable indices, 
usually because there was a large 
element entirely due to the personal 
wage policy of the individual employer. 

Variations in productivity (pre- 
1939 compared with post-1945) were 
shown as follows : 

Half the firms questioned said that 
output per man-hour had fallen. One 
firm gave restrictive practices as one 
reason for the decline ; others stressed 
shortages, decline in skill standards 
of new workers, and outside control. 
Those witnesses who stated that 
output had risen or had remained 
stationary, mentioned re-deployment, 
new piece rates, greater standardis- 
ation, and improved methods. 

Half and Half 

According to less than half of those 
questioned, effort per worker had 
fallen, owing to housing and food 
conditions or lack of esprit de corps. 
Nearlv half of the witnesses thoueht 
that &Tort had remained at a s i m h  
level to that of 1918-1939. 

A question on changes in methods 
of production led inevitably to com- 
parison with American methods. 
Recent innovations, such as changes 
from batch to flow-line production, 
the mechanisation of hand-tools, auto- 
matic feeding and infra-red drying 
had, it was claimed, kept us abreast of 
American' progress. 

Two reasons were suggested for 
our inferiority in ovrrall output: 
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our relative backwardness in mechan- 
ising ancilliary processes and the 
handling of materials, and the differ- 
ences in the scale of the market 
served. Developments in powered 
trolleys, stacking trucks, etc., would 
reduce this gap. 

The  next question sought to dis- 
cover the motives underlying decis- 
ions to introduce new equipment. 
I t  was discovered that clearer answers 
were obtained to the negative " For 
what reasons was any improvement 
decided against ?". T o  the positive 
form of the question, one witness 
replied that " he mas always hoping to 
find an economist who would tell him 
just why he did what he did ", as he 
himself knew no rationale. 

Influence of Taxation 

Most answers showed that finance 
as such is a ininor matter, although 
the " cooling " effect of taxation on 
expected net earnings was mentioned 
hy two witnesses. Seven said that 
I '  insecurity of the future '' influenced 
decisions not to replace ; three said 
'' resistance of labour to change '' 
was an influence (but one qualified 
his answer with I '  in only isolated 
instances "). Most witnesses plump- 
ed for difficulties of scale of output 
or of individual runs as the paramount 
consideration. 

Answers to a question whether more 
standardisation is desirable, brought 
to light a clear line above which 
standardisation would undoubtedly 
henefit industry, hut below which it 
might not be advisable. The  line is 
that dividing end products from 
intermediates. A great variety of 
capital goods (electric motors were 
instanced) was largely unnecessary. 
Materials, processes and plant could 
well he standardised, without the 
risk of losing the variety that is the 
spice of consumption. 

On research in industry, some twu- 
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thirds of the witnesses agreed that 
this was adequate in their particular 
line. Rut doubts were expressed as 
to the usefulness of it. I t  was clear 
that some research bodies have some 
way to go before their industry will 
consider them indispensable. This 
ciriticism was not made, of course, 
by those firms who did their own 
research. 

Question of Research 
Some said that most research was 

long-term, theoreticaly ; there was .a 
need, especially in smaller firms, for 
more applied, day-to-day research. 
Some research bodies did not fully 
realise urgencies, but took a more 
academic attitude to problems. Fin- 
ally, the " undercurrent of opinion " 
seemed to he that since the field was 
unlimited and the means were scarce, 
research could never he " adequate "; 
a conception which falls neatly into 
line with general economic thought. 

A question worth more space, hut 
which unfortunately could not be 
put until late in the period of the 
survey, was '' Has the rise in wages. . . 
led to alteration in your methods ? '' 
Of the seven answcrs, five answered 
'' No ", two Yes ". The general 
trend towards more mechanisation 
seems to have been independent of 
the rise in wages. Only one large 
firm answered '' Yes " decisively ; 
the other firm qualified its affirmative 
by suggesting labour shortage as being 
of equal importance with lahour price. 

Further questions probing labour 
troubles brought to light a much 
bigger labour turnover than before 
the war, particularly among young 
women in the new industrial areas 
around London. 

' I  Background factors " affecting 
output adversely appeared to be 
'' effects on personal attitudes of the 
current labour shortage," and P.A.Y.E. 
Restrictive practices, actively or 
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passively encouraged by trade unions, 
were thought by a narrow majority 
to be also important. 

With regard to direct taxation of 
wages, the effect on overtime was 
noted ; several witnesses also raised 
the point that girls seemed to have 
a fixed amount they wanted to earn- 
usually E3 to E3. 10s. a week- on 
reaching which in piece rates they 
preferred to go home, a phenomenon 
already noted by other researches. 

T o  the question “ What value do 
you attach to particular forms of wage , 
payment as incentives ? ” the greatest up  positions of greater responsibility 
number of witnesses were in favour but not greatly increased rewards 
of straight piece-rates. The  system would be weakened. 
had to be simple, even if slightly The  opinion was firmly held that, 
inequitable. Collective bonus the ideal training for management at 
schemes were favoured only where the lower levels was within the 
individual payment by results was business. But some witnesses sug- 
unworkable. gested that we did not have sufficient 

An important effect of piece-rate facilities for the training of production 
systems, apart from incentivc to eneineers: “some sort of O.C.T.U.” 
workers, was the incentive given to 
managements to review processes, 
methods and machinery. Complaints 
from workers that they were unable 
to “ earn their money”, for instance, 
would lead to a search for methods 
to smooth the flow of work. As for 
rate-fixing, most witnesses stressed 
time-study as the most accurate 
basis, although the attitude of British 
trade ,unions towards this .science 

varied and was sometimes inconsistent. 
Referring to the quality of British 

management, there was general agree- 
ment that there was not enough 
“ drive ”. This was linked by some 
with pre-occupation with Government 
controls and scarcities. The  disin- 
centive effect of heavy taxation was 
denied, particularly among established 
managers, who were said to see their 
function only in terms of leadership 
and interest in the job. But taxation 
might have a long-run effect on 
vouneer men. whose keenness to take 

was suggested. 
The  importance of internal mobility 

was stressed. I t  was also stated that 
the housing shortage would have a 
serious effect on the efficiency of 
younger managers by deterring their 
movement to wider experience, which 
is traditionally and practically impor- 
tant in many manufacturing industries. 

A.B.C. 

EXCESS PROFITS : PRO AND CON 
This is the way the two schools of thought on the excess profits tax argued 

before the House Committee in Washington : 
For. Secretary Snyder said that, despite some difficulties. an excess profits 

tax is the only way to crack down on “defence profits.” For example, a 
straight increase in corporation rates would hit all companies rigardless of whe- 
ther they had profited from war orders. Many firms’ profits have jumped since 
Korea, and national profit figures are now at a record level. 

The Committee for Economic Development, a business organizat- 
ion, said that the tax encouraged companies to make wasteful expenditures ; that 
it hit young companies : inrtend the C.E.D. proposed higher corporation and 
individual rates. Congressional Republicans moved to put off consideration 
until the Eighty-second Congress-when their ranks will be larger. 

Agninrf. 

N m  York Timer, N o w m k r  rg. 1950 
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Control of Public Purse 
by SIR HAROLD BUTLER 

N recent years various steps have proposals of its competent committee. 
I b e e n  taken to restore the hold of the I t  is the duty of the Appropriations 
Commons on the public purse. But I Committee to propose direct cuts in 
believe it still remains true that the expenditure, upon which a vote has to 
House exercises less control over be taken in full House, a more effective 
finance than any Parliamentary power than accorded to the Select 
Assembly I have seen. Committee on Estimates. In addition 

In the United States the Approp- both Houses of Congress appoint 
riations Committees of both Houses. committees on expenditure in the 
subject every proposal for expenditure executive departments, who keep a 
to rigorous scrutiny, from which it is very sharp eye on the organisation 
rare that any departmental estimate and cost of establishments. 
emerges unscathed. When I first went to Washington 

I have a vivid recollection of the and came into daily contact with 
fate of the estimates for the Washing- American civil servants nothing sur- 
ton Labour Conference, when the prised me so much as their whole- 
request for200,OOO dollars put forward some dread of Congress. A similar 
by the Department of Labour was committee system exists in France and 
drastically pruned to 65,000 dollars in most Continental countries with 
in committee. The  full House could democratic government. Where it 
have restored the original figure, but controls the purse, the Legislature 
it did not do so, preferring to follow can exercisc a real check on the 
the normal practice of accepting the Executive. 

From T o l J G i a r  Mminp" Fabn and Fabrr. London, Octabn 17th. IPSO 

WHYSWITZERLAND FLOURISHES 
Although one of Europe's smallest states, Switzerland is today of peculiar 

interest to the economic ohserver of the world scene. Of all European coun- 
tries, she is perhe s the only one whose balance of paymentS presents an excess 
of credits over deiits. What is certain in any case is that her gold reserve has 
more thm doubled since 1938 and that she has never felt obliged or inclined to 
ask for m y  Mnnhall aid. 

Why this momaly f The most obvious explanation is to be found in the 
fact that, done of all her neighbours, Switzerland has been privileged to escape 
the devastations and the dislocations of two world wars. Although obvious. 
this explnnntion is however inadequate. By itself it would account neither 
for the pre-war prosperity of a small and very densely populated country which 
nature has deprived of all natural resources except hydraulic power 
and to whom geography has denied all direct access to the 8ea. Nor would 
Switzerland's neutrality alone explain her exceptional economic position, since 
other neutrals, such as Sweden for instance, have not been similarly privileged. 
Switzerland's prosperity is in fact based essentially on the traditions of her well- 
trained, laborious and thrifty population and on the economic and social policies 
consistently pursued by her government. These policies, although following the 
general trend towards ever more social security, are still predominantly inspired 
hy ideals of economic freedon. 

3 6  
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Under-Emplo yment 
of Modern Machinery 
Midland industrialists and trade union officials study efficiency, 
and problems of wkole hearted co-operation between worlws 

and management 

HITISH industry is employing its 
B m o r e  modern and productive plant 
too little for it to he able to guarantec 
the fulfilment of the triple task of 
re-arming, sustaining the export drive 
and meeting home needs. Under- 
employment of the more efficient 
machinery results in the use of an 
unnecessarily large proportion of old 
and less efficient machinery, thereby 
retarding the increase in productivity 
now more than ever necessary. 

This is the view of a group of 
Midland industrialists and trade union 
officials who have been studying 
current industrial problems. They 
have evolved a number of guiding 
principles which, although drafted 
with the engineering industries chiefly 
in mind, are felt to be capable of a 
more aeneral application. These prin- 

than individual, incentive schemes, 
based on job evaluation with work- 
ers receiving their proper share of 
the product. 
No pretence is made that these 

principles, o r  proposals, offer a 
universal solution to major problems 
in industry. They are, for instance, 
not so likely to appeal to small firms 
or those employing light, and com- 
paratively inexpensive, plant. But 
they do appear to provide the elements 
of a constructive policy which can be- 
and one day must be-hammered out 
between management and workers. 
And by spreading demand for electric 
power and transport more evenly 
throughout the day they would also 
enable these tu'o vital services to he 
maintained at full efficiency. 

Dynamic Approach ciples; founded-on individual experi- 
ence and on the findings of t h e  
various Anelo-American oroductivitv In  view of the far-reachine charac- 

up to 120 hours a week. 
(2) Introduction of new equip- 

ment should he related to the 
policy of operating plant at maxi- 
mum efficiency. 

(3) There should he increased 
night-shift premiums to encourage 
inore round-the-clock work. 

(4) There should be group, rather 
Fmm Ihe Finonrid Timer, 552 

teams. are, in brief :- 
' 

( I )  Dilution of new indchinery hy 
old should he avoided by maximum 
utilisation of inorc modern nlant 

terof the proposals it is of considerable 
significance that such a large measure 
of common agreement was secured 
between the two parties. The  feeling 
is widespread in the Midlands that 
a more dynamic approach to current 
problems must he made if there is 
to be any real hope of averting thc 
inflation which increasing wage de- 
mands, production costs and retail 
prices threaten to bring about. 

But one of the great stumbling 
blocks to a close co-operation between 

London Onobn 26, 1950 
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management and workers is that 
profits are regarded as an infallible 
yardstick. While these may con- 
stitute a useful guide to the ability 
and strength of a company, they 
are far from heing a precise measure 
of efficiency, future prospects or  
anything else. .4nother is the division 
of opinion between management and 
workers on the question of how prices 
should he reduced. 

One of the chief reasons for this 
differential in cfticiency is because 
Ilritish workers are less willing to 
do shift work than their American 
counterparts. Thc  result is that i n  
America there is a much greater 
output per worker, with less and more 
modern machinery. In using new 
plant to its full capacity and replacing 
it more often, American workers and 
managements share the benefits de- 
rived. This point does not yet seem 
to have got home in this country. 

There is the deep-rooted fear that 
this sort of thing would cause workers 
to ‘I work themselves out of a job,” 
and this has to he removed. But 
equally there is the prospect that if 
prices here rise with no compensating 
increase in productivity, when more 
competitive times emerge workers 
may find themselves out of work 
because British prices are too high 

0- 

Will Briiish industry prove to 
be incapable of fulfiIIing the triple 
task of re-arming, sustaining thc 
export drive and ineeiing home needs? 
Ih meet this cuenluality, A-lidland 
indusirialists und trade union officials 
have listed four ways of getting 
increased production. These include 
maxinium utilisation of niodern plant, 
increased night shift premiums, and 
fruup rather than individual incentive 
scheines. It is felt that these p i n -  
c@s will be capable of general 
appliculion. 

9- 

in world markets. 
T h e  problem of providing adequatc 

incentives is thorny and complex. 
Experience shows, however, that 
schemes for the individual tend to 
promote strife on the factory floor, 
and that group schemes promote a 
helpful team spirit which can often 
produce surprising results. Workers 
need to he told in advance what share 
of the higher productivity they will 
enjoy. and he kept informed of- 
progress. With all this must go a 
recognition that workers inside a 
factory are as much a community as 
they are outside. 

LAND FOR THE LANDLESS 
A United Nations plan to boost living standards in backward and under- 

developed areas, particularly through land-reform measures which would make 
farmers on their own land out of landless pcasants, has been placed before 
the Gcnernl Assembly. 

The proposal, based on a resolution offered by Poland, has been worked 
out by a special working group of the Assembly’s Economic Committee. Cuba, 
ISpypt, Haiti. Poland, the U.K. the US., and Yugoslavia participated in the draft. 

The proposal recommcnds that the Secretary-General should prepare an 
expert’s report on the harm done to living conditions in backward countries by 
out-dated land tenure systems, and that he should draw up a plan to remedy thesc 
“unsatisfactory forms of agrarian structure” by a modern land-reform system, 
by the promotion of rural co-operatives, and the erection of local factories, work- 
shops and enterprises for processing agricultural products. Special attention 
is to bc paid in that report to ”the promotion of family-owned and operated farms 
;and of co-oixrntiw farmi, and to other measures to pramote’the security of 
tenure and the welfare of agricultural workers, tenants and small farmers.” 

Wnilrd Nationr N m r  Smkq Navmbn I ,  1950 
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Saving 
Through Life Insurance 

I U.K. Taxation and 
Income Re-distribution 

N article by MR. FINDLEY WEAVER system was in 1949 about 129 per cent. 
A i n  The Review of Economics and higherthanin 1938 ;their final income 
Statistics discusses the influence of after taxation and transfers (subsidies, 
British taxation on productivity and on free education, etc.) was 131 per cent. 
the redistribution of incomes between higher than the corresponding 1938 
groups. The  author concludes that figure. For the middle classes (tax- 
the high proportion of the national ableincome betweenL500and L2,OOO) 
income collected in taxes (41 per cent. and still more for the wealthier class, 
of private incomes from production in final income rose much less, between 
1948 and 1949) has not prevented a 1938 and 1949, than income before 

lower costs. Progress in 1948 and 
1949 toward raising production and The more favourable position of 

the working classes thus indicated is, 

I 

! rise in output or a movement toward taxation. 

HIS year's white paper on national years 1947-49 inclusive net personal 
%income and expenditure appears to savings amounted to L276 million, 
confinn the common belief that L195 million, and L174 million res- 
personal savings in this country are pectively. But the figures are shown 
declining. after deduction of certain payments 

It is estimated that in the three in respect of direct taxes on capital, 
554 From an Addrer 6y Yofin M. Ron to Uts Faculty o/Artum*r, Edinburph, Ortobn 30, 1950. 



TAXATION AND INCOME 55:  
such as death duties, which in some 
measure offset the accumulated savings 
of the public. 

If  these deductions are restored, 
the gross personal savings of the last 
three years hecome E440 million, 
E409 million, and E427 million res- 
pectively, or approximately one-twen- 
tieth of personal disposable income in 
each year. 

Premiums paid by United King- 
dom life policy holders last year were 
E266,300,000. These show the'max- 
imum amount saved by this means 
and the extent by which individual 
spending power was thereby res- 
trained. A hettcr guide might be the 
nct annual increase in the funds of the 
United Kingdom life offices. 

Savings through life assurance 
amounted in 1949 to L200,100,000, 

representing 40 per cent. of the tota.. 
Theincrease in the shares and deposits 
of building societies amounted to 
E96,700,000, or 23 per cent. 

Savings through the Trustee Savings 
Bank were E54,300,000, being 13 per 
cent. of the total. In the case of the 
National Savings a dis-saving of 
E2,600,000 occurred. 

Clearly, life assurance is now the 
largest source of personal savings in 
this country and under existing' con- 
ditions this is not surprising. The  
present high cost of living and heavy 
taxation have left little or no margin in 
net personal incomes when essential 
expenses have been met, and it is 
all the more important to make the 
highest possible provision for old 
age or dependents. 

VAST POTASSIUM CHLORIDE SOURCE FOUND IN YORKSHIRE 

From time to time in the past few years reference ha8 been made to the 
discovery of potassium chloride in Yorkshire and the public appetite for 
further more detailed information has now been amplysatisfied by thepublica- 
ation of a paper " Deposita of Potassium S a h  in East Yorkshire," delivered by 
Dr. Alexander Fleck before the Newcastle-upon-Tyne section of the Swicty 
of Chemical Industry. 

The h a 1  eonchion of the geological surveyof theareaisthatinacircleofabout 
12 square miles round the mouth of the River Esk are beds of the mineral 
sylvinite, which is a mixture of sodium chloride and potassium chloride in 
varying proportions, in the region of 4,OOOft. deep. Making reasonable aseump- 
tions from the analyses of the cores of mineral matter extracted from the various 
boreholes it is estimated that B total quantity of the order of 213,500,000 tons of 
potassium chloride exists in the two main beds discovered and this mount may 
well be n conservative minimum since the full characteristics of the field have 
yet to be determined. 

On a carnrnercinl basis it  is sugDested that i f  only one-third of the known 
rcscrvcs can profitably be extracted the round figure of 7U million tons is in srpht. 
and sllowinrr for 8 suhstantial mcrease ~n the annual commotion #n the Cnlted 
Kingdom tchnlf n million tons B year, 60 per cent. more t h h  at present. inde- 
pendence of imports ia secured for well over a century. All these admirably 
cautious forecasts take no account of other potential sources, in particular of a 
complex sulphate, polyhalite. containing potassium whose existence in possibly 
even greater quantities than those considered has already been disclosed. 

Tk Timi RN*la of Indmtry, London. N m m k  1950 3 6 *  



i 

I ,  
! 
i 

1; 
1 ;  

i 
' j 

' I  

' I  

I 
! 

i 

Iron and Steel Potentials 
of Underdeveloped Countries 

An important study o/ the resources and conditions needed /or 
the building up of steel industries, and a cautious verdict 

on prospects 

NTlL the first world war, about 
U 9 3  per cent. of the entire world 
production of pig-iron and steel was 
accounted for by the United States 
and Western Europe, and most of the 
remainder by Russia. During the 
inter-war period the U.S.S.R. and 
Japan embarked upon a rapid and 
large-scale expansion of their iron and 
steel industries. Canada and Aus- 
tralia also developed modern indus- 
tries, each producing almost 1.5 
million tons a year during the period. 
Canada has now expanded output 
to almost 3 million tons a year. 

Among the under-developed coun- 
tries during the inter-war period, 
there was also some progress towards 
a modern steel industry. The  most 
notable are India,. which attained a 
steel output of about 1.5 million tons 
per year by 1941, and Manchuria, 
where Japan established a production 
level of 600,000 tons in the late 1930'9, 
later expanded to about 1.5 million 
tons per year to serve Japan's war 
needs. Japan also established a small 
steel industry in Korea. In  all three 
of these countries a considerably larger 
pig-iron output was attained, and 
pig-iron was exported to Japan. 

In  post-war Poland, production of 
steel has reached almost 2 million tons 
annually, of which about 500,000 tons 
represents the output of plants in 

prc-war Silesia. Hungary regained 
its pre-war level of about 700,000 
tons. The  union of South Africa 
expanded its iron and steel indus- 
try to an annual production of 
about 300,000 tons during the inter- 
war perod and since then has advanced 
to about twice that quantity. 

In  Latin America, war-time and 
post-war expansion served to establish 
steel production at about 500,000 tons 
per year in Brazil, and 300,000 tons 
in Mexico. Sinall steel production 
based on scrap was established in 
Chile during the post-war period. 
In  the Middle East, only Turkey 
produces steel on a significant scale ; 
production was started during the 
war and is now at a level of 100,000 
tons a-year. . . 

Combined Production 

T h e  combined steel production of 
the under-developed countries is still 
very small, aggregating only 5 per 
cent. of the world total. Their 
present steel consumpion, though 
higher than production, is also very 
low. The  potentialities for increasing 
their steel consumption are, however, 
very large. In  1948, per caput con- 
sumption of steel was about 545 
kilogrammes in the United States 
and about 150 kilogrammes in Western 



IRON AND 
Europe, whereas i t  was 24 kilogrammes 
in Latin America and under 5 kilo- 
grammes in Asia and the Ear East. 
Any substantial progress in reducing 
this divergence between industrialized 
and under-developed countries de- 
pends on the development of steel 
production in the underdeveloped 
countries. I t  is hardly likely that thc 
gap can be closed primarily by reliance 
on imports of steel from industrialized 
countries, since an average per caput 
consumption level of even 50 kilo- 
grammes of steel in the vast under- 
developed areas would now involve 
imports of about 75 iiiillion tons of 
steel, 01 more than three times the 
total world-wide international steel 
trade in the peak year of 1929. 

Overall Picture 
T h e  report is the first in a series of 

studies of basic resources and their 
utilization in under-developed coun- 
tries. Its purpose is to present an 
over-all appraisal of the economic 
feasibility of developing iron and 
steel production in the under-devel- 
oped areas of the world. 

Three factors are involved :(i) Avail- 
ability on an economical basis, of 
the necessary material for producing 
iron and steel, primarily suitable iron 
ores and coking coal, (ii) Plant equip- 
ment and a labour force which can 
economically process the available 
raw materials into the iron and steel 
products for which there is a market. 
(iii) Markets for steel products econ- 
omically located in relation to the 
hasic ram materials and large enough 
to employ efficient equipment. 

Given these conditions, the prc- 
cise nature of the balance between 
steel capacity and steel markets de- 
pends on the stage of developments of 
the particular economy. Experiencc 
of industrial countries shows that, 
in the long run, steel capacity has 
almost invariably been significantly 
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greater than steel demand, thus 
providing a margin for the growth of 
the steel consuming industries (i.e. 
increasing industrialization). On the 
other hand, the desirable margin of 
surplus steel capacity in a particular 
country should be viewed against the 
supply of capital available to that 
country and the other uses to which 
the capital may be put. 

Location of Deposits 
Iron ore deposits, rich enough to 

warrant extraction, are found in many 
countries in all areas. Although there 
has been international trade in iron 
ores-and it will probably increase- 
such trade has generally involved 
transfer across contiguous borders 
in cases where iron ore and coking 
coal deposits are separated by national 
boundaries, (as in the Ruhr-Lorraine 
area) or the import of high-gradc ores 
from outside the country to supple- 
ment scant domestic ores. 

I n  general, the proportion of world 
iron-ore and pig-iron production in 
industrialized countries substantially 
exceeds the proportion of iron-ore 
reserves ; the reverse is true in under- 
developed countries. Among the 
under-devcloped countries, only 
Algeria, Chile and Poland accounted 
for a Larger percentage of the total 
world ore output than their percentage 
of reserves. The  production of ores 
in Algeria and Chile is for export ; 
Poland imports iron ores and exports 
coal. Among the many underdevel- 
opedcountrieswithsizahleore reserves, 
few producc pig iron. Furthermore, 
most of thcm do not extract iron 
ore. Those that do, generally produce 
it for exnort rather than for domestic 
processing. 

The  report shows that Latin 
America and Africa have larger prob- 
able per caput reserves of iron ore 
than the United States or Europe. 
Asia has larger probable reserves 01 
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the metal than any other continent, 
though its per caput reserves are 
smaller because of the large population. 
T h e  most heavily populated under- 
developed countries-China and India, 
which account for almost two-fifth 
of the world population-are endowed 
with enough iron for a large-scale 
modern iron and steel industry. 

Limits of Production . . . 
The quantity and qualityofavailahle 

iron ore sets a theoretical maximum 
to the level of pig-iron and steel 
production that may he developed. 
Since coking coal is the only metallur- 
gical fuel of importance in current 
iron technology, the availability of 
coking coal reserves also sets a limit 
on the production level that may 
reasonably he postulated a t  present. 

In  Asia, three quarters of the known 
coal reserves (outside the U.S.S.R.) 
are in China ; the bulk of the 
remainder is in India. As India’s 
reserves of coking coal are relativcly 
small, it appears that only a small part 
of her rich ore resources can he 
converted into steel on the hasis of 
her own coking coal. Coking coal 
reserves known at present could not 
sustain a steel industry larger than 
about 20 million tons per year. 
This would mean, of course, more 
than a tenfold expansion from the 
present level, but it would utilize 
only a small fraction of India’s ores. 

China’s iron ore reserves could 
probably support an industry pro- 
ducing not more than 20 to 30 million 
tons of steel, whereas her coking coal 
reserves are large enough to provide 
coking coal above the requirements 
of processing iron ores. The  steel- 
making potential of China, therefore, 
3s of India, may he substantially 

expanded by the exchange of coking- 
coal and iron ore within the region ; 
hut these are long-term possibilities 
rather than factors affecting the im- 
mediate outlook. Latin America and 
Africa are deficient in coking coal. 

An integrated modern steel industry 
requires a large capital outlay and 
correspondingly large markets for 
various steel products. A partially 
integrated industry also requires large 
capacity, considerable investmcnt, and 
correspondingly ample markets, the 
particular steel products being limited. 
Mills established in under-developed 
countries may often he smaller than 
those used in more advanced industrial 
countries. 

Lahour requirements would then 
be increased whereas capital outlays 
would he reduced. 

. . a n d  Markets 

N o  undeveloped country as yet 
has markets large enough to sustain 
plants producing all the types of steel 
products it consumes. Relatively few 
of the smaller under-developed coun- 
tries-even those with suitable resour- 
ces-can be expected to embark upon 
the development of a large integrated 
steel industry at the present time 
because of the limitations imposed 
by the available markets. 

Finally the report discusses methods, 
in limited use in industrial countries, 
forreducing the requircmentsof coking 
coal for smelting iron ore or for. 
eliniinating it completely by substitu- 
ting other coals, oil, natural gas or 
electric power. These methods are 
small scale compared to coke blast 
furnaces and have, therefore, special 
application in serving local markets: 

M.G. 
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U.S. Post-War Foreign Aid 
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H E  United States has spent 42,591 sum in the first category has gone for 
T m i l l i o n  dollars in aid to foreign Marshall Plan funds for the European 
countries since V-J Day, according to Recovery Programme which are est- 
,a survey compiled by the joint House- imated by the committee, through 
SenateExpenditures Committee of the fiscal year 1951,, at 11,326 million 
U.S. Congress. The  survey, covering dollars. 
actual expenditures from August 1, Other large sums in this category 
1945 up to and including 1950, and include : 2,578 million dollars for 
estimated outlays for fiscal year 1951, UNRRA ; 4,074 million dollars for 
shows that by next July 1 the United government and relief of occupied 
States will have spent in foreign aid areas ; 3,750 million dollars’for the 
about 283 dollars for every man, wom- British loan ; 2,563 million dollars for 
an and child in the country. post-war Lend-Lease aid ; 2,750 mil- 

The  estimated total is considered lion dollars for subscription to the 
“conservative” by the Committee International Monetary Fund ; and 
research experts because it covers 1,997 million dollars for Export- 
actual money outlays rather than Import Bank Loans. 
authorizations, and because it is In  the category of Military aid, the 
based on the value of goods sent major expenditures have been for 
abroad and not on ultimate dollar the Mutual Defence Assistance Pro- 
cost. gramme, which will total 5,051 mil- 

T h e  compilation lists 24 pro- lion dollars by next July 1, according 
grammes of economic aid totalling to the Committee‘s report. Addition- 
36,539 million dollars and four al sums in this category cover aid to 
military aid programmes totalling China and Latin America (from 
6,052 million dollars. The  largest Lend Lease), Greece and Turkey. 

Frm US. Nmr S m i r r ,  Warhinilon, Ortobn 16. 1950 

__t_ 

FOOD PROSPECTS AFl’ER KOREA 
To sum up the impact of events since the Korean war upon the outlook far 

food and agriculture, it appears that : 
1. There has been no significant change in the prospects for food and sgricul- 
turn1 production and supplies in 1950 /Sl .  They still are expected to be slightly 
lsrger than lost year’s. 
2. Widespread expansion of military programmes will lift purchasing power 
and intensify in many countries the already strong prospective total demand 
for food and other agricultuml products over the next two years. 
3.  The volume of international trade will rise and its general pntterh should 
tend to improve. Higher import demands and military aid expenditures of the 



European Manpower 
Available for Emigration 

Suraey by Internaiionol Labour Organisation shows that 
Europe could spure millions of workers. Can the channels of 

immigration he cleared ? 

oST of the countries of Europe rnent offices for manual workers was 
M h a v c  traditionally been a source 112,000 on 1 January 1950, as against 
of manpower for oversea countries, 703,509 employed. 
a fact which has undoubtedly been a In Austria, the rising birth rate 
determining factor in the economic will result in an increase in manpower. 
structure of the latter. Some unemployment is already notice- 

The  last war, by interrupting the able. due to the influx of about 300.000 
normal flow of emigration, ied To an 
accumulation of manpower i n  Europe. 
This, together with the post-war 
economic disequilibrium, has given 
rise to the serious problem constitutcd 
by the present surplus of manpower 
in various European countries, mainly 
the Netherlands, Greece, Austria and, 
more cspecially, Italy and the German 
Federal Republic. 

The  surplus in the Netherlands, 
where 35,000 agricultural workers 
and some other workers are available 
for emigration, may he ascribed in 
large part to the high birth rate. The  
population of working age .is likely to 
increase at the rate of 50,000 annually 
during the next twenty ycars, and it is 
estimated that of this number only 
25,000 can be absorbed each year 
in the Netherland economy. 

In Greece, the existence of under- 
employment is evident from the fact 
that agricultural workers work on the 
average only 137 days a year, and 
industrial workers 231 days. T h e  
number of nnemployed in the 22 
regions where there ace public employ- 

Frm Inlonolionnl Lebou! R 560 

German-speaking refugees from neigh- 
bouring eastern States. These are 
in addition to the 80,000 non-German- 
speaking refugees, of whom some 
50,000 are eligible for assistance from 
the International Refugee Organis- 
ation. Austria is not in a position to 
absorb all the refugees, and it is 
therefore certain that many thousands 
of workers are availahle for emigration. 

Conditions in Italy 
In  Italy, there are some 1,700,000 

unemployed and a great many persons 
sueer from under-employment. This 
situation is due to a combination of 
different factors : the continuing high 
birth rate ; the reduction and later 
the total interruption of emigration ; 
and the setback to national economic 
development during the war years. 

The  resumption of economic 
development and of some emigration 
since 1946-1947 lias made it possible 
to absorb the annual increase in the 
population of working age, but there 
are still large arrears which will compel 

m'm, Cmnnr, Augvll 1950 
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EUROPEAN MANPOWER 561 
Italy to look to increased emigration tion ; and the facilitating of the 
for some years to come. I t  is estim- movement of workers from countries 
ated that.about 1,500,000 persons are in which they cannot find work to 
available for immediate and permanent others in which jobs are available or 
emigration in family groups. c a n h e  created. 

The  surplus in the German Federal 
Republic is due in particular to the 
presence of some 9 million persons 
who have heen expelled or are refugees Official estimates in the European 
from the east, even though many immigration countries for which data 
of them have been resettled in Western are available show a steady diminu- 
Germany. The  density of population tion in the demand for foreign workers. 
in the territory of the German Fedcral In July 1947, the demand was estim- 
Republic has risen from about 139 ated at over 677,000 workers ; at the 
persons per square kilometre during beginning of 1948, estimates for the 
the war to about 200 at the present period May 1948-May 1949 showed 
time. At the end of June 1950 there only 380,700 ; by September 1949, 
were 1,538,000 unemployed. the estimate for 1950 had fallen to 

Falling Demand 

78.250. 
Effect on Human Rights 

The  seriousness of this situation 
needs little emphasis. I t  hampers 
the exercise of fundamental human 
rights, compromises the social and 
economic equilibrium of the European 
countries directly concerned, and may 
even have harmful effects for other 
countries. 

I t  is a situation which calls for two 
main remedies : the promotion of 
economic development and of in- 
creased opportunities of employment 
in the countries with surplus popula- 

Fortunately, the prospects for the 
absorption of European migrants in 
certn‘in oversea countries appear to be 
more favourable. The  benefit of 
such movements would not be felt 
by the emigration countries alone. 
They would he equally to theadrantage 
of some countries which are tradition- 
ally countries of immigration, rich 
in unexploitcd natural resources and 
requiring, i n  order to develop their 
economy, an increase in population and 
in the number of workers, especially 
of settlers on the land, technicians and 
skilled workers. 

THE ECONOMIC DIGEST, NOVEMBER, 1950 

The opening gentencc in the paragraph headed “Million8 of Motors” in The 
“There were in the world in 1949 

The figure was B misprint for 62t  million. 
Economic Digest for November 1950 said : 
some 61 million motor vehicles”. 

MANAGEMENT DEFINED 

“Under every system of economy men who can manage men manage men who 
e m  only manage thin s ’’ 

688,; Dunant in “The Are of Foirh“-A H i i l a y  o/ MdiomoI Ciuilimliai 



Mow Many Australians ? I 
Australia’s daelopment plans assume big-scale ininiigratioir io  
meet the needs of ’war-expanded secondary industries. nilan), 

problem of economic aGustment arise 

N the current year the flow of new 
Isett lers is scheduled to reach 200,000 
of whom over 91,500 arrived in the 
six months to June. The  Government 
aims to sustain a rate of immigration of 
“roughly 200,000 a year” for some 
while, and hopes that this inflow, 
together with the natural increase, 
which exceeds 100,000 a year a t  
present, will bring the population to 
more than 10.5 million by 1960. 

I t  is difficult to make any reasoned 
forecasts of population levels be- 
yond a decade, and even over that 
short period, statistical projections are 
hedged about with assumptions which, 
although justifiable at the time, may 
not come to pass. Assuming, how- 
ever, continuation of thc present birth 
rate, which has been sustained for the 
last two years somewhat below the 
war-time peaks, and no radical change 
in the causes of death, the population 
might he expected to reach 9.3 million 
by 1960 by the operation of natural 
increase alone. 

If a net gain of 200,000 migrants 
a year were also sustained over the  
period, the population would be in 
the vicinity of 11.6 million, assuming 
that the immigrants are of the same 
age distribution and have a birthrate 
and mortality experience similar to 
that of the present population. If 
net immigration runs at the less 
spectacular rate of 50,000 per annum, 
the population would reach 9.9 mil- 
lion by the end of 1960. 

Previous migration waves have been 
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stimulated by different factors and 
have had different characteristics : 
the gold rushes, the opcning of the 
new pastoral and agricultural areas, 
the flow of agricultural workers and 
skilled artisans during the latter part 
of the nineteentli century, and later, 
from the 1920’s, the intake of skilled 
tradesmen and engineers required i n  
the development of Australian second- 
ary industries. 

Wave of Migration 

The  current migration wave has 
been surprisingly large and draws 
its impetus from political and social 
conditions rather than from purely 
economic compulsions. I t  is fed 
by British settlers, some coming on 
their own initiative and some under a 
scheme of assisted migration, and by 
displaced persons from Europe, under 
arrangement with the International 
Refugee Organisation. 

The  reasons for such a large British 
and European migration lie probably 
in dissatisfaction with continued post- 
war austerities and apprehension about 
the future of Western Europe. Al- 
though in her current economic 
difficulties the need for manpower in 
reconstruction and the export drive 
is still pressing, Britain has co- 
operated in Australian migration policy 
by sharing the cost of free assisted 
passages for nominated migrants ap- 
proved by Australia. 

‘ath W d q  Syd-, Au8wf. 1950 
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Approaching two-thirds of new- theindustrialdevelopmentofAustralia. 

Introduction of new Australians in 
the steel industry was strenuously 
delayed, and the miners and building 
workers’ unions have oDoosed addition 

comers have been British and perhaps 
half of them have come under this 
scheme. Migration from Europe has 
been swollen bv the maenitude of the 
displaced percon probrem, political 
unrest and the expansion of Russian 
domination over many of the former 
independent countries of Europe. 

T h e  flow of displaced persons will 
probably come to an end this year, 
and to fulfil the contemplated scale of 
immigration, Australia may have to 
accepta largerproportion from Europ- 
ean countries, like I t ~ l y  and Germany, 
with over-large populations and relat- 
ively less favourable avenues of  em- 
ployment than Australia. 

~ The  immediate reason for large- 
scale immigration w3s to remedy man- 
power shortages and to hasten the 
expansion of the peace-time economy. 
I t  was on this basis that the policy 
appealed to thc political Labour Party 
and tn the succeeding Liberal Govern- 
ment. 

I t  was also the justification of the 
policy to the trade unions, some of 
whom have not yet fully accepted it, 
either because they are anxious to 
exploit to tlic uttermost the labour 
shortage or, i n  Communist-dominated 
unions, hccause they wish to sabotage 

.I 

of immigrants to their numbers. But 
there is still a shortage of lahour in 
basic secondary industries, in agric- 
ulture, for domestic and hospital 
services, and for urgent public works. 
These less attractive jobs have the 
gravest labour shortage during a period 
when other employment is readily 
available. 

Despite the evident shortage of 
labour at present, a substantial in- 
crease in the work force such as will 
accrue at the projected level of im- 
migration, will require some further 
increase in capital equipment, macb- 
ines and factories so that the 
newcoiners may be set to work effect- 
ively without reducing average 
productivity. Substantial immigra- 
tion will require a higher levelof capital 
whether obtained from abroad or by 
local savings. If either of these 
sources of capital is inadequate, 
immigration may serve to increase 
inflationary pressures. 

But large-scale immigration such as 
the Government is fostering goes 
beyond immediate labour shortages or  

I I I I2 

I lPl0 Ip?o 1930 IM l95l I 
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problems of capital requirements. A ports of some lines. The  immigrants 
larger and more rapidly expanding themselves will doubtless make 
population is of itself a vital stimulus possible some significant increases in 
to economic expansion. Demand for food production by more intensive 
goods and services of all kinds ex- land use, but in view of the limitations 
pands and the Australian manufac- of climate and soil condition, this may 
turer is presented with a larger market, he possihle only at a higher level of 
perhaps one large enough to make costs. 
economic a line of production which This raises a closely-related problem 
would otherwise depend on a tenuous of maintailling Australia's 
export demand. income in order to finance imports. 

With the expansion of secondary 
industries, some imports of manu- 

Speedier Development factured goods for local consumption 
may be superseded, but there will 

Industrial development and business still he substantial demand for rals. 
opportunity will be far greater than materials such as cotton, for petrol 
is possible with a stationary or only and for heavy or complicated 
slowly increasing Population. Grant- capital equipment available only from 
ed reasonable stability of oversea the larger industrial nations. 
economic conditions, an expanding Exports of Australian manufactured 
population with a higher proportion Of goods may be expanded to replace 
persons Of working age result reduced exports of primary produce; in greater economic flexibility, more and increased Oversea investment in 
rapid progress and an Australia would assist, particularly 
increase in living standards. with imports of capital equipmcnt. 

There are other problems involved 
in a rapid increase in population which 
emphasise the costs as well as the 
benefits of immigration. The  hous- Essential to Stability 
mg shortage is already acute 3nd little 
impression is being made on the leeway 
of housing needs e\,en for the present 

These problems arc a11 \'cry import- 
3nt, but cannot be dealt with in ad- 

population. Theexpedientof housing vance of an increase in Population. 
immigrants in former army camps is As they arise with the growing ' 
no pumanent solution. pressure of a larger population, they 

some dramatic increase in building wi!l try the flexibility and initiative of 
is imoerative. but the needs of factow pnvate enterprise and create serious 

I 

and office construction are also 
pressing. Costs and shortages of 
basic materials are forbidding, but the 
increased flow of immigration itself 
may providesome relief in thebuilding 
industry and supply of building 
materials. 

It has been tentatively estimated 
that a population increasing at the 
rate contemplated by the Government 
would consume a significant propor- 
tion of Australia's present exports of 
foodstuffs, perhaps requiring im- 

issues for government decision. 
Yet if Australian development is to 

continue, as envisaged in the current 
plans of industry and Government, a 
larger working population is necessary 
both to widen the local market and to 
provide the manpower for industrial 
expansion. The  influx of a body of 
hardworking newcomers may well 
assist in improving efficiency and' 
preventing further rises in costs which 
would surely prejudice the fulfilment 
of these plans. 



No War §care in Moscow 
by HARRISON E. SALISBURY 

HERE are no queues today in of the summer. The  prices of butter, 
sugar and shoes remain unchanged 
from the reductions announced last 

important than any 
of these facts is the evidence that 
exists on every side that the Soviet 
Government has made no radical Those statements arc not Soviet alteration in its programme 

Soviet-United States tension. Most Nor is that a series of isolated and non- 
significant items. The  list could be significant of all from the economic 

point of view is the enormous ex- extended indefinitely. For, what- 
penditure of money, labour and ever may be the cause and whatever 

today in Moscow, anything that an is now putting into the construction 
honest observer could possibly des- and repair of purely and 
cribe as "war scare" or "war hysteria." entirely non-military facilities. There are in Moscow today no 
signs of hoarding or panic buying What is interesting about the Sovict 
of foods or consumer goods, as situation is that today, so far as 
might have been expected if  thc research can determine, there has been 
general public felt that war was no substantial changeover of the 
near or likely. Nor, so far as this economy from its predominantly 
correspondent can discover, has there peacetime aspect to one of preparation 
heen any such movement in the course for, or anticipation of, war. 

T f r o n t  of food stores in Moscow. 
The  price of butter has not risen. 
There is no hoarding of sugar. March. 
There are more shoes for sale in 
Moscow stores than there were last 
spring. Prices are lower and quality 
has been somewhat improved. 

Possibly 

propaganda' They are plain 'Iuths' as a result of the war in ICorea and 

the factors, there is not materials that the So\,iet Government 

B u t . .  . . 
The Soviet Government has not of The  Soviet Union possesses militan. 

course, neglected its programme of 
military defence. The  Soviet Arm? 
is sell trained ancl  ell equipped. 

forces incomparably superior to those 
of any other power on the entire land 

of Europe and Asia, But there TheSovietAirForceisarmedwith the 
latest technical devices and planes of is nothing new about this. I t  has 
the most modern types. The  Soviet 
feet is being built up to new strength. 

heen t N e  since the end of World 
War 11. 
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Economic Illiteracy 
Ignorance i s  really bliss in backward countries dreaming of 

the welfare state 

I N  the Unit,ed States a now gap in 
citizenship IS receivmgattention. It 

is described as Economic Illiteracy. 
I t  is the absence of the understanding 
of the elements of economic policy- 
the three R's in political economy- 
which makes it difficult to co-operate 
with the government when public 
co-operation is necessary for obtaining 
full success from a public programme. 

But economic literacy is  not a 

to militate against production, it is 
likely that the welfare state will involve 
less total welfare though it may well 
contain-it almost certainly does- 
better distributed individual welfare. 
I t  follows from this analysis that the 
welfare state is desirable only when 
some reduction in total welfare can be 
more than offest hy a gain in individual 
welfare. 

matter of the three R's.. IC involves 
quite significant inroads into fairly 
advanced economic analvsis. Con- Ecunomic literacv in India would 

Public Spending 

~ ~~~~~~ 

sider, for example, the 'idea of a show at once that chis condition does 
welfare state. not obtain in India. The  level at 

There are two, and possibly only which public expenditure can he 
two, major ingredients in a '' welfare maintained is limited, particularly 
state," and neither of them is necess- under present inflationary conditions, 
arily consistent with the definition by the level of Government revenues. 
of economic welfare as it appears in There are possibilities of increased 
standard text-books on the subject. taxation, but it is common ground 
Firstly, under a welfare state the now that most of them will he in- 
earnings of the more productive and jurious, giving rise to a reduction in 
efficient individuals are tapped for the national dividend. 
benefit of the less productive and less And yet it is quite difficult to keep 
efficient, This is likely to involve people from demanding the welfare 
some loss in production. state. There are even a large number 

Secondly, the State sets up areas of people who see the welfare state 
of its own in terms of " social security" not as a distant dream but as a thing 
--such as unemployment benefits, promised us by the Prime Minister 
extended public health-which may, in his time. 
or may not, increase the nation's Whether it is politically desirable 
capacity or willingness to work. The  to preach the welfare state when its 
welfare state almost certainly reduces coming is so problematical is a matter 
the incentive of thefewby its financial of political strategy on which no econ- 
ingredient ; it may well reduce the omic pronouncement is possible. I t  
incentive of the many by an undue may well be that the less it is in the 
extension of its chsrity. present, the more it should be preached 

Because both factors are likely in the future. The  carrot by which 

566 From The Eostmr Ec'rammkr, New Delhi, Orlobn 20,1950. 
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the donkey is lured to movement may, 
in certain circumstances, he far more 
effective than the stick. 

But here the danger is the other way. 
A promise which is seen to he distant 
is at once discredited ; the carrot 
will lose its sweetness and, therefore, 
its lure. The  welfare state should 
live on economic illiteracy just as 
contentment rests in part on ignorance. 
If we are determined to parade the 
welfare state as the distant hope, we 
should keep that hope alive bysuppres- 
sion of uncomfortable economic facts. 

And possibly the fact that econ- 
omic understanding is difficult should 

be reckoned as a major blessing in 
disguise. 

In  advanced countries where the 
welfare state can he brought ahout a t  a 
price, economic literacy (advanced 
stage) is necessary to let the people 
judge between the fruits which may 
accrue from a sacrifice in individual 
initiative to secure a large measure of 
individual welfare. Economic liter- 
acy is good for the United States and 
for Great Britain. But in countries 
which have not the means in any case 
for the welfare state, economic literacy 
will not improve the dream' ; it  will 
,destroy it altogether. 

BUILDERS' RESPONSE TO INCEWllVES 

In the spring of this year the Ministry of Works and the Ministry of Health 
instituted an inquiry in o the operation of incentive schemes by the direct labour 
forces of local authorities throughout England and Wales engaged on new housing 
work. 

Of the 96 lacnl authorities operating incentive schemes, 83 estimated that the 
schemes had resulted in increased output, 80 that reductions in labour costs had 
been achieved. and 86 that men's eamings had been increased. Detailed 
evidence re' arding increased output and reduced labour costs was sup- lied by 
32 authorities. In these cases the average increae in output on bonused work 
was 27 per cent. and the saving on the total lobour cost of the work, whether 
bonused or not, was 7 per cent. Sixty-se..en authorities gave particulars of 
bonus earnings, shmving that craftsmen generally earned from 31d. to 6;d. 
an hour a8 bonus and labourers from 34d. to Sbd.--an average of 5d. an hour 
or between 15 and 20 per cent. of the men's basic wages. 

Mini'@ oJLabwr Corefte, Lmdm, Dr lobn  1950 

UNFROCKED 
In the Normandy village of Saint-Georges there was a rebellion the other day 

which could be the cloud no bigger than a man's hand. Tax-men called to inves- 
tigate a report that a farmer was committing the unforgivable sin of making apple- 
brandy from apples which he had grown. The church bells rang to warn the 
neighbourhood. Two hundred farmers turned out to deal with the represent- 
atives of thc State. They merely stripped them 
naked and chased them sway. Authority minus its trousers is not impressive I 

Someday we shall take the trousers 
off Authority and in the gust of ensuing laughter realize the freedom which &e 
once loved, but have lost awhile. 

T i m  md Tidr, Ladm, O m k  * E ,  TWO 3 7  

They did not use violence. 

All France chuckled over that episode. 
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Agrarian Unrest 
in §outh-East Asia 

by ERICH H. JACOBY 

HIS important study was linanced 
T h y  the ~ a r n e g i c  Endowment for 
International pcacc. The  countrics 
whose conditions come under review 
are Java, Burma, Malaya. Indochina 
and the Philippines. Ivlr. Jacohy 
spent four years i n  the Philippines 
and his experience i n  an area where, 
judging from the recent report of the 
American Government, conditions arc 
particularly bad, may have led him to 
too pessimistic conclusions on somc 
points. 

In the General Survey emphasis 
is laid on four main problems. The  
first is population pressure. "The 
Western penetration of South East 
Asia brought ahout a n  unparalleled 
increase of population. 'I'hc efficient 
work of the colonial administrations i n  
the fields of puhlic safety, puhlic 
health, education in hygiene, and 
development of the transportation 
system, greatly reduced the death 
rate. Political security increased, and 
in some regions even multiplied tlic 
crops available for food. This, in 
connection with improved transport- 
ation, hecame most essential in thc 
fight against periodic famine. 

"The people of the area responded 
quickly by multiplied population. 
The  importance of this connection 
can he recognised easily by comparing 
the population figures for South East 
Asia with those for China, where 
foreign administrative control hardly 

ever was established outside of limited 
areas and where the population in- 
crease was hampered hy rebellions, 
civil strife, famine and epidemics. 

"The tremendous growth of popu- 
lation during the last generation is 
solely a function of the decline of the 
death rate. As the birth rate is 
very high and nowherc shows any 
tendency to decline, a steady in-  
crease of population is to he expected. 
A decline cannot he expected until 
the area has reached a more advanced 
stage of 'industrialization and urhan- 
ization'. 

" T h i s  proves again how import- 
ant it is to industrialize the dependent 
cconomy, since industrialization raises 
the level of living and slows down the 
rate of population increasc. I t  is 
unreasonable to cxpect any appreciable 
decline of the birth rates in the count- 
ries of South East Asia much hebrc  
the end of the present century. T h e  
growth during the next four to six 
decades will he determined exclusively 
hy thc trend of the death rate ". 

The  second problem is that of 
agricultural credit. Any analysis of 
the economic situation in the countries 
of South East Asia will reveal the 
seriousness of the credit problem 
which is responsible for usury and 
iiidehtedness, malnutritionanddespair. 
I t  is intimately related to the trans- 
ition from subsistence farming to 
commercial agriculture and to the  
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disintegration of village life. It can- 
not be considered in isolation from the 
general economic and social pattern of 
the native society, hut only as one of 
its most essential charactcristics. 

‘‘ The disintegration of the village 
economy, the withering away of native 
handicrafts under the competition of 
better and cheaper imported goods, 
thc transition from food crops to 
commercial crops, are the main factors 
responsible for the shortage of money 
and all that goes with it. The  process 
of colonization favoured money ex- 
change at the expense of subsist- 
ence and barter economy, but did not 
provide the necded cash and reasonable 
credit facilities for the hulk of the 
people. 

Nard Bargains 
“The native was not accustomed to 

handle money and was therefore 
unablc to traiisact a credit business- 
deliberately and cautiously. Con- 
sequently, when in need, he was driven 
to second- and third-rate money. 
lenders, and ready to accept even the 
most usurious terms. Unreasonable 
credit caused hopclcss indebtednes,s, 
loss of land, and dccreascd bargainiig 
power in tlie marketing of produce, and 
inevitahly led to an increased demand 
for new credit at a still more usurious 
rate. 

“This permanent hondage to the 
moneylender, has turncd the farnier 
into a tcnant, and often the tenant 
into an agricultural labourer. At 
the sanie time, the moneylenders, 
particularly in llurma, have deselopcd 
into a powerful group of absentee 
landlords who calculate the rcntah- 
ility of their estates in terms of in- 
terest due from the tenants rather than 
in terms of agricultural productivity, 
and who are consequently uninterested 
in improving the land-one  of thc 
main reaswis for the hackward stage 
of agricultural cultivation. 

“Of equal importance, Iiowver, is 
the fact that the tenant cultivator, 
demoralized and distressed, hesitates to 
apply additional labour, fertilizer and 
implements himself and is fatalistic 
toward improvements in general. 
Furthermore, tlie lack of credit at 
reasonable terms stabilizes the bond 
between peasant cultivators and iniddle 
men. I t  paralyzes the effectivcncss of 
government-owned or controlled in- 
stitutions such as rice mills, and pre- 
vents the establishment of an efticient 
marketing organization. 

“Co-operative institutions have been 
far from successful. They were ham- 
pered partly by inadcquate capital, 
and partly hy general coliditions 
which are unfavourable for their 
development. This is true of all 
types of co-operatives, but espccialy 
of the credit societies. Like all other 
government institutions, these hardly 
ever reached the level of most urgent 
need, that of the tenant cultiyator 
deeply indebted to the landlord, 
shopkeeper or  rice trader, without 
securities to pledge, and unable to 
accumulate adequate savings for the 
refunding of loans. 

Wanted : More Co-ops 
“This proves again that the credit 

problem cannot be solved in. isolation 
and that the principle of co-operative 
organization can be applied success- 
fully only as an integral part of a 
thorough economic re-organization. 
In  tlie future, these co-operativcs 
must be a combination of niarketing 
and credit societies which will regulate 
the credit accounts of the members 
from the returns of the marketing 
transactions and thus carry out an 
economic supervision of the peasant 
household. 

“The development of co-operat- 
ive organization will he a natural part 
in the process of economic and polit- 
ical emancipation. I t  \ \ i l l  advaficc 
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gradually with the progress made in 
the solution of the urgent land prob- 
lem. I t  will, however, he different 
from the co-operatives in the Western 
world, especially in the Scandinavian 
countries. Co-operative democracy 
can hardly he conceived before the 
peasant is tilling his own soil. 

Benevolc nt Dictatorship 

“As the native society in South 
East Asia has never experienced 
liberalism and frec individual res- 
ponsibility as has the Western agric- 
ultural communities, the demand for 
democratic rights by the individual 
member cannot be as strong as in 
Western organizations, and the co- 
operative movement in Southeast 
Asia consequently might be somewhat 
more authoritative, perhaps even gov- 
ernmcnt controlled, at least for a 
transitional period. Generallyspeak- 
ing, the prospects are good. The  
social traditions of the native popu- 
lation show a primitive, natural form 
of spontaneous co-operation which is 
still manifest in their customs and 
ancient institutions, though this is 
less evident in countries such as the 
Philippines, which have been longest 
under Western rule. 

“The credit problem has not only an 
economic and social hut also a racial 
aspect. The  professional money- 
lenders, the shoplieepen and traders, 
are generally foreipners, mostly 
Chinese and Indians. They dominate 
the marketing and processing of the 
produce and partly finance the agric- 
ultural production. They function 
as middle men often completely iso- 
lated from the hulk of the population. 
T h e  uninterrupted stream of consid- 
erahle remittances to their home 
countries indicates that a great 
number of them still consider them- 
selves foreigners in the area. 
“ For the rnajoritv of the farming 

population the foreign middle man 

. .... 
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and moneylender is the represent- 
ative of a hated economic system. 
His frequently doubtful activities and 
the high price of his services enrage 
the peasants and result in tension and 
riots. Consequently, the middle man 
may be the first ohject of agrarian 
unrest and where he is the rcprcscnt- 
ative of a racial minority, as in Burma, 
racial riots occur frcquently. . 

“I-le is the immediate enemy, easier 
and less risky to attack than the white 
man or the native landlord. Smart 
political propaganda may make use of 
him as a scapegoat for the rniserv of 
the peasants, thereby divertinz thein 
from a demand for efficient agricult- 
ural reorganization to a fight apainst 
the .foreign moneylender, though his 
existence is merely a function of the 
dcpendent system as such. 



The  class of foreign middle men, 
based economically on the absence of 
adequate credit and marketing instit- 

1 Land Wrongly Used 

1 The  loa  level of education and 
cultivation is a third problem. 
“From time immemorial South East ~ 

i Asia has been an agricultural region. 
! Remnants of primitive, but rather 

effective, irrigation systems can still 
~ , ’ 

be found in many places. Shifting 
cultivation is still practised in remote 
and hilly regions, while intensive 
subsistence cultivation combined with 
commercial crops is carried out in the 
central plains and along the coast 
lines. Most of the work is still done 
hy human labour. The  different 
methods of land use, however, are not 
always adjusted to the natural envir- 
onment; and continuous misuse of thc 
land still disturbs the balance between 
soil formation and denudation. 

“Shifting cultivation, resulting in 
deforestation and over-grazing, accel- 
crates the denudation process to such 
a degree that soil erosion and high 
floods arc the final results. The  
entire land use in the area will have 
to be examined and re-organized after 
the relation between crop (including 
double and secondary crops) and 
quality of soil has been decided. 

“The average cultivator, however, 
has not reached an intellectual and 

’ economic level which would enable 
him to obtain a maximum yield a t  the 
lowest cost. Me has not yet learned 
to take advantage of active co-opera- 

, I  

! 
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tion with advisers and agricultural 
institutions, and the problem of 
education and training is therefore of 
utmost importance. 

“ I t  must be emphasized that the 
entire problem of education is intini- 
ately related to the general economic . 
level. The  low evaluation of human 
labour is one of the greatest obstacles, 
and its apparent futility is one of the 
main reasons for the fatalistic attitude 
of the peasants to technical improve- 
ments and the introduction .of fert- 
ilizer and new crops. 

“Time and again, the colonizing 
powers experienced the futility of 
their well-intentioned educational and 
training work, and many obsenws 
have been inclined to put the blameon 
the stubbornness, lack of adaptability, 
and passive resistance of the farming 
class. They have not realized, how- 
ever, that agricultural education can 
show hut meagre results when thc 
operator lacks the capacity foreconom- 
ic calculation and cannot see thc , 
benefits of it. 

Education in Farming 
“Western agricultural education has 

heen carried out for almost a genera- 
tion, through agricultural universities, 
training camps, and exhibitions, but 
in spite of this large scale effort, the 
level of native production has remained 
practically the same. While the in- 
troduction of agricultural machinery 
naturally was delayed by the compet- 
ition of cheap labour, the same ex- 
planation does not hold true for thc 
delay in application of new methods 
of agricultural chemistry and plant 
physiology. 

“Cost is not always sufficient reason, 
though it has to be taken into account, 
especially in fertilizing. But also 
with regard to crop rotation, selection 
and breeding of seeds, and control of 
plant diseases and insect pests, agric- 
ultural advisers all over the area report 

utions, has created a state of racial 
tension and conflict, previously un- 
known among the tolerant and hospit- 
able Oriental peoples. Agrarian un- 
rest in South East Asia thus gets a 
touch of racial warfare which 
endangers political understanding 



DIGEST REVIEW 

\ 

573 
at best only slight progress and, often, 
stagnation. 

“The fact that outstanding success 
bas beell achieved on certain model 
farms and in selected villages does not 
greatly change the general pattern. 
Investigations made by agricultural 
schools confinn the common feature 
that even the most industriousstudents 
very seldom transfer the acquired 
knowledge to their villages after 
graduation. Many of them very soon 
tend to relapse to the customary 
agricultural methods.” 

Vast Health Programme 
The fourth main problem is health 

and nutrition. “Except in Siam, a 
vast health programme has been 
carried out in South East Asia. 
The  policy of the colonial powers was 
concentrated on improving drinking 
water, fighting epidemics and instit- 
uting efficient anti-malaria methods, 
along with general rural sanitation and 
the organization of preventive health- 
services. This was supplemented by 
a general welfare programme to 
increase security and to prevent 
natural catastrophes such as death- 
dealing famines, floods and droughts. 

“The decreasing death rate attests 
the success of the programme. Offi- 
cial statistics and reports to the 
Health Organization of the League 
of Nations, indicate, however, that 
continuow progress is hardly to be 
expected, as the problem now is 
‘largely bound up with economic 
r.onditions ’ ”. Epidemics have been 
brought under control in most of the 
area, hut the general health conditions 
remain very poor. 

“The hasic problem throughout the 
Eqst is food ; chronic malnutrition 
marks the hulk of the people. Lack of 

the vigour, vitality and initiative 
necessary for productive work can be 
traced back to an insufficient diet 
which results in the typical deficiency 
diseases, and boosts the incidence of 
tuberculosis and infant mortality. 

“Students oi the area agree that the 
shortcomings of native labour are 
largely related to lack of adequate food. 
Naturally, customs and predilections 
influence the native diet, but the 
problem is meinly one of quantity. 

“As far as quality is concerned, 
especially in regard to the insufficient 
protein intake, a more adequate diet 
of fish, vegetahles, meat and eggs is 
beyond the buying capacity of the 
peasant family. Improvement of diet, 
health conditions, working energy, 
and economic productivity are first of 
all dependent on a higher purchasing 
power. 

Standstill 

“A system of mutual chain reaction 
works between health and nutrition, 
economic productivity and level of 
living. Under favourable conditions, 
a public health programme might have 
a temporarily stabilizing effect, but 
it can scarcely prevent deterioration in 
the long run. 

“Western medicine and health pol- 
icies have now come to a standstill. 
They were effective as long as the 
general standards were below the 
level attainable by the colonial admin- 
istration but they are unable to offset 
the deficiencies inherent in the system 
itself. The  stagnation in the field 
of health and nutrition during recent 
decades is due to the same factors 
which caused the stagnation in the 
field of agricultural education and in 
other sectors of native life.” 

G.B. 
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SHORTER BOOK NOTICES 

A SOCIAL AND ECONOMIC HISTORY OF BRITAIN--1760-1950 
Puulinc Gem (George G. H a o P  # Co., Lid.. London, 18 I - )  

From every point of view this is a most which, while giving B broad review of the 
admirable book. I t  is ns readable as period, would seme a practicniintroduc- 
Trevelyan, 80 that one rejoices in its tion the original 1 3 ,  pan I , 
length Of hundred Pages. It deals with the rise of the middle classes ; 
is authoritative, well illustrated, fully 

, documented and indexed, well arranged 
purposeful, objective. And it is all the& Pa* 'I1 with a of social reform. 
things partly because, as D,., G~~~~ We b gin with the Agrarian Revolution. 
expiains in her short preface, her motive W e  end with Attlee at the head of a Labour 
for writing thc hook was the beSA passible administration when " not the position 
motive for writing any book : to meet of the classes, but the control of the State, 
B need felt by myself end others, 89 students is the vital question ". I t  is heartening 
and teachers 'I. that such a book in these days of fantastic 

The particular need was "for B social book (and other) prices is oficered at no 
nnd economic history of modem Britain more than eighteen shillings. 

pan 11 -.ith the rise of the ,,.orking 

1 

1 

A CRlTIQUE OF WELFARE ECONOMICS 
I .  M .  D. Liftfc (Geoffrey Cumberlege, O.vford Umvnrity Press, London, IS\-) 

This book is an exposition, B criticism, Souls, Oxford. His study may make 
and an appreciation of the theory of econ- clear to politicians why they have so many 
omie welfare. It is addressed to the private misgivings about that experiment 
professional economist rather than the in the welfare state which most of them 
ordinary reader, and much of it is highly feel they muat applaud, irrespective of 
technical. 

, 

The author is B Fellow of All party. in public. 

THE EASTERN EUROPEAN REVOLUTION 
Hugh Seton-Wotron (Mefkhuen # Co., Ltd., London, 22/6) 

Qualities brought by the author to proper place. There is, for instance, B ' 

~ 

this book include first-hand knowledge of catalogue of the various five-year plans 
most of the countries he writes about, that arc characteristic of Soviet influence. 
care in collecting his materials, and an This is *' a pioneering attempt to con- 
acute conscience in matters of judgment. struct econometric models " within the 
Nothing is more important than that we scope indicated by the title. If the 
should have before us all available facts author needs any' defence. it is that he 
concerning the other side of the Iron WBB d l c d  upon to 8eme the Cowles 
Curtain, and if this is not the first attempt Commission for Economic Research, (Un- 
to furnish them, i t  is easily the best so far iversity of Chicago) and econometrics is 
made available. Although not primarily its chosen field. His book moves in the 
for economists, economic matters have their appointed stratosphere with confidence. 

Lerlie'PauI (Fober # Fober, Lfd.. London. 18/-) 
THE AGE OF TERROR 

This is a most exciting book. Its movement has made little progress, , 
concern is to answer what at first impact 
seems an easy question : What is Europe ? 
The answer here set forth is comprehensive 
historically, geographically, economically, a growing aense of obstacles 80 formidable , 1 

involved the author in wide scholarship the need was p l y  for a thrilling 
and deep thought, as indeed have all his representation o western civilization with 
earlier books. But whereas Leslie Paul's its strains, its problems and contradictions, 
previous books have been fairly hard to give to all of us an incentive to tackle 
going for the reader, this one is exciting. the obstacles with courage; determination 
Now B thrilling book is just what the , and a sense of desperate urgency. That 
European movement hns needed. That is. what Leslie Paul has provided. 

especially in Britain, because it has con- 
cerned itself overmuch with politics and 
economics, in both of which fields one has 

stmtegienlly, and even more important, as to be practically insurmountable. I 
philosophically and spiritually. It has Since the obstacles cannot be made less, I 

I 
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politics in the North-West. P .  W. Cmnpbell a d  A. H .  Birch, Mmckerter School, 
University of Monckertcr, September, 1950. A statistical study of the 1950 general 
election in North-West England, with consideration of trends since the 1945 election. 
Thiq-n inc  of the 80 seats are unlikely to change hnnds (rid and the withdrawal of 
Liberal candidates would be more favourable to Conservatives here than in the rest 
of the country. 

Queensland Bureau of Indtufry, Brisbane, Austrolia, April 1950. 
trends over many years for.moat of the countries of the world. 
continued in future issues. 

The Distribution of Labour Between Industries. Review of Economic Progress, 
A careful study of 
The study will be 

The J o w e y  to Work : Some Social Implications. Jean Thompson, Town and 
Country Planning, London, November 1950. 

Residential Density. C. D .  Buchnnan a d  D .  H .  Crompton, T o m  and Country Plan- 
nine, London, Novsmber 1950. 

Public Finance (Australia). Bank of New South Wales Reuirw, Sjdney. Augur1 1950. 
Post-war Prosperity has produced high tax-yields to rncct greatly increased Government 
expenditure. Public finances may run into drastic deficits if economic activity falters 
or export returns decline. 

Controlled Economy, and Financing Reconstruction. Burincrr Disert, Jerusalem, 
The problem is in B special context in lerncl because of the September 10, 1950. 

ever-open-door policy of immigration. 

An Economist's Notes on Land Values and Development Charces. Ralph Tumey, 
Thorough nnd practical study The Esfoler Gacf t e ,  London, Tune 3 ,  1950 (reprinted). 

of technical questions, by an expen from the London School ol Econon:ics. 

Consumer Credit in  the United States. Professor John M .  Chnpmmr, Quarterly 
Review, Skandinauiska Bonken, Slackholm, October, 1950. 

A Policy of Dearcr  Money. Review, Skadinavirkn Bonken, Stockholm, October, 1950. 
Sweden's case is similar to that of other European countries-unexpected price-rises 
fdowing the Korean war, etc., and consequent dislocation of plans. 

Die deutsche Auslandrverschuldung, bislane e h  Heimnis fuer  i i e  U'iedersch- 
liessung der Wcitkreditmarkte. Dr. Rudolph Dnlberg, Deursrhcr l : : e l , ~ i ~ t ~ ~ h a J t r t ~ g ,  

Bcerlin, October 3 ,  1950. Limited number of reprints may be had from the author, who 
is adviser on motters concerning continental Europe to the Prudential Assurance 
Co., Ltd., London. 

Can the Free World Survive ? Liberal Publicntionr'Depnrtmcnr, London, 1 /6 .  Reprint 
of lectures at Liberal summer school 1950, includiq WHITHER EUROPE 1 by Si, Hwold 
7ufler  : PnonLEW OF INTERNATIONAL TnADe by St, Cecil weir; THE HOME FRONT- 
Trio NEED TO h i s c  PRODUCWITY, by Graham Hurton ; and PROBLEMS OF ECONOMIC 
STADTLISATION 5y Stanley Dmnison. 

Full statement of the 
trndes unions case against. Profit-sharing is a cynical, disillusioned policy based 
on despair of OUT ability to change the preSent system, even to the extent of reducing 
the growth of monopoly ". 

Profit Sharing. Jean Smith, '-1;st Commentary, London. 

The Volume of Bank Credits, Principles and Mechanics  of Control. 
Bank Rmfeu, London, November 1950. 
length. 
that the bonks may decide to do, but by official economic policy and plans." 

Midland 
Of hrst-rate importance and muat be read at 

The total volume of bank deposits is in the end determined, not by anything 
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Strvktumaadlungen und Nachkriegsprobeme der WiNchaft Daenemarks. 

Din. Aar. IVoU aon Arnirn. Kieler Studien 9, Kid 1950. DM 3.50. and- 
S1Nkhu;vandlungen und Nachkriegsproblemr der Wirtschaft Islands. Dr. 
Ilzlde IVundeo. KielPr Studielien I O .  K i d  IVSO, D M  2.0. Thcsc t n u  volumes contmuc the 

studies of post-war problems issued by the Kiel liirtiture fur \\'elrwrtoehnft. 

The Sterling Area. A new and revised edition 
of an exeellent pamphlet in the British Commonwealth Affair9 series published for 
Chatham House. 

Labour Statistics in the European Iron and Steel Industry. International Lobo"; 

A Social Security SubstNcture Proof Against Currency Depreciation. 

Pad Barenu, Lowmans, London, 1 16. 

Rm'ew, Geneuo, August 1950. 

L .  Fcroud, 
International Lobour Review, Ge&oo, Auprt  1950. Inflationary conditions obviously 
play havoc with social security schemes. The I.L.O. manfully Vie3 to cope with a 
disease that it has no power to cure. 

Post-war Changes in Living Costs. Dudley Seers, Bulletin of Oxford University 
Inrritrrte of Statistics, October 1950. Far example, a 
married man with two children now needs to earn El225 a year in order to buywhatan 
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M a n y  interesting conclusions. 
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The U.S.A. Banking System. The Timer Review of Industry, London, November 

Sir Geoffrey Heylcorfh and &'. Pod Rykenr, Lever Bios. and Unilevcr, 
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of Sheffield. 
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