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SEEN IN PERSPECTIVE 

Over- Product ion Again ? 
PROBLEMS IN CONTROL OF SURPLUSES 

By GRAEME DORRANCE 

THE post-war years have seen a 
vast extension of bulk-buying 

and long-term contracts, primarily 
intended to protect the interests of 
consumers in a world of shortages. 

Are we now in danger of re- 
creating once again the Frankenstein 
of I‘ burdensome surpluses ”? 
There are signs that in the produc- 
tion of tin, cotton and rubber sup- 
plies are already outrunning con- 
sumption; it is suggested in certain 
political as well as business circles 
that we will shortly be faced with 
serious over-production of iron and 
steel. Producers in many parts of 
the world still have vivid memories 
of the depression caused by the low 
level of basic commodity prices 
during the years before 1938. 

Is there any sound evidence to- 
day that indicates a likely recur- 
rence of the 1929-39 decline in 
prices? And even if such fears 
have a reasonable grounding. 
should we at this stage lay the 
foundations for regulation? 

Even if one accepts signs of 
efcess production at current prices, 
the situation in 1950 is radically 
ditferent from that of the 1930s. 
After allowing for “ normal ” world 

price increases of more than 100 
per cent, the London and Cam- 
bridge Economic Service estimates 
that the prices of many commodi- 
ties, including sugar, cocoa. cotton, 
wool, jute and sisal, are well above 
any level that could be considered 
‘ I  normal.” In their list of products 
reviewed, only tea, rubber, copper 
and tin appear to be “cheap.” and 
the smallest price increase here is 
125 per cent in terms of sterling. 
On the other hand the price of rub- 
ber is now so high that it may en- 
courage further expansion of syn- 
thetic production. And a price of 
almost f600 per ton for tin does 
not appear to be “uneconomic.” 

However, there are problems to- 
day in certain commodity lines that 
suggest the need for regulation; al- 
ready several schemes are being 
considered. On a small scale the 
British Government and the West 
Indies are negotiating a long-term 
sugar agreement, based on import 
and export quotas. The West 
Indians appear to be disappointed 
because Britain does not seem 
willing to guarantee a price almost 
at today’s levels for the entire West 
Indian quota during the years 1953- 
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58. It is perhaps unfortunate that 
the West lndies did not take part in 
the 1931-35 Chadbourne sugar 
arrangements. Cuba, Java, Ger- 
many, Poland, Czechoslovakia, 
Hungary and Belgium tried to 
maintain a high price for sugar: the 
result was that their export sales fell 
trom 12 million to 6 niillion tons. 
while the cxports of thcir competi- 
tors rose from 15 million to 19 
million. Naturally there was diffi- 
culty in reviving the scheme. I t  is 
interesting to remember that the 
Colonial Office had alrcady made a 
similar attempt to maintain the price 
of rubber from 1920 to 1927; the 
result was a fall in British Empire 
production from 12 per cent. of thc 
world total to 52 per cent. 

Any arrangement between a 
limited group of countries is likely 
to bear the seeds of trouble. Even 
assuming that all producers can be 
brought into a scheme, tremendous 
difficulties arise when an attempt is 
made to supplant the market mech- 
anism. One of the major opera- 
tions of a market is to equate total 
supply with total demand. Pro- 
ducers will support plans which 
circumvent markets only if they can 
see a net gain in the form of an in- 
crease or at least a reasonable 
stability in price levels. Where 
high levels of demand arc today be- 
ing satisfied, thc continuation of 
production at the present rate would 
lead to the accumulation of sur- 
pluses, a policy that can hardly t.e 
defended. For when and where 
could the surpluses be disposed of?  

Yet production limitation is 
notoriously difficult to undertake. 
Unless production is to be deter- 
mined by specific ordinance-and in 
many parts of the world such ordin- 

ances simply cannot be considercd 
enforceable-taxation is the only 
possible method of control. Such 
a policy is almost bound to be sub- 
ject sooner or later to the stricturc 
that it "depresses the standard of 
living." The existing Uganda cot- 
ton scheme is already facing this 
difficulty. 

Moreover fiscal methods dre 
tricky to apply: in 1935 the Indon- 
esian authorities found an export 
tax of 29 cents per kilogram on 
rubber ineflective in restricting out- 
put when the price to the native 
producers, before deduction of tax. 
was only 33f cents. 

Assuming that restriction of pro- 
duction is to be enforced-what 
can replace the market mechanism 
as a determinant of uneconomic 
production? Should this function 
be delegated to a committee of 
government nominees, who are 
bound to have in mind many mat- 
ters extraneous to the situation un- 
der immediate consideration? The 
National Coal Board's recent ex- 
perience in trying to close inefficient 
mines is instructive on this aspect. 

Should this function then be dele- 
gated to a board of independent ex- 
perts with power to allocate and 
(perhaps more important) enforce 
production quotas within the terri- 
tories of independent countries? 
Granted that allocation could fairly, 
and agreeably, be decided the ques- 
tion of determining exactly how pro- 
duction is to be restricted still has 
to be faced. Previous restriction 
schemes have encountered serious 
difficulties because individual pro- 
ducers have been able to expand 
production without bearing many of 
the costs which have been imposed 
on those producers subject to res- 
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SEEN IN PERSPECTIVE 291 
triction. This was probably true of An indication of what may bc 
the pre-1938 rubber scheme. It is expected can be seen in the sliding 
becoming more obvious every day price arrangements under the Inter- 
that one cannot forget costs entire- nation Wheat Agreement. But 
iy, or be completely willing to many other approaches will have to 
follow the lead of one of the leading be explored. Conditions are devel- 

oping which will make market regu- supporters Of the proposed new tin lation and supply control as  attrac- arrangement who claims that " IOW tive to many producers as they have 
cost production is itself inefficient." been OYer the past few years to con- 

have mentioned ol1lY a few sumer interests. If the interests of 
of the difficulties that must be faced both producers and consumers arc 
if any attempts are to be made 10 to be protected, research and the 
regulate commodiiy markets during negotiation of agreements must 
the next few years. They are not needs be taken slowly and with 
insurmountable. great care. 

-. 

SALIENT FIGURES OF THE MONTH 

" BUSINESS " INDICES 
Production . . . . . . . . .  
Purchasing Power . . . . . .  
MANPOWER 

Coal (on-collieiy books) .:. 
Reg. unemployed (G.B.) .,. 
PRODUCTION 

. . . . . .  

. . . . . .  

do 

... ... 
~ ~~~~ ~ ~ ~~~ 

Total manufacturing industries ... thousands 
Cotton spinning and weavina .,. ,do.  

... do. 

... 
index of production ... ... (1946=100) 

Cotton yarn (do.), ... (million Ibs.) 

Coal (average weekly outpuij' (thousand tons) 
Steel ingots and castings (do,) ,.. do. 

Woven wool ftdbrics (do,) (mill& linear yards) 
Passenger cnrs (do.) . . . . . . . . .  (thousands) 
Commercial vehicles (do.) . . . . . .  do. 
Permanent houses completed ,.. do. 
TRADE 
Value of imports . . . . . . . . .  (f millions) 
Value of exports .., .,. ,.. do. 
Freight train traffic . . . . . . . . .  (million tons) 
Retail sales . . . . . . . . . . . .  (1947=100) 
FINANCE 

Latest 
Month 

* 132.0 
* 106.6 

*8,402 
* 329.8 

702 
329.0 

143 
'3,982 

324 
19.0 
41.73 
9.58 
5.05 

14.86 

211.0 
156.0 

5.25 
133 

Increase 
crease 

Month 
Ago 

+. 1.0 - 0.4 

- 14 - ' 1.3 
- 2  - 18.3 

-t 3 
-405 
- 6  

Slme 

t) or De- 
-) on a 

Year 

+ 9.2 + 0.3 

+ I 7 7  + 8.2 - 24 + 4.1 

Ago 

+ I9 + 24 
+I9  
+ I . ]  + 4.58 i 9.97 - 0.62 i 2.44 - 0.22 + 1.32 

- 4.53 - 0.25 

- 10.3 +23.5 - 28.4 +18.6 - 0.45 + 0.09 
I I  +14 

~~~ ~~~ ~ ~ 

Currency in circulation (f million) 1,258 

Provincial cheque clearings (av. work- 

Weekly wage rates . . . . . . . . .  (1947=100) 110 
Retail prices . . . . . . . . . . . .  (1947=100) 114 
Wholesale prices . . . . . . . . .  (1930=100) t 254.5 

Basic materials . . . . . .  do. t 348.0 

Deposits in London Clearing'Bankk' do. 5,843 

WAGES AND PRICES 
ing day) .,. . . . . . .  do. 6.68 

Intermediate . . . . . .  do. t 282.6 
Manufactures . . . . . .  do. t 230.1 

Import prices . . . . . . . . . . . .  (1938=100) 131 
Export prices ... . . . . . .  do. 118 Same + 6 

Mnrch. t May. All other figures refer lo April. 

+ I 7  - 2  
i 60 -43 

+ 0.53 + 0.50 

Same + 2 + I + 5  + 4.8 +21.2 + 14.0 +48.2 + 4.7 +23.0 + 1.7 + 6.0 + 3 +I5 



Schuman-Monnet Food 
Plan Coming - 

By MICHAEL HOFFMAN 

According to this well-known Geneua correspondent of the 
N E W  York  Times, the  Schuman-Monnec steel p lan  for  
Europe will be followed by a similar plan for pooling 

a8riculturol produce 

I P Britain decides to participate in 
the proposed French-German 

steel and coal combine, an even 
more fundamental measure of 
integration of the Western Euro- 
pean economies will be sought. 

This would involve a pooling of 
French-British agricultural resources 
parallel with the pooling of coal 
resources. In such a programme 
the principal element of immediate 
importance would be French 
assumption of responsibility for 
furnishing Britain with a large per- 
centage of meat supplies and the 
eventual creation of one unified 

M. Schuman 

market for nearly all agricultural 
products. 

Dicussion of this project actually 
pre-dates by many months serious 
discussion of the coal and steel 
merger. Sir Edwin Plowden, chief 
of Britain's Central Economic Plan- 
ning Staff, and Jean Monnet, head 
of the French Planning Commis- 
sion. and members of their staffs 
have been prime movers in this new 
approach to the integration prob- 
lem. M. Monnet is mainly respon- 
sible for putting across Foreign 
Minister Robert Schuman's steel 
and coal proposal in the French 
Government, acting on the same 
line of thought. 

Sense of Insecurity 

The essence of this approach is 
to attack the causes of economic 
nationalism instead of its symptoms 
and to avoid trying to attack all the 
causes at once. M. Monnet be- 
lieves that a main reason for the 
unsatisfactory progress toward a 
better integrated economy is the 
deep sense of insecurity, both econ- 
omic and military, throughout 
Western Europe. Britain is more 
influenced by a feeling of economic 
insecurity and France more by a 
feeling of military insecurity. 

Britain .is preoccupied with the 
implications of the fact that some- 
how her island population must be 

From the New York T i m q  May IO. I930 292 



SCNUMAN-MONNET FOOD P L A N  293 
fed, and, unable longer to control 
the overseas resources from which 
most of that food must come, tends 
to hoard every bit of bargaining . 
power she can muster as a means 
of insuring those food supplies. 
Britain does not and cannot, in the 
present circumstances, rely on any- 
body else's feeling responsible for 
feeding the British people. 

France, on the other hand, has 
always felt it necessary to conserve 
and improve all resources possible 
lo keep up her military potential. 
If French steel output is not high 
enough to guarantee military needs. 
nobody will step in to E11 the gap 
as a matter of responsibility rather 

I 

than as a matter- of goodwiU or 
commercial gain. 

k Common kResponsibiliCy 
, a  

M. Monnet believes these tradi- 
tional viewpoints to be obsolete. 
The problem is to make the govern- 
ments and the people realise that 
they are obsolete and start a c l i i  
on the more realistic assumptions 
of common responsibility-to 
which lip service is paid but which 
is not the basis of governmental 
action. 

The proposal for a French coal 
and steel merger with Germany is 
the first effort in Western Europe to 
establish common responsibility in 
a n ,  important industrial field. The 
next big break with the past that 
those who believe in the new 
approach would like to see is the 
establishment of a common French- 
British responsibility for feeding the 
French and British people. 

This, too, could be extended to 
include other countries. notably the 

' I  

.~ M .  Morinet 

Netherlands, Belgium. Denmark 
and Germany. It is M. Monnet's 
thesis that the agricultural policy in 
Britain and France should be based 
on the assumption that the British 
people can consider French food re- 
sources as their own, and the 
French farmers can consider the 
British market as their own. 

The implementation of any deci- 
sion to merge agricultural resources 
would bristle with difficulties. 
Neither country could go the whole 
way to a unified farm market at  
once because of deeply entrenched 
protected interests. 

But there are also favourable fac- 
tors. One of these is the growing 
concern in Britain about the cost of 
highly protected agriculture under 
present policies adopted in an effort 
to reduce dependence on overseas, 
particularly dollar food. Another 
is the adaptability that the French 
meat industry has shown in meeting 
British requirements under the 
current experimental contracts. 
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Arresting Points from Survey 
of Europe 1949 

From an important report, vas1 in volume and scope, tlre 
following six  points have been selected because they arc 
specially quotable or debatable or significnnt for the future 

(1) IMPACT OF LIBERALIZED 

ECONOMIES ON FULL 

EMPLOYMENT 

IN economies based on private 
enterprise, detailed controls in 

the sphere of production and trade 
often have the incidental effect of 
increasing real costs, directly 
through the manpower absorbed in 
the controlling machinery, and in- 
directly by thwarting technical pro- 
gress and rationalisation. Alloca- 
tions of raw materials, for example, 
are usually based on the individual 
firm's performance in some base 
period, so that efficient firms are 
held back from expanding, while 
inefficient firms are kept alive. 

While the removal of physical 
controls over private business may 
contribute to higher efficiency, it is 
less certain that it means a return 
to the same degree of competition 
in the economy as existed before 
the war. The widespread system 
of government controls has been 
administered in close co-operation 
between government departments 
and trade associations whose 
collaboration was called for in 
establishing procedures for the dis- 
tribution of licences, etc. 

Trade associations thus acquired 
new functions; and where they did 
not already exist they were often 
formed in order to protect the in- 

terest of the trade vis-a-vis the con- 
trolling authorities, a development 
which was often fostered by the 
authorities themselves in order 'to 
cnsure that the various controls 
would function smoothly in prac- 
tice. The discontinuance of govern- 
ment controls does not mean that 
the co-operation between the mem- 
bers of trade associations will also 
come to an end. 

Much of this co-operation serves 
useful. purposes. such as the collec- 
tion of statistics, the dissemination 
of technical information. and the 
promotion of exports: but in many 
trades it may also take the form of 
private price agreements to restrict 
the entry of new firms into the 
trade. 

The trend towards abolition of 
coturols brings to the fore the ques- 
tion of control over monopoly 
prices and other restrictive prac- 
tices. 

In counlries wherc the internal 
economy has been largely liberal- 
ized. the maintenance of employ- 
ment is precarious, depending as it 
does on a dexterous adaptation of 
monetary and financial policy to 
changing circumstances. Post-war 
experience is as yet insufficimt to 
provide a clear answer to the ques- 
tion whether fu l l  employment can 
be steadily maintained under a 
liberalistic economic policy. 

The conflict between the iiiain- 
teriance of internal stability and fir11 
etnploynent and the desire for the 

From Economic Survey "/Euro@ i,! 1949. Economic Comrnh$ilion for Europe. Gmrvo, .May. 19Jo 
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SURVEY OF EUROPE 29s 
~bolition U /  controls is likely tu 
continue to be a tnain issire of econ- 
omic policy. 

(2) TRADE LIBEI~ALlZbTION 
OBSTACLES 

I t  is di@ciilr to  see how tlre bene- 
fits of a balanced and relatively free 
trade can be enjoyed, even amot:g 
countries outside the dollar area, 
rrnless a closer and less restrictwe 
halance with the dollar area is res- 
tored or adequate and conlinuing 
m a n s  of dollar financing are in 
sight. 

Given that western Europe is not, 
and may not quickly become, a 
closely integrated economic and 
political entity, trade among western 
Europe countries cannot be 
insulated from the influence of 
trade with other countries. The 
longer-run objectives sought under 
the trade liberalization programma 
are thus dependent on attainment 
in the shorter term, of the viability 
sought under the European Re- 
covery Programme as a whole. 

This is a world-wide problem 
rather than a European problem. 
The risk is that, if the wider prob- 
lem is not solved, inability to attain 
the objectives established within its 
intra-European aspects may result. 
in disillusionment and impair the 
mutual confidence on which sound 
international trade relations must 
be built. 

(3) CAPITAL THANSliEIC3 TO 
OVERSEAS AND DOLLAR 
DEMAND 

Capital transfers from European 
countries to overseas countries of 
the same monetary area are com- 
monly thought of as giving rise to 
110 balance-of-payments burden, 
since direct conversion of funds into 
2 0  

hard currencies is not involved. 
(Part of the illicit movement of 
European capital into dollars has 
occurred, of course. via leaks in the 
foreign exchange control systems of 
affiliated overseas countries.) 

There are, however, several ways 
in which such capital movements. 
as well as releases from previously 
accumulated balances in sterling or 
other European currencies, may 
place an additional strain on Euro- 
pean resources of goods and of 
foreign exchange : 

(i) Capital transfers to overseas 
areas tend to support demand for 
European goods and to encourage 
exports to these soft-currency areas 
to the possible detriment of exports 
to hard-currency areas. 

(ii) The total level of demand in 
overseas areas may be increased, 
both by the direct effect on domes- 
tic buying-power in local currencies 
and by the increase in the total ex- 
change availabilities of the over- 
seas areas. If these additional 
funds had not been available, or 
had been available in lesser 
amounts. the total imports of over- 
seas countries affiliated with Euro- 
pean currencies would necessarily 
have been held more in line with 
their current export receipts. 

This might have meant not only 
a smaller volume of imports from 
European sources, but also a 
smaller demand for imports from 
the United States, and, hence, for 
dollar exchange out of the central 
reserve holdings. The overseas 
areas in question might thus have 
been brought nearer to the pre-war 
position. when they were normally 
net earners of dollars on current 
account with the United States and 
also madi: settlements to Europe in 
currently produced gold. 

(Many of these overseas countries 
however-notably India and Paki- 
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296 THE ECONO 
stan-have themselves experienced 
severe economic difficulties during 
and after the war, and their prob- 
lems would have been more serious 
if they had not been able to draw 
on their holdines of Euroman - ~ ~~ 

currencies.) 
Dollar outlavs have been small. 

however, in tbo  of the overseas 
countries to which private capital 
has moved in large amounts. In Aus- 
tralia, lo which a considerable part 
of the private capital movement 
from the United Kingdom has been 
directed. it has so far led chiefly to 
the accumulation of idle sterling 
funds in London to the credit of 
Australia. Australian imports 
from North America have actually 
been smaller in volume than before 
the war. although rising substanti- 
ally from 1948 to 1949. 

In the Union of South Africa, 
capital transfers from the United 
Kingdom contributed towards the 
building up of an extremely heavy 
import demand in 1948, but the 
dollar deficit was met through the 
Union’s own gold resources. A 
recent agreement with the United 
Kingdom stipulates that payment 
will be made in gold for certain 
types of essential goods. This pro- 
vides the United Kingdom with an 
opportunity to earn gold in that 
market even though its export sur- 
plus may be more than offset by 
capital movements. 

(4) INEFFICIENCY OF 
EXCHANGE CONTROL 

Experience suggests that. when 
the political- and economic prere- 
quisites of stability and confidence 
are lacking, exchange controls and 
payments agreements, however 
cleverly contrived, prove seriously 
inadequate to prevent the Bight Of 

’MIC DIGEST 
private funds on a scale sufficient to 
impose intolerable burdens on 
official currency reserves. 

On the other hand the return of 
private capital from its places of  
hiding at  home and abroad is cap. 
able of providing large and other- 
wise inexplicable additions to avail- 
able exchange resources. To take 
a recent example, there seems little 
doubt that the re-emergence of 
hoarded funds contributed substan- 
tially to the strengthening of the 
French franc during the past year. 

If Europe’s political and econ- 
omic development is favourable dur- 
ing the next several years. the cessa- 
tion of losses through the exodus of 
private capital and the possible re- 
patriation of part of the funds pre- 
viously transferred abroad could 
lend further vigour to recovery. 

If. however, European countries 
find themselves with slender 
reserves and persistent difficulty in 
covering their dollar payments. un- 
controlled private capital transfers 
could turn a bad situation into 
financial and economic disaster. 

( 5 )  BRITAIN’S SPECIAL ROLE 
IN OVERSEAS TRADE 

Most European countries con- 
tinue to have large deficits in their 
dollar accounts, and each of them 
will have to make adjustments in 
order to achieve equilibrium, but 
the problem is largely centred in the 
position of the United Kingdom. 

Because of its readier access to 
sources of supply within the over- 
seas sterling area, the United King- 
dom has been in a better position 
than other European countries to 
economize in its own direct dollar 
outlay on imports from the United 
States. Nevertheless, it has had to 
make extremely heavy dollar settle- 
ments and other dollar transfers to 
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many other overseas areas, despite 
the large increases achieved in its 
overseas exports and the severe res- 
triction of its imports. 

This has resulted partly from the 
change in its international position 
since the war, especially the fall in 
its net earnings from overseas invest- 
ments and the far greater reduction 
in their effective buying power at  
current prices. A still more im- 
portant cause. however, lies in the 
change in its position at the centre 
of a major monetary and economic 
area from which it no longer 
received the gold and. dollar settle- 
ments that played an essential rolc 
before the war in financing the 
United Kingdom’s limport surplus 
from North America, as well as 
from Continental Europe. 

As a consequence of the change 
in the United Kingdom’s position, 
other European countries have been 
unable since the war to rely on 
financing their overseas imports 
through earning surpluses in trade 
with the United Kingdom, and it 
appears doubtful that they will be 
able to do so again, a t  least for a 
number of years to come. These 
countries have thus become more 
directly confronted with the dollar 
problem in their relations with !he 
United States, but there is little evi- 
dence that any of them have yet 
been able to make the adjustments 
that are required by this change in 
the pattern of payments. 

The increased dependence on the 
United States, both for imports and 
for dollar financing, is most pro- 
nounced in western Germany. The 
problem is aggravated there by the 
increase in the general level of im- 
port requirements,, resulting from 
the breakdown in inter-zonal trade 
and from the extraordinary postwar 
increase in population, and by the 
limited recovery of its exports, 

especially in trade with overseas 
areas. Thc low lcvcl of German 
exports has been especially marked 
in Latin America. This in turn has 
increased the demand of these mar- 
kets for imports from the United 
States, thus enlarging the scope. of 
the dollar problem. 

Wit11 the re-eriicrgence of Cer- 
nicm coinpetition, in European as 
well as in overseas markets, the bur- 
den of the dollar problern may be 
shifted in some measure front one 

.country to another. 
For countries historically depend- 

ent on Germany as a source of sup- 
ply for manufactures and as a mar- 
kct for their own products, the bur- 
den may be lightened. But in other 
countries, and principally in the 
United Kingdom, the competition 
may be felt both in bidding for 
available supplics of foodstuffs and 
raw materials, and in selling capi- 
tal cquipment and other manufac- 

.tures. The recovery of Japanese 
trade will also tend to increase the 
competition that Europe faces. par- 
ticularly in exports of textiles and 
other consumers’ goods and in im- 
ports of textile fibres and other in- 
dustrial materials. 

Can the United Kingdom and 
other Eiiropean countries adapt 
themselves successfully to these new 
competitive forces? Can confin- 
ental European countries make the 
ad)u.stntents deinanded by rhe 
change i n  their relations with rhe 
United Kingdom? The answers 
largely depend on whelher or not 
there is a sustained expansion of 
world production and trade. 

(6) PENALTIES OF STALEMATE 
I N  EAST-WEST TRADE 

I t  is important to understand the 
economic consequences of the stale- 
mate in east-west trade. For 

’ 
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eastern European countries-par- equiprnenf that can be ohfained 
ticularly the smaller eastern coun- from within the area is prohably ex- 
tries which are historically depend- tremely small in relation to their in- 
ent on manufactures from western dusfrializufion objectives. 
Europe-the failure to obtain For western Europe the question 
capital goods and other manufac- is primarily that of the balance of 
tures from the outside, even in the payments or, more specifically, the 
limited volume imported before the need to find markets which can 
war. can only mean increased diffi- both absorb exports of manufac- 
culties and delays in the attainment tures and supply foodstuffs and raw 
of their industrialization objec- materials. The failure of east-west 
lives. trade to recover intensifies the prob- 

However impressive fhe relative lem, which reaches its more acute 
increase in intra-eastern European stage in the present structure cf 
trade has been. the supply of capifal German trade. 

Long Term Policy for Europe 
BY 

M.MARJOLIN 
Secretary General O.E.E.C. 

The rccent Economic Surncy of Europe (dcalt with in 
rhc prcuious article) complained of lack of policy for 

Europe aJior 1952. The Organization for European 
Economic Co-operation i s  trying to supply what was 

lacking 

H E  need for a long-term pro- aid. Mr. Gordon Gray has already 
Tgramnie has been explained lo been asked to cxamine the question 
the O.E.E.C. Council by the Sec- of world cconomic equilibrium after 
rctary General. M. Marjolin. He 1952. 
pointed out that the Organisation In order to co-operate usefully 
is now starting the preparations for with the Americans, Europe must 
its third annual report, to be pub- also assess the future at this stage. 
lishcd at the end of this year. M. Marjolin, therefore, proposed 

This report will be of special im- and the Council agreed that each 
portance. In 1951, President Tru- country should give details of its 
man will ask Congress for the last own proposed objectives for the 
instalment of Marshall Aid. He next four or five years. I t  should 
will necessarily have to state endeavour to lay down the main 
Europe’s prospects for the years lines of its invcstment programme 
following thc termination of. such togethcr with its intended policy to 

From The Sldi$t, London. 3vm 10. 1950. 
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ensure the greatest possible develop- 
ment while preserving internal 
tinancial stability. 

The role of the Organisation will 
be to compare the national objec- 
tives and to harmonize them so as 
lo avoid contradictions and waste 
of resources. Any difficulties en- 
countered by individual countries 
will be examined and the greatest 
possible joint effort will be made to 
overcome them. Lastly, the Coun- 
cil at ministerial level will examine, 
two or three times a year, a report 
on the progress achieved by mem- 
ber countries in their efforts lo 
reach viability. The detailed plan 
of work will be prepared by 
O.E.E.C.’s executive committee. 

In the course of his statement, M. 
Marjolin stressed that future action 
must be based on a “clear view of 
the problems over a sufficiently 
long period.” The conclusions to be 
reached should “fit into a more 
comprehensive perspective. :. . . . 
European problems are inseparable 
from those of the whole Western 
world and, in particular, the dollar 
shortage must be dealt with on a 
world scale.” 

As in 1947, a plan of action Is 
required now. In spite of much 

progress, even on,-the most fgvour- 
able assumptions, the position in 
1952 will be “precarious and un- 
satisfactory.” In addition, it will 
only be possible to “restore the 
social and economic balance of the 
free world if the development of 
economically backward areas pro- 
ceeds rapidly.” 

If Europe wishes to maintain its 
world position, it must take part in 
the enterprise of President TN- 
man’s Point IV and “make avail- 
able large quantities of capital 
equipment and consumer goods 
within the compass of its re- 
sources.” Joint action by the mem- 
ber countries will be necessary to 
overcome difficulties. especially in 
the internal and external financing 
of such a policy, but “each mem- 
ber must be free to choose its own 
line of approach to the objectives 
jointly agreed.” 

The closest co-operation with the 
U S .  and Canada should be used as 
a means to integrate the economic 
expansion in Europe in the develop- 
ment of world economy. Rapid 
expansion of Europe’s economy is 
necessary if such objectives as the 
progressive liberalization of trade 
and a greater freedom of movement 
for workers are to be attained. 

BENELUX 

A stateinetit by the Dutch Minister of Vinance, l’rofcssor Lieftinok, shmrs 
that within the Ucnelux partnenhil, great problcms rcmnin unsolved. To- 
wards the end o l  1040 trading inermlsed grently, but every month showed 
LL more noticeable deficiency i n  Hollnnd’s balance. At the end of November 
the dcflcit amounted to  12 million gtlildern ; at  the end of December to RO 
million guilders ; in .lunoitry, 1050, it grew to 42.5 million guilden ; in 
l?e’ebrunry to UU million guilders ; in Dlnrcli to 7n million guilders, nnd in 
April to 0,k million guilders. I t  is doubtful whetlxx these deficits will bc 
coverable by dmwiug.rights aiid credits, the report indicates. Thc trend 
will remain in the direction of growing Netherlands deficits, and is likely 
to be accentuated by the formation of the Economic Union. 

SuIIsI, London. June 3. IPSO. 2 0 +  



! I  

Whose Headache is 
the Dollar Problem? 

.By MARRINER S. ECCLES 
Merrrbcr of Board of Governors of U.S. Federal Reserve System’ 

MR. ECCLES sees three problems the “victims” of free economy; it 
on the American side. The leads to the programme of agricul- 

first is summarized by the clear in- tural support prices and to the toler- 
consistency which characterizes ation of the growth of labour mon- 
present U.S. economic policy, viz. opolies. 
preaching the doctrine of free econ- As to closing the dollar gap 
omy in the international field and ’ through a rapid increase of imports 
following at  home practices which into the U.S. by means of abolition 
completely contradict the very con- of tariffs and quotas, MI. Eccles 
cept of a free economy. accepts the calculations that the 

The second is the collision be- total volume of such imports would 
tween the desire to increase imports be so small compared with total U.S. 
to close the dollar gap. and the production that there need be no 
desire to avoid serious inconveni- serious concern about the resulting. 
cnce to any part of the U S .  domes- disturbances for the American : 
tic economy that might result from 
increasing imports. 

by the desire to maintain markets 
for U.S. exports. and the desire to Nevertheless, he does not think 
keep down imports and bring U.S. that such calculations prove that no 
foreign aid to a speedy end. dilemma of national policy is in- 

As examples of inconsistencies volved. These imports might be 
in U.S. general policy Mr. Eccles concentrated within .such narrow 
cites U.S. import prohibitions and Sectors that the result could be the 
import quotas for a number of death of industries which, though 
agricultural products, high tariffs on small, represent the means of liveli- 
particular industrial goods and the hood of a majority in specific 
provision that repairs on American localities (examples : shoes, textiles, 
ships carried out abroad shall be watches, pottery). 
taxed at the rate of 50 per cent. un- If, however, U.S. producers. no 
less proved as urgent. matter how small their aggregate 

In addition, there is a philosophy contribution to the total national 
which perverts the meaning of “ full product, are to be protected against 
employment” and makes it mean a foreign competition, and foreign aid 
guarantee that “all firms now in is really brought to an abrupt end 
existence and every worker em- in 1952, then the effect will be a 
ployed by those firms must be kept catastrophic narrowing of the US.  
doing what they are now doing.” export markets in wheat. maize, 
This leads to demands to prop up cotton, tobacco, fats, oils. industrial 
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cconomy “ taken as a whole.” 

The third dilemma is presented Death nf Industries 

From Unnrd N d o d  WorldMopadne. MOY.  lgm. 
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raw materials and machinery even 
where the U.S. offers a clear price 
advantage. 

US. Would Sufler 

This wodd put the full burden of 
adjustment. in the form of unem- 
ployment and loss of invested capi- 
tal, on the present export industries. 
Such a destruction of US. exports 
would not only hurt the U.S., but 
also her allies, to whom the loss of 
their export markets would mean 
not only unemployment but also 
deterioration of living standards. 

There can \be little doubt, Mr. 
Eccles continues, that Britain has 
been able to extend economic and 
military aid to our other allies only 
because America has been willing 
to provide Britain with dollars, 
partly in payment for her exports 
to us and partly in the form of 
direct aid. If we cease to provide 
dollars for Britain in either of these 
two ways, we shall at once have to 
provide aid to the other Allies 
which so far have obtained aid from 
Britain. Thus the dollar burden ?f 
the American taxpayer would not 
be reduced. 

There are no magic solutions. 
Such solutions as have been dis- 
cussed are not completely wrong, 
but one-sided. Their weakness i s  
in failure to strike a balance be- 
tween the need for adjustment and 
the need for finding ways to adapt 
the pace of adjustment to the reali- 
ties of economic and political life. 

A middle line of policy should be 
worked out, one which will causc 
:I minimum of dislocation of the 
American economy while the long- 
term aims are pursued. 

To refrain from setting up new 
barriers will cause less dislocation 
than would insistence on a sharp 
and sudden reduction of existing 
barriers to imports. To accept a 
gradual decline in the share of U.S. 
exports in world trade will cause 
less dislocation than would a sud- 
den contraction of those exports as 
a result of new import restrictions 
or the sudden cessation of foreign 
aid. 

In the meantime long-run factors 
will help to ease adjustment. In- 
crease of population and per capitn 
income. in combination with the de- 
pletion of American natural re- 
sources (e.g. iron ore. copper, tim- 
ber, oil) will create an increased de- 
mand that will enable the US. to 
buy abroad without injury to dom- 
estic producers. Finally, the whole 
picture of world trade will improve 
as progress is made toward ending 
the cold war. 

It is a question of “buying time” 
within which long-run forces can 
help us along the right road. If the 
price of “ time ” that we shall thus 
be buying is lo be the maintenance 
of our tax burdens for a longer 
period than some had hoped, Mr. 
Eccles concludes, we should remem- 
ber that there is no solution of the 
dollar dilemma which will be 
without its price in dollars. 

THE ETERNAL TRIANGLE 
Since t.he llritisli authorities negotiated ngreerncnta to prevent (‘ triongulur I’ 

sterling tmnwwctians Iring undert,nken by trnnsfernblc account countries, 
II new teclinique has dcvcloped. Import contmets Inbelled in sterling for 
these c~untries are being switclied over in many cases into national curreneics. 
Ilg this means the former “ iriiingiilnr ” trnnsnctiaris ore canducted in the 
tl:Lt,ionnI ciirrcneics bnt :LR long its the Dunk oC Icnglnnd is ptircliasing these 
currencies, the trnii%t(:tioiiR will liave mtmh the mine encct BB the pmrioes 
6 %  triangulur I’ tmnssctionli OYCI sterling. 

Economic Duiietin. Nnliotmi Dank ofEgyp t .  Calm. Vol. Iff., No. I ,  1950. 



National Income as 

' I  

I ,  

Policy-Makers Guide 
By RICHARD RUGGLES 

nnd J. R. N. STONIS 

Nntioriol income acconnting i s  a matter of growing 
iniporturice in domestic and international affairs. Some 
of its ualues - and sonie of the traps in the poih 

of the uriwury - ore here explained 

LTHOUGH national income ac- than in any other industry. A counting is by itself in no sense For a valid defence of the policy, 
a sufficient basis for formulating it would be necessary to show what 
economic policy, it is of use in help- additional resources would be 
ing to answer certain questions needed to carry it out. from what 
about overall economic policies. part of the economy such resources 
These questions, specifically, are of could be obtained. and why this 
three major types: particular use would be more bene- 

1. Is the policy which is being licial than alternative use of these 
considered capable of being same resources in other industries. 
achieved in terms of the availability For all of these questions, the in- 
of resources? formation available in the national 

2: How does the policy affect the income accounts is pertinent. The 
operation of the economy in terms quantity of additional resources 
of prices, output, and employment? needed to carry out an economic 

3. What is the net effect of the policy cannot be computed without 
policy in quantitative terms? IS regard to inter-industry relation- 
it worth doing? ships. Should an increase in naval 

Each of these questions will be construction be proposed it is not 
examined in turn. enough to consider the increased 

( I )  Economic. policy nnd fhc manpower required for actual con- 
availahi[iry of resources. It might struction. The manpower and 
seem that almost any policy which facilities involved in the compon- 
advocates increased output some- ents industry, in the steel industry. 
where in the economy is basically a in coal mining, and even in indus- 
good policy. sincc increased goods tries 3s far removed as chemicals 
and services are a desirable goal. and electric power niust also be con- 
But, when the problem is con- sidered. 
sidered in the context of the poten- With a knowledge of the general 
tially usable resources in the econ- requirements of the programme, 
omy. it is apparent that advocating the national income accounts show 
an increase in one particular indus- the relative expansion in the output 
try is tantamount to declaring that of these industries, or the contrac- 
it will be more beneficial to use tion in the use of their products by 
additional resources in this industry other industries. which would be 
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needed to carry the programme for- 
ward. 

Alternatives to the proposed 
policy should also be considered in  
a similar manner-for instance, in 
this case it would be useful to study 
the cost, in terms of economic dis- 
location of air fleets. The usual 
comparison in money cost terms 
alone is not enough. Some parts 
of the economy cannot easily ex- 
pand further, whereas other parts 
may actually be operating below 
capacity. To insure the fullest 
possible utilization of resources 
such factors as these should be 
taken into account, and the final 
economic policy which is recom- 
mended should be based on the ex- 
plicit belief that it  is superior lo all 
possible alternatives. 

Second Group 

A second major group of econ- 
omic policies are those which refer 
to the economy as a whole and are 
quite general in their coverage. An 
economic policy of this type is only 
meaningful if it fits within the limits 
of the existing resources on the 
economy, and if i t  is internally con- 
sistent. The production of food 
will not increase at the same rate as 
the production of steel or even tex- 
tiles. The rate at which different 
industries grow is governed by the 
manner in which the consumer 
spends his income, the kinds of 
goods and services which are pur- 
chased by the government, and the 
nature and level of the capital 
goods industries. 

Further differences in rates of 
growth are introduced by techno- 
logical factors; the ability to utilize 
mass production permits some in- 
dustries to operate at decreasing 
cost. whereas the limitation of avail- 
able resources prevents expansion in 

others. Inventions and changes in 
technology also complicate the situ- 
ation for almost all industries. 

Because of these complexities 
met in analyzing overall economic 
growth, the governments of most 
countries in which national accounts 
are available use these accounts to 
make projections of the effects they 
believe their economic policies will 
have. These projections. are fre- 
quently referred to as “national 
budgets”: in effect they show the 
change that is to be expected in 
each part of the economy. 

Since these projections of the 
national accounts are usually pre- 
sented in terms of constant prices. 
the separate accounts will only 
balance and tie in with each other 
if the net increase in output does 
not exceed the assumed change in 
available resources. The making of 
the projection therefore insures that 
the projected changes will be within 
the expected potential limits of the 
resources. 

Superior Results 

Using the national accounting 
system to integrate the effects of an 
overall economic policy with the 
economy as it exists and as it is ex- 
pected to change in the future. it 
becomes possible to see whether the 
proposed economic policy is con- 
sistent with itself and whether it can 
be expected to produce a result 
superior to those of alternative 
general economic policies. 

(2) Economic policy and the 
operation of the economy. Badly 
designed economic policies can 
result in serious inflations or de- 
pressions, so that it is necessary to 
give careful consideration to the 
relation of any proposed policy to 
lhe actual functioning of the differ- 
ent sectors of the economy. An 
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example will demonstrate the use of 
national accounts for this purpose. 

Consider a proposal to reduce the 
public debt. Suppose that the 
actual mechanism proposed is in- 
creased taxation of individual in- 
comes in order to obtain a govern- 
ment surplus to be used for debt 
repayment. Further let i t  be 
assumed. for the sake of concrete- 
ness. that most of the debt repay- 
ments would be to banks holding 
government bonds. Making use of 
the sector accounts, it is possible to 
trace through the effects of both the 
increase in taxation and the debt 
repayment. 

Personal Taxes 

On the personal income and ex- 
penditures account, the amount of 
personal taxes paid would increase, 
and individuals would be forced to 
curtail their personal savings or 
their consumers' expenditures. 
Since every entry appearing on the 
account of one sector also appears 
on another account in the economy, 
it is necessary to !ook at  the other 
accounts to see how they will adjust 
to the changes in consumers' ex- 
penditures. 

In the national allocations and 
expenditures account, consumers' 
expenditures must be reduced by 
the same amount that these expen- 
ditures were reduced in the personal 
inconic account. This of course 
means that the total for all expendi- 
tures (i.e.. gross national product a t  
market prices) inust also he re- 
duced, and it follows that if the 
account is to balance the allocations 
will have to change simultaneously. 

In  all probability. as a result of 
the decline in consumers' expendi- 
tures producers will receive fewer 
orders, and they will therefore cut 

back production, causing some un- 
employment. The decrease in 
wages and salaries in turn must be 
entered on the personal income 
account, as a decline in personal in- 
come. 'Individuals will undoubted- 
ly react to this decline in their in- 
comes by cutting their expenditures 
again, and again producers will sell 
less and so be forced to dismiss 
more workers, increasing unemploy- 
ment. Debt repayment to the 
banks will not necessarily help the 
situation. The debt repayment 
represents a current payment by 
the government. hut it does not 
represent a current payment of in- 
come to anyone in the economy. 
There is no reason to believe that 
producers will borrow to expand 
their investment expenditures mere- 
ly because the banks now have cash 
instead of bonds. The more prob- 
able development is that with the 
initial declines in consumers' ex- 
penditures and in output and em- 
ployment, producers will curtail 
their investment expenditures, so 
leading to an even sharper decline 
in gross national product, output, 
and unemployment. The use of 
national income accounting thus le.. 
veals that this economic policy de- 
signed in this particular way. on the 
surface apparently descrable, might 
actually have disastrous results. 

Equalizsd Incomes 

Just as a badly designed econ- 
omic policy can cause a depression. 
so it can also result in an inflation. 
Suppose for example that the gov- 
ernment, although it desired to keep 
the budget balanced. decides to 
equalize incomes somewhat by re- 
moving some of the taxes from the 
lower income groups and placing 
equivalent taxes on the upper in- 
come groups. 
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The immediate resuits of th: 1s ac- 

tion would appear on thc prrs.mil 
income account as a rise in cm- 
sumers’ expenditures and a fall ir. 
personal saving. The lower income 
groups would be given larger in- 
comes to dispose of by the tax re. 
duction. and they would undoubted- 
ly react by spending most of the 
additional money which became 
available to them. On the other 
hand, the people of the upper in- 
come groups who were now pay- 
ing more taxes would have to re- 
duce their savings in order to be 
able to meet the increased taxes and 
still maintain approximately the 
same standard of living. 

Rise i n  Prices 

In  terms of the national alloca- 
tions and expenditures account, 
thesc reactions would appear as an 
increase in consumers’ expenditures, 
and, if only a limited quantity of 
goods were available, the prices of 
consumers’ goods would rise. Pro. 
ducers. because of the increase in 
consumers’ expenditures, would 
have more money to allocate over 
the factors of production, and more 
would be available to meet labour’s 
wage demands. Personal income 
would therefore increase, and con- 
sumers’ expenditures would again 
rise, starting the spiral all over 
again. Producers’ reactions to the 
higher level of activity in the econ- 
omy would reinforce the spiral; 
they would increase their expendi- 
tures on capital goods and thus fur- 
ther increase the gross national pro- 
duct. 

(3) Ecunoriiic pulicy and ils 

quanfilafiue eflecf. The tinal ques- 
tion that must be considered is that 
of the actual results which an econ. 
vniic policy can be expected to 
achieve in terms of the goals of the 
society. National income account. 
ing obviously can never give a corn, 
plete answer to this question. The 
welfare of individuals cannot be 
measured in terms of a few sum- 
mary measures. There are many 
non-quantitative ingredients-such 
things as working conditions, free- 
dom of opportunity, and the moral 
and political temper of a country. 

But national income accounting 
can and does shed some light on 
what is happening to the end uses 
of production. The calculations of 
the expected expenditures on the 
national allocations and expendi- 
tures account in terms of constant 
prices will show the quantitative 
change which is expected to occur in 
the goods and services available for 
specific end uses. This informa- 
tion. even though it is by no means 
B complete basis for evaluating any 
policy, is very much ueeded. 

Degree of Risk 

Policies which have a large de- 
gree of risk attached to a small 
possible gain are naturally excluded 
from any reasonable consideration. 
In like manner. the expected results 
of an economic policy need to be 
estimated in quantitative terms in 
order. that the possibility of gain 
may be weighed against the risks of 
failure. Many policies which in 
theory are beneticial may be found, 
when examined in quantitative 
terms, to make so little difference 
that they are not worth undertaking. 



Fair Start for Coninionwcalth 
Conference 

T HRBB major programmes were 
discussed at the Sydney Confer- 

cnce of the Commonwealth Econ- 
omic Committee. The first was a 
proposal to build up an emergency 
reserve of food supplies and drugs, 
intended to be distributed in lndon- 
csia, Burma, Thailand and Viet- 
Nam. This was the immediate 
programme, which led to con- 
troversy at  the conference. 

The second was the short-term 
technical assistance programme, in- 
volving an outlay of f 8  million in 
three years, and intended to finance 
the training of some 3,000 technic- 
ians from the South-East Asian 
region. The cost of this pro- 
gramme is apparently to be shared 
in the proportion of 70 per cent. by 
Australia and the United Kingdom. 
a little more than IO+ per cent. by 
lndia and a little less than 194 per 
cent. by Canada, Pakistan, Ceylon, 
and New Zealand. 

The provisional allocation of 
trainees reportedly contemplates 
that some 300 to 500 trainees will 
6e received in lndia. and some 300 
by the overseas dominions, the 
others being trained for the major 
part in the United Kingdom. 

This part of the programme gives 
concrete shape to the American 
theory that know-how of an ele- 
mentary kind, even if it is not com- 
pletely adequate, will inevitably 
have to precede the expenditure of 
vast sums of money in this region. 

The third programme discussed I t  
Sydney was longer-term aid, spread 
over six years; and though a figurc 
of f 15 million has been mentioned 

for this purpose. the official com- 
munique itself merely calls for esti- 
mates by the 1st September, 1950. 
with every intention of discussing 
the matter further at ' london. 

On a dispassionate view, the net 
results of the discussions were 
chiefly two. It was established at  
Sydney that economic development 
in areas which are not immediately 
threatened by Communist uprising 
or warfare is a matter of urgency. 
I t  has also become clearer that 
while outside help need not be 
ruled out-for the business com- 
munity in the United States is, by 
and large, markedly in favour of 
aid to Asia on a large-scale-the 
immediate action has to be taken 
within the Commonwealth itself. 

The sense of realisnl which prc- 
vailed at Colombo, ,and even more 
than the sense of realism. the Coni- 
monwealth's. ability to act together, 
may prove to be valuable in future. 
if any programme of aid does 
materialise. Point-Four Aid 'has 
just had a modest start with'% 
million dollars, while 'it is not tie- 
yond the bounds of possibility that 
that portion of the aid which is in- 
tended for South-East Asia may l c  
distributed in consultation with ttic 
Commonwealth Economic Bureau. 

Any additional allocation which 
may be voted hereafter, will almost 
certainly be spent after taking the 
Commonwealth's long-term plans. 
which will bc co-ordinated: .a t  
Colombo. into consideration. l t  is 
no secret that from the point cif 

view of the United States. which is 
the only country today which is in a 
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position to lend, a promise of Whether thc saving rcquired is 
cflectivc cconomic co-operation. 8.i per cent as the F.A.O. study 
however nlodcst, will be wclcome. estimates-having assumed liberal 

This, however, is a hope whi& foreign a i d - x  whether it is more, 
there is no ready substitute for belongs very much to the future. national policy which does not wait 

In the Thc most valuable lesson lo bc on international action, 
learnt from the Conference nineteenth century, and before the 
is that while Commonwealth CO- First World War, such a 
operation may in the end amount ‘0 was, perhaps, available. The grim 
sonicthing. there is no alternative rigour of the truth that there is no 
immediately to national action. easy way out a t  present must have 
Political and cconomic liaison can- been adequately impressed on thr 
not bc a substitutc for action with- dclegates at Sydney, and, it is to bc 
iii the countrics thcniselves to hoped. will be adequately com- 
mobilise resources on a grand scale. municated to their respective 
for invcstnient. Governments. 

Indici’s “ R e d  War Costs” 

i 

I 

I 

THI: cost of the war to India is 
reckoncd, at  1939-40 prices. to 

bc Rs. 1,503 crores, or over f1,127 
million. India’s national income is 
estimated as having increased over 
thc ycars 6y 619 crores. and 
thc balance of 883 crores is 

assumed to be duc to decreased 
consumption, a$ net drafts on capi: 
tal investment were very small., 

Compared with analysis of war 
costs in other belligerent countries. 
it is reckoned that India made 
greater inroads into current con- 
sumption than any other country. 

Japan 
War finencc from :- I 
Larger Ou~put  ... ... 41.0 
Dccrcascd Consumplion ... 41.0 
Decreased Govt. Non.war 

I Expcndilurc ... ... 
Drafts on Investment ... . 21.0 

100.0 

-3.0 
I 

__ 
___ 

t I 

u s .  

100.0 
-17.0 

- 

$3.0 
14.0 

100.0 
__ 

U . K .  Gc6rnany India l l  
40.0 
24.0 

2.0 
34.0 
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I 
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Labour’s Reply to Prophets of Woe 
Uy ANTHONY CROSLAND, M.Y. 

I.’cllow und Lecturer  i n  Economics at T r i n i t y  College, Oxford 

Is ir truc that econoniisfs huuo, on the s h o l c ,  been Jeremiahs ? 

Arid ure fhe fucfs of fo-day, and fhcpromiscs of f h c  future, 

proving them wrong? 

THE whole object of the economic 
process, though you would never 

guess it to hear some economists 
talk, is the production of wealth. of 
the goods and services which go lo 
make up our standard of life. The 
higher the output of goods, the . higher, our real incomes and the 
better off we are-provided always 
we are paying our way abroad. 
Even the financial editors could 
hardly dissent from’ that. 

Thc production of wealth de- 
pcnds mainly on two things. The 
first, obviously, is the number of 
pcople who have jobs and are actu- 
ally producing. The more people 
are employed, the greater our 
national wealth. We can see now 
that the most inefficient thing about 
our pre-war system. quite apart 
from the appalling social misery 
which it caused, was the large-scale 
unemployment we then had. ”It 
was madly and incredibly inefficient 
to leave these hundreds of thou- 
sands of men on the dole. year after 
year. 

They themselves were poor 
cnough, but the whole country was 
poorer too. by the lack of the goods 
which they might have been pro- 
ducing. What a contrast today! 
Out of every hundred insured 
workers. over ninety-eight are a t  
work producing wealth. Before 
the war, even in the best years. it 
was only ninety; in an average year 

it  was eighty-six; and in the worst 
years it sank as low as seventy- 
eight. 

You are smetimes told that be- 
fore the war nobody understood 
about how to cure unemployment. 
whereas today we have all read 
Keynes, and we all know about full 
employment, so there is nothing par- 
ticularly creditable about maintain- 
ing it in Britain. Don’t you believe 
it-not for an instant. Just look at 
what is happening abroad at this 
moment. Compared with Britain. 
where ninety-eight out of a hundred 
workcrs are actually working, in 
America you have ninety-threc, in 
Belgium eighty-nine, and in western 
Germany eighty-eight. 

Full E m p l o y m e n t  

This shows that full employment 
does not just happen as a gift from 
heaven. It needs planning for. 
And it does not just need Marshall 
Aid-plenty of countries have Mar- 
shall Aid and unemployment too: 
for instance, those western Euro- 
pean countries that 1 have just men- 
tioned. This fact of full employ- 
ment is by far the most spectacular 
difference between post-war and 
pre-war Britain-and it represents 
an immeasurable gain in economic 
efficiency. The second thing which 
our output of wealth depends on is 
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the amount that each employed pcr- 
son produces. There is no doubt 
a t  all that by 1939 Britain had 
lagged far behind America and 
Germany in this matter of produc- 
tivity. People ‘say now that high 
taxation and Government controls 
are a deterrent to efficient produc- 
tion; but look at our pre-war p s i -  
tion-no controls. a vastly lower 
level of taxation. and yet produc- 
tivity falling further and further be- 
hind America and Germany. 

Increased Productivity 

Today, despite high taxation. our 
productivity is rising fast-by 5f 
per cent. in 1949-0ver double the 
pre-war rate. Now this is an in- 
teresting fact, which you would 
never guess from reading certain 
newspapers: that our output per 
man is rising far more rapidly than 
under the unplanned system of pre- 
war days. Nobody likes high taxa- 
tion. but whatever else it has de- 
terred, it has not prevented a much 
healthier level of productivity. 

Since more people are at work. 
and each person is producing more, 
our total production must also be 
higher. And so it is. There is a 
lot of argument about how you 
should calculate production. and it 
all depends on what base-year you 
take; but there is no getting over 
the simple fact that our total pro- 
duction of wealth is much greater 
than in any pre-war year. 

1 claim that this position-higher 
employment plus higher produc- 
tivity equals higher total output- 
means that our economy i s  in a 
healthier and more efficient stale 
than it has ever been. 

We defined an efficient economy 
as one which was producing at a 
very high level of output-provided 
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it was paying its way abroad. 
Obviously we should not have a 
healthy economy, however high our 
output. if we were unable. year after. 
.year. to pay for our imports. so that 
we were sinking deeper and deeper 
into debt. So a healthy economy 
demands that we do  not have a 
deficit on our foreign balance. 

Here I must draw your attention 
to a fact which far too people have 
noticed. We now have, taking 
account of invisibles. a surplus in 
our foreign trade: counting in- 
visibles. total exports are greater 
than total imports; we are more 
than paying our way abroad. Do 
you know when the last year was 
that we had a surplus like this? It 
was in 1935. And the year before 
that? 1930. So except for one solit- 
ary year, we have not had a surplus 
lor two decades past-until now. 
Doesn’t this really entitle us !o 
claim that we have a healthier econ- 
omy than before-full employment 
which we did not have then, higher 
productivity than we then had, and 
a better foreign balance than we 
have had for twenty years? 

Fool’s Paradise 

However, the Jeremiahs still have 
one line of escape. The more 
honest and clever ones will usually 
admit the facts I have mentioned. 
and admit they constitute a great 
improvement. But then they say: 
‘ you are living in a fool’s paradise: 
you may be all right now, buoyed 
up by Marshall Aid, but you will be 
sunk when it ends in 1952.’ 

This is. a serious argument. 
Everyone knows that, despite our 
overall trade surplus, we still, in 
common with the rest of the world. 
have a dollar problem. Everyone 
knows we still rely, like the rest of 
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western Europe, on Marshall Aid, 
which finishes in 1952. Js it true 
that'we face disaster when that time 
comes? The answer is lo get this 
in perspective. Our dollar deficit is 
now only a third as big as it was in 
1947.. This is a really large im- 
provement: is it really absurd to 
think we can eliminate the remain- 
ing third by 1952? 

Ow 
Marshall Aid is now only half what 
it was two years ago. If we could 
survive its halving in two years, is 
it unreasonable to hope that we can 
survive the disappearance c,f the 
other half by 1952? And r m c m -  
ber-Marshall Aid only represents 
3 per cent. of our total natiniiai 
product. 

Or look at  it another way. 

Dollar Situation 

Certainly the present indicatioiis 
are good. Our gold reserves are 
improving faster than anyoiie cx- 
pected. Our dollar exports are 
picking ' up well, especially to 
Canada. Devaluation has made 
our prices perfectly competitive. 
and it is no longer unusual for us 
to win contracts in third markets 
against stiff American opposition. 
Above all. we are continually cut- 
ting down our dollar'imports and 
switching to other sources of sup- 
ply. Our dollar imports are no# 
far smaller than they were a coupk 
of years back. 'Every month we 
switch a t i i t  more and become less 
dependent on the dollar area. 
Every month, therefore, the dollar 
problem becomes more manageable. 
One can never. be complacent 
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about the dollar business. because 
so many things lic outside our con- 
trol. For instance. we can plan 
our own economy, but not the 
American; and if the Americans 
should have a slump. then we (and 
the rest of the world) would cer- 
tainly feel the draught. 

Prospects Fair 

nut I claim that our prospects of 
independence by 1952 are very 
fair: we have reduced our dollar 
deficit enormously over .the last 
three years; we are becoming less 
dependent on the dollar area every 
month: and we have the best record 
in the matter of dollar exports and 
imports of any of the Marshall Aid 
countries. When you add this to 
the full employment. the higher pro- 
ductivity. the record exports, and 
the surplus in our overall foreign 
balance; it surely does add up to 
a oicture of reasonable health and 
efficiency. 

Then what on eaith is it which ~~ ~~~~~ 

makes the Jeremiahs go on wailing? 
With the more old-fashioned econ- 
omists and financiers. i t  is a natural 
irritation at  seeing a system work 
which runs directly counter to their 
pet /&ser-foire theories: rather 
than amend the theories, they deny 
the facts. With others, who find 
themselves paying rather more sur- 
tax than they used to. it is a sub- . 
conscious refusal to admit that' if 
they themselves are 'worse off. 
things can possibly be going well. 



Sweden Uncovers Electrical Cartel 
HE first authentic information 

Tabout post-war cartel agreements 
in Europe has been published by 
the Swedish Government after an 
investigation that occupied nearly 
two years’ time of a ten-man com- 
mittee. 

In meters, cables and copper and 
copper wire, all vital components of 
the entire range of end products of 
the electrical industry. the investi- 
gation revealed the revival of inter- 
national cartel arrangements to 
restrict competition. This hap. 
pened as early as 1946. when 
Europe was labouring through a 
period of great shortage of nearly 
all electrical products. 

The post-war cartel builders have 
learned to dress up their agreements 
to make them look like part of the 
welfare state. The agreement on 
copper products (without which the 
motor and generator factories could 
not operate) states that “The parties 
shall try to attain a high and stable 
level of employnient and a satis- 
factory standard of living for every. 
body employed in the nonferrous 
metals industry and to give every 
part of the industry unrestricted 

access on the same conditions to 
world trade in these products.” 

To this high-sounding agreement 
belong three Belgian companies, one 
French national cartel grouping 
fifty companies, an organization of 
ten British companies representing 
85 per cent of British nonferrous 
metals output. two British export 
companies controlling 100 per cent. 
of British exports, a group of three 
Swiss companies and the leading 
Swedish company. No German 
companies belonged in 1946, hut 
some may have joined since. 

The method of giving everybody 
“ unrestricted access ” to world 
markets is to divide such markets 
into two sections-the home market 
of cartel members and markets that 
have no members in the group. 

In the markets of members no 
other member may sell below that 
member’s price-the, “member” be- 
ing itself a cartel that sets national 
prices or has them set by Govern- 
ment machinery, which it usually 
controls. In  other markets no 
member may sell below an agreed 
price list kept up to date by a 
permanent secretary. 



Fiscal Policy and Monetary Policy 
Must March in Step 

By W. M. SCAMMELL 
Lecturer in Economics, University College 

of Por th  Wales, Bangor 

Full ernplo,ymPnt cannot be achieved by the techniques of taxation alone: 
interest rates rniist also be used 

F I S C A L  policy is now the main in. 
strument of government for 

regulating the flow of incomes. It 
is still early to make any sweeping 
claims on its behalf, but.  already 
enough has been seen to indicate 
that, intelligently used, it is a 
powerful weapon. The moderate 
success which has attended Sir 
Stafford Cripps's policy of disinfla- 
tion, and the recovery of the Ameri- 
can economy from the mild recess- 
ion of early 1949. both indicate how 
effective fiscal policy can be. 

Yet we must temper our enthu- 
siasm a little. The world economy 
of 1950 is very dicerent from that 
OF the 'thirties. To the United 
States economy Marshall Aid, and 
to the European economies de- 
ferred demand, capital arrears, and 
shortages of consumer goods. have 
all served to keep demand and 
activity at ultra-high levels. 

I t  must be remembered that bc- 
tween 1933 and 1939 President 
Roosevelt increased the National 
Debt of the United States by 24.000 
million dollars without bringing the 
economy within sight of full em- 
ployment. Certainly in the next ten 
years we shall have to fight hard to 
maintain the steady employment of 
91 per cent. of the labour force. 
which is generally recognized as full 
employment; and, with the struggle 

impending. we should do well Io 
examine carefully the weapons we 
intend to use. 

Only a small minority would now 
wish to return to the use of 
monetary policy-bank rate changes 
and credit restriction-as the major 
instrument of overall control. Hut 
there are many who wish to see 
monetary policy used in a subsidiary 
role and as an adjunct to fiscal 
policy. I t  is argued that, by a suc- 
cessful marriage of the two. com- 
plete control of both income-flow 
and monetary supply would be 
achieved: private investment would 
be influenced by the relation of the 
interest rate to marginal efficiencies 
of capital, and certain of the dircct 
quantitative controls on capital ex- 
pansion might be dispensed with. 
It is worth while examing this prob- 
lem. 

Simple Recipe . 

Government policy since the war 
has relied on budgetary weapons 
backed up by direct controls, and 
no attempt has been made to use 
monetary policy. The recipe has 
been simple: let bilateral agree- 
ments and rigid exchange control 
govern the foreign situation, and 
let budgetary manipulation and cnn- 
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trol of capital outlays govern the 
domestic. 

But even a glance at the pub- 
lished figures of the clearing banks 
is sufficient to show that. through- 
out the last five years, monetary 
trends and fiscal policy have been 
at variance. During the chancellor- 
ship of Dr. Dalton monetary ex- 
pansion was blithely permitted. 
side by side with heavy Government 
expenditure and investment pro- 
grammes. The credit pump was 
continually primed by great in- 
creases in the amount of purchasing 
power. Between December 1945 
and December 1946 the increase in 
hank deposits was f835 million. 

Inflation Check 

Moreover the coming of Sir 
Stafford Cripps. while it brought 
the policy of disinflation. did little 
to check the increase in the volume 
of money. Sir Stafford in his first 
year of office checked the inflation- 
ary expansion by a budget surplus; 
but one is forced to ask how much 
more flexible he might have made 
the economy had he not allowed the 
volume of bank deposits to increase 
by a further1 f266 million during 
1948. 

This laxity in monetary manage- 
ment was. to say the least of it, 
reprehensible. Nor is there any 
sign as yet that the Government is 
co-ordinating its policies. The rigid 
adherence to low interest rates, 
even after devaluation and in face 
of the fall in the prices of securltles, 
indicates that no change need he 
looked for. The Chancellor in his 
Budget speech has admonished the 
local authorities for overspending. 

How can he expect them to do  
otherwise as long as funds are avail- 
able from the Public Works Loans 
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Board at  least a point lower than 
they are available to private busi- 
ness, either from thc banks or on 
the issues market? Here surely is 
an inconsistency in Government 
policy. Further, it is an inconsist- 
ency which is not easily excusable, 
for State control of the Bank of 
England means that the reins of 
monetary as well as fiscal policy are 
now in the same hands. The 
responsibility falls entirely upon the 
Chancellor of the Exchequer. 

Perhaps some faint hope may' be 
drawn from the declining rate of in- 
crease in bank deposits and from 
the .terms of the recent conversion 
of the I $  per cent. Exchequer 
Bonds. The rate at which the new 
Exchequer Stock was issued; the 
fact that the Government chose to 
repay by a new issue of medium- 
term stock rather than by additional 
Treasury Deposit Receipt borrow- 
ing: and the passivity of the 
Treasury in face of the decline in 
gilt-edged values, may all be con- 
strued by some people as signs that 
the tide of Ministerial opinion is on 
the turn. 

Difering Policies 

But one has only to set against 
these hopeful indications the Chan- 
cellor's refusal (reiterated in  his 
Budget speech) to increase the lend- 
ing rates of the Public Works 
Loans Board. and lo bring short 
term rates up into line with the 
rates now prevailing in long- and 
medium-term securities, to realize 
how far monetary policy still is 
from agreement with general econ- 
omic policy. 

What should be the role of 
monetary policy if the main aim of 
economic policy, viz., full employ- 
ment, is to he pursued by fiscal 
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means? Briefly the aims should he 
two : first to neutralize the effect of 
nionetary forces and allow fiscal 
measures to work untrammelled: 
and second, to reinforce fiscal 
golicy when it is insufficient or slow 
to act. 

Reference has already been made 
to the first of these aims and lo the 
way in which the Government has 
transgressed. Obviously if a policy 
of.disinflation is heina pursued by 
fiscal means it is rank folly to create 
such a supply of money as will en- 
courage capital outlay and necessi- 
tate intricate and costly physical 
controls. 

Situntinn Reversed 

It would he no less ludicrous in 
the reverse situation to incur large 
hudget deficits by public expendi- 
ture, while at the same time the 
hanks restricted credit for private 
investment. The rate of interest 
can still act as a regulator of the 
level of Drivate investment, and as 
such it should again be used, but 
it need hardlv be said that its move- 
ments must be carefully timed and 
made to : co-ordinate with changes 
i n  Ihe level of Government outlay. 

The public finance aspect of 
chanees in the rate must also t-e 
considered in the light of prevailing 
conditions. hut this should not 
normally he the governing factor: 

It must be remembered. that there 
is no other' means save that of 
arbitrary selection by a controlling 
authority of assessing the social 
utility of particular acts ' of invest- 
nient. The rate of interest is quali- 
tative as well as quantitative in its 
efect. 

Both. monetary and fiscal 
measures must work' to the same 
end. ' The fact that the former 
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works through the monetary supply, 
and the latter through the flow of 
incomes, makes it essential that the 
two should be continually co-ordin- 
ated. Even so. variations of the 
monetary supply may frequently 
have to be made in order to estah- 
lish a particular rate of interest. 

Here again it is essential that fiscal 
and monetary policy should be con- 
stantly in step. If the Government 
attempts to preserve a low interest 
rate at a time when a contractionary 
fiscal policy is under way (as at  
present) i t  is not only encouraging 
capital outlays by allowinq the low 
rate. hut i t  is creating a large and 
inflationary monetary supply to 
preserve it ,  and thus defeating its 
main policv. 

Again the b'alance of argument 
appears to he in favour of (a) a 
more volatile. interest rate, and ( h )  
manipulation of the monetary sup- 
ply to support the rate. and to back 
up the fiscal measures. 

If we assign a more active role 
to monetary policy than that of 
neutralizinp the effects of monetary 
forces, and regard it as assisting 
fiscal policy in regulating. the t emm 
of the economy. then we must in- 
quire as to the deficiencies of fiscal 
wlicv and to what'extent monetary 
weapons can be used to offset these. 

Courage Needed 

The first and most serious draw- 
hack to which fiscal planning is in- 
herently subiect i s  that of timorous 
budgeting. due either to ' lack' of 
knowledge or lack of courage. In 
the face of a serious recession'onlv 
the most couraeeous measures will 
suffice. To embark upon isolated 
schemes of capital works will 
simply he to '  throw good money 
after had. To this situation 
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monetary policy can render no 
assistance save that of low interest 
rates and easy credit conditions 
conducive to high private invest- 
ment. The main attack must come 
from a widely conceived and care- 
fully planned system of public out- 
lays. 

There is, however. one shortcom- 
ing of fiscal policy which monetary 
policy can help to eradicate. I t  is 
i n  the matter of timing. The action 
of purelv fiscal measures may be 
slow. There is a time-lag between 
the making of primary outlays and 
the ultimate effect on incomes. For 
an expanding economy this time- 
lag is not serious. but when fiscal 
policv is used in the other direction, 
to check an excessive expansion. 
then slowness iii action is a serious 
defect. Fiscal oolicy operates in 
the medium and long term rather 
than in the short term. 

Here, it  seems. mav be a furtfier 
use for monetary policy. The cus- 
tomary monetary techniques may 
Serve as a short-term adiuster of the 
supplv of funds, of liquidity and of 
the interest rate. For example. if 
it is desired to check expansion the 
check must act auickly. In such 
circumstances a sharp rise in the 
interest rate would be an effective 
means. This deterrent rate can be 
made effective by the central bank 
mopping up the surplus cash which 
might bid for existing securities and 
force the rate downward. 

On the other hand during an ex- 
pansion any selling pressure on 
securities. tending to raise the rate 
of interest and retard borrowing and 
investment. could be offset by an 
expansion of credit sufficient to 
meet the uublic’s demand for 
liquidity. Used in this way 
monetary weapons would have a 
definite. albeit a secondary. utility. 

Two Main Points 

Two main points emerge: that 
monetary policy.still has a role to 
plav in  the implementing of econ- 
omic policy. and that the present 
Government have not availed 
themselves of it. The Government 
found it necessary. in order’ th 
secure the success of devaluation. 
to make still more strenuous efforts 
to control inflation and prevent the 
temwrarv advantage of devaluation 
from being dissipated in a rising 
spiral of. costs and prices, and these 
efforts have been continued in the 
recent Budget. 

Whether the specific measures 
taken are in themselves sufficient is 
debatable. but one thing is certain : 
unless the Government reinforces 
its fiscal policy and makes it an 
effective instrument. it runs grave 
risk, not only of failing now. but of 
bringing the use of fiscal weapons 
into disrepute and having them put 
aside for all time. That surely is 
not desirable. 
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Progress Report on Britain's 
Post- War Capital and 

~o us ing Pro b le rns 
n y  PROFESSOR E. A. G. ROBINSON 

(Cambridge) 

WHAT progress has been made in ately assessed from the information 
overtaking arrears of mainten- that is available: the population has 

ance and replacement of fixed capi- changed in  age composition as well 
tal and the replenishment of the de- as in numbers; certain services need 
pleted stocks of working capital? not be increased proportionately 

At the end of the war it was esti- with population; in some other 
mated (see article* by Professor respects we may be involved in a 
Paish in the Bullefitt of February more than proportionate increase. 
10th. 1947: I have rounded some The total of capital assets at 
of his figures) that capital at home home in 1938 was of the order of 
had been reduced to the extent of f30.000 million at prices of 1945/6. 
about f 1.500 million by war damage It would have required something 
on land and to shipping and to the of the order of €1.800 million of net 
extent of about €3.000 million by investment at those prices to cover 
reductions of industrial and public the increases of population. In 
utility capital in the forms both of addition, the higher level of activity 
lixed and working capital. of our economy requires a greater 

Both these figures are at the volume of fixed and circulating 
approximate costs of replacement capital. 
of 1945/6. The figures do not, of There are now about I l t  per 
course, include the loss of foreign cent. more men and women in civil 
assets, nor do they cover the very employment than in 1938. The 
substantial reductions in domestic capital equipment of 1938 in some 
durable goods. respects showed signs of being in- 

adequate to the needs of the popu- 
at  prices of 1945/6, it would have lation of 1938. even at 1938 
required about f4.500 million to standards of capital per head. In  
restore the volume of capital at 1937 the country manifested many 
home that the United Kingdom of the signs of a boom despite an 
possessed in 1938. But in various average of 10.6 per cent. of unem- 
Senses that amount of net invest- ployment. There cannot have been 
ment would not have left the coun- a large margin of unused capital. 
try as well equipped as in 1938. If we wish to estimate the cost of 

In the first place there has been restoring the pre-war capital per 
growth of a little over 6 per cent. in head of those in civil employment 
the population. The exact capital we must add a further 54 per cent. 
needs to cover this cannot be accur- of the capital assets devoted to in- 

In very round figures, therefore. 

R o m  Brit;rh Economic Policy. 19454950. by E. A. G. Roblnron ordried by A. D .  Roy. London and Cmbrldgr 
Eeommlc Service. Ma 1950 
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dustrial purposes (over half of the 
total of f30.000 million) beyond the 
G per cent. provision for the growth 
of population; this would amount 
to about a further f 1,000 million. 

The above calculations, which 
are inevitably no more than very 
rough approximations, may be sum- 
marised as follows: - 

ESTIMATED COST O f  RESTORING 
CAPITAL EQUIPMENT TO PRE-WAR 

LEVELS 
(At pricu of 1941/46) 

L Mn. 
(1) Making Good War Drrnope ... 1.300 
(2) ArmnoFRcpnin .  Mnintcnnnccand 

Rcnlcnirhment of Stocks ,,. , .  3 . m  
(3)  Provision for Populalion Gmwh ... 1.800 
( I )  Provision for Growth of Civil Em- 

ployrn~nt beyond (3) ... ... 1.m 

What inference can be made from 
these estimates? In very broad 
terms, we may say that the net in- 
vestment made since the war will 
by the end of 1950 have done a 
little more than cover the war dam- 
age, the wartime arrears of main- 
tenance and replacement, and the 
war-time depletions of stocks. At 
the present rate of investment, we 
shall not have made provision for 
the growth of population since 
1938 until after the end of 1952 
and we shall not. in the fuller sense 
described above, have restored the 
level of capital per head in industry 
and public utilities to its pre-war 
standard until sometime in 1954. 

It is only thereafter that we shall 
begin to raise our pre-war standards 
of capital equipment generally. 

Did This Inspire The Schunian Pian? 
By GUNNAR MYRDAL* 

N the interest of consumers and of international action undertaken to I the cost structure of European in- provide a more constructive s o b  
dusky in general, it is highly desir- tion for the pressures lo which 
able to maintain an effective inter- cartel organisations are often a 
national body. with the participa- response. I consider the develop- 
lion of importing countries, which ment of an effective market policy 
can exercise some degree of over- to be an important problem which 
sight over the coal market. An should be faced in the future by the 
effective Committee combining pro- Steel Committee. One step which 
ducers and importers. working with- might be contemplated is a special 
in the framework of the United commodity agreement for the Euro- 
Nations, with the lack of secrecy pean steel industry. 
guaranteed by that fact, and exer- The main purpose of such a n  
cising a judicious influence on the agreement would be to widen the 
market in the interest of stability, of market, and to ensure fair and ade- 
improving productivity. and of quale competition for steel products 
maintaining the lowest possible among signatory countries. In 
economic level of prices, could con- such an agreement the governments 
tribute much to the economic wel- might consider special provisions 
fare of all peoples. for market stability, at price levels 

In .  view of the history of the which would promote consumption. 
European steel industry, attempts lo while providing reasonable incen- 
organize a new steel cartel are like- tives for expansions in capacity, in- 
ly to develop. in the absence of vestment. and for reductions in cost. 



Econoniics of‘ Rent Restriction 
by Profcssur 17. W. 1’AISI.I 
(University of London) 

,411 p r t i e s  ridinit tkat rent resrricriun h a s  c r ~ x t ~ c d  inrolar,tble 
~r,iur~relics und injtistices. Professor P&h strggcsts rornedies n t r d  

( I  rcritrn to the Act of 1923 if  the  real remedics are pditicnlly 
impossible 

RoFI:SSoR Paish begins by point- 
ing. out how little attention the 

economic aspects of Rent Restric- 
tion have attracted. considering their 
imporiance in the economic system. 
After sketching the history of Rent 
Restriction ‘legislation he discusses 
the many. legal difficulties. anoma- 
lies and injustices which result from 
the various Acts which have been 
passed since 1915. 

‘’ If the Rent Restriction Acts are 
a lawyer’s nightmare,” he ‘writes. 
they offend at  least as much against 
the ordinary standards of equity. 
Of three identical houses in the 
same road, one may be let at  10s. 
a week under .the old control, the 
second at  15s. under .the new con- 
trol, while the rent of the third, let 
for the first-time since the War. 
may be 25s. or more. 

“There is ,no guarantee that the 
poorest tenant rents ,the cheapest 
house, or the poorest landlord owns 
the dearest one. Indeed, the land- 
lord of the chcapcst house may well 
be poorer than his tenant, for 
hcforc 1914 small house property 
was a favourite medium for the in- 
vestment of small savings. 

“ But the inequity of the present 
system as between tenant and ten- 
ant, or between tenant and landlord, 
fades into insignificance as com- 
pared with the inequity as between 
those who are lucky enough to have 
rent-restricted houses and those who 
318 From Lloyd: BankRtn, 

have no houses at  all. I t  is an 
econoniic truism that the lixing of 
maximuni prices without the im- 
position of rationing normally 
results in part of the demand at  thc 
fixed price going unsatisfied. Even 
if the maximum rents were com- 
pletely consistent as between them- 
selves this difficulty would remain. 

*‘ Since 1939, money earnings and 
niost prices have approximately 
doubled; controlled rents (apart 
from increases in rates) have not 
risen at  all. Thus, in real terms, 
thc rents of some R+ million houses 
out of tlic 13 millions of pre-war 
houses have been approximately 
halved. 

Enormous Demand 

“Is  it to be wondered that the 
demand for houses to let at  con; 
trolled rents is enormously in excess 
of the supply? Is it surprising that 
rent-restricted houses are used less 
economically than they would have 
been if rents had risen in proportion 
with other prices and incomes, and 
that an unsatisfied demand is 
squeezed out, to be concentrated on 
the other sectors of the market- 
local authorities’ houses, furnished 
accommodation, and houses avail- 
able For purchase with vacant 
possession?” 

The two main economic disad- 
vantages arc the impairment of the . .  

i w ;  Londmr. A p d ,  19SO. 
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landlord’s ability and ‘incentive ‘ to  
maintain premises in  good condi- 
tion and the impediments which the 
Acts place in the way of the mobil- 
ity of labour. Professor Paish 
analyses the proposals for reform 
which have been put forward, not- 
ably those given in the P.E.P. pub- 
lication of November 1949 (re- 
viewed in The Ecoriomic Digest of 
January, 1950) and the suggestions 
made in Mr. Roy Harrod’s book 
“Are These Hardships Necessary?” 

Various suggestions have been 
made to deal with the problem of 
immobility. I t  might, for inslanee, 
be possible to make people more 
mobile by giving to anyone who 
surrendered the tenancy of .a’house 
priority ‘for a new tenancy, whether 
in his own district or elsewhere. 
Such a measure, however, would 
encounter insuperable political diffi- 
culties; for to.give a new-comer in 
the district priority over existing in- 
habitants, some of ‘whom ‘had 
waited perhaps for years, would 
reveal far’too plainly the in~ustice 
of the present system towards those 
who are not lucky enough to have 
a house. No solution which does 
not make a serious, attempt to deal 
with this injustice either has or 
ought to have any’ chance  of^ accep- 
tance. 

. . .  

M r .  Harrod’s Plan 

A similar objection can be madc 
to thc otherwise most valuablc sug- 
gestions made by Mr: Roy Harrod 
in his book. Are These Hard,ship.s 
Necessary? “ Mr. Harrod suggests 
that the Acts should - b e  repealed 
and rents be allowed lo rise to their 
full market .level. but that .for a 
period of,  10 years the landlord 
should be taxed the whole. of the in- 
crease and the proceeds hanaed 
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back to the tcnant, who would rc- 
ceive them whether he stayed in 
that house or not. At the end of 
ten years. some readjustment of 
wages or taxes could be made, so 
as to avoid any transfer of income 
from the poor to the rich that the 
abolition of the old system might 
entail.” 

Serious Deficiencies 

“While Mr. Harrod’s scheme 
would d o  much to remedy thc dis- 
advantages of the present system, 
and would largely solve the prob- 
lem of mobility. i t  has three serious 
deficiencies. The first of these is 
that it does nothing, for at least ten 
years. to make the landlord better 
able to provide for the increased 
cost of repairs; for the heavy tax 
would be just as efficient a pro- 
moter of slums as the present res- 
triction on rents. Secondly, i t  per- 
petuates the random distribution of 
the subsidy between tenants, regard- 
less of their means, so that a tenant 
with a larger income or smaller 
responsibilities might well receive a 
larger grant than one poorer or 
more burdened. 

“Most serious of’all is the ditli- 
culty that. while the injustice to the 
man without a house would ‘in fact 
be somewhat’reduced by making it 
possible for him to get one at  the 
full market rent, Mr. Harrod’s 
scheme would make the remaining 
inequity ‘explicit and therefore ‘less 
acceptable to public opinion than 
the even greater inequity implicit in 
the existing system. 

“ W e  have only to think of the 
feelings of a man who is’on the 
point of getting a house, for which 
perhaps he ‘has been waiting for 
years, at  a controlled or subsidized 
rent. and who suddenly learns that 
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its rent has riscn by fifty or a hun- 
dred per cent. He will receive no 
compensation for the rise in rent of 
a house he has never inhabitated, 
while his next-door neighbour, who 
got his house perhaps a month ago. 
will receive an allowance which is 
not only sufficient to cover the rise 
in his present rent but which he will 
rctsin in full if he moves into a 
cheaper house. The resentment 
against treatment so obviously un- 
lair would certainly prevent Mr. 
Harrod's scheme from being put 
into force as it stands. 

Fair Shares 

'' Any scheme, to be logically de- 
fensible. must endeavour to deal 
with the difficulties which Mr. 
Harrod's scheme ignores, as well as 
with those which it resolves. Land- 
lords must be given a sufficient 
share of the increases in rent to en- 
able them to maintain their 
premises in repair, and the benefits 
of the amounts collected in. !ax 
must be shared, not only by existlng 
tenants, but also by those who are 
without permanent accommodation. 

" To meet these points would in- 
volve two substantial departures 
from Harrod's scheme. In the first 
place, the landlord, instead of pass- 
ing on the whole of the additional 
tax collected would be allowed to 
retain, say. 25 per cent. of the addi- 
tion as provision for repairs, pro- 
vided that the premises were in fact 
kept in a condition satisfactory to 
the local authorities. 

"The second difference would be 
that, instead of using the proceeds 
of the tax to subsidize only existing 
tenants, the Treasury would ' use 
part of it to supplement incomes in 
accordance with need, by increasing 
children's allowances, old age and 

other pensions, and so forth, and 
the remainder lo reduce the general 
level of taxation. They would thus 
increase all net incomes, but especi- 
ally those of people least able to pay 
the increased rents. 

" I t  might very well happen that 
the incomes of people with large 
families of children would be in- 
creased by more than the increase 
in the rents of their existing houses. 
so that they would be able to afford 
to move into the larger houses vaca- 
ted by people without families now 
finding it advantageous to move 
into smaller ones. 

"There is one further measure 
that would be needed to make this 
suggested scheme complete: Since 
all members of the population 
would benefit, in greater or less 
degree, from the increased allow- 
ances and reduced taxation, to im- 
pose the landlord's tax only on the 
owners of rented houses would 
mean subsidizing owner-occupiers 
at the expense of tenants. Owner- 
occupiers would, therefore, also 
have to be made liable for land- 
lords'.tax on their own houses to 
provide the means of financing the 
benefits which they, as a class, 
would receive from higher allow- 
ances and lower taxes. 

Assessing Tax 

" One of thk major practical difi- 
culties of the scheme would be to 
assess the tax on owner-occupiers 
in such a way that it would be both 
fair as between different owner- 
occupiers and would yield 8n  
amount sufficient to finance the 
benefits which they collectively 
would enjoy. This task of assess- 
ment would be considerably eased 
after 1953, on the completion of the 
re-assessment. on a more consistent 
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basis. of rateable values through- convert the larger houses, with 
but the country. relativcly Iowcr rciits and therefore 

relatively lowcr landlords’ taxes. 
Arlunntngcs .into maisonettes or flats for small 

families. Thus, the number cf 
“ The proposals here put forward dwellings available for letting 

seem on the whole to conform fairly would be increased at a fraction of 
well to the three criteria enunciated the cost of huildina new houses. 
above-administrative convenience, 
equity as between persons and 
classes and economic desirability. 
To calculate the tax payable on a 
rented house only two factors 
would need to be known-the rent 
paid on the date on which the new 
regulations came into force and the 
rent paid in the current year. The 
whole of the elaborate legal frame- 
work of the existing Rent Restric- 
tion Acts would fall away. 

“The  economic advantages of 
the change would include not only 
the restoration of mobility hut also 
an increase in the supply of the 
sizes of houses and flats most in 
demand. As people in houses too 
large for them tried to economize 
by moving into smaller premises, 
rents of the larger houses would 
fall relatively to those of the smaller 
ones. 

“This would not only make it 
easier for people with large families 
to occupy the larger premises, but 
would make it more profitable to 

The tax on such conierted premises 
would continue to be paid at the 
rate appropriate to the whole house 
before conversion. 

“ It must be emphasized that this 
scheme. if adopted at all, should he 
adopted as a whole. The omission 
of any part of it would destroy its 
balance. so that the introduction of 
the remainder might well serve 
merely to import new injustices in 
place of the old. 

“ I f  neither this scheme nor Mr. 
Harrod’s is regarded as politically 
practicable, the simplest alternative 
would he to return to the methods 
of the Act of 1923. These would 
include some immediate increase in 
rent for landlords who kept their 
‘premises in adequate repair and the 
release from control of any premises 
which fell vacant.. As a statutory 
tenancy can he inherited only once, 
it then should not take more than 
two generations to rid ourselves of 
the disastrous incubus of the Rent 
Restriction Acts.” 

EXTRACTION OF SILVER FROM INDIAN COINS 

The Pinnnce nlinister of Indin has staled in l’orliilment that n epecinl 
rennery. costing about 6,000.000 rupees, was being set up Io extrnct silver 
from the quaternary silvcr coins, which weic being rcplneed by nickel wins. 
Thcre were nhout 600,000.000 OZI. of such alloy coins containing BM),OM).0000 
OW of ~ Y C I .  This inclt~lcd coins in eircihtion in I’nkistan, reeovery of 
which wns gorernc’d hy the forrnulns rvolved a1 the time of the partition of 
Indi8i. 

From : “7% Hindu; I p r U  2. 1950. 
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Rent Rebates Proposed Instead 
of House Subsidies 

i i i i  P.E.P. broadsheet “ A  New 
Policy for Housing Subsidies ” 

rurnmariscs sonic of the facts statcd 
and thc cnnclusions reached in  two 
carlicr studies - ‘‘ Rcnt Control 
Policy” and “Economics of the 
Council House ”-which were re- 
viewed in the January 1950 and 
April 1950 numbers of The Econ- 
omic Digest. The third study out- 
lines a new system which amounts 
to a change from a system of sub- 
sidies attached to houses to a 
system of rent rebates graduated 
according to necd. Three possible 
methods of approach to the prob- 
lem are described as follows : - 

“ T h e  present payment to local 
authorities of a fixed subsidy per 
house might be continued, but the 
authorities could be asked to charge 
rents on the new principle; that is. 
rcnts based on the unsubsidised cost 
of the houses to those who could 
afford them, with rebates to those 
who could not. This procedure 
would have the obvious defect of 
accumulating surplus funds in dis- 
tricts where the level of earnings 
was high, while in areas of low 
earnings it might be impossible to 
finance rent rebates on the approved. 
scale. 

“ T h c  second method would in- 
volve a more drastic break with the 
past and for that reason may be’ 
considered ‘less practicable and less 
desirable. All existing subsidies 
would be taken into a national pool. 
either at once or gradually, and re- 
distributed to authorities as they 
needed them. This would involve 
rcpcaling those sections of the vari- 
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ous Housing Acts under which sub- 
sidies on prc-war houses were gran- 
ted. which might be considered a 
brcach of faith with local authori- 
tics. In any case, until the new 
system was working smoothly it 
would cause considerable disloca- 
tion in the revenue side of housing 
accounts. Under such a scheme 
local authorities would lose most of 
the responsibility for one of their 
major functions and would be left 
only with the details of its adminis- 
!ration. For these reasons its in- 
troduction would alniost certainly 
be resisted both by local authorities 
and by tenants. 

Practical Method 

“The third, and probably the 
most practical, method would be for 
all the existing subsidies to be paid. 
as before, to local authorities, but 
for no further subsidies lo be given 
in respect of houses built in the 
future. The authorites would 
assess rents and give rebates as in 
the first method, and the central 
government would then share with 
them the burden of any overall 
deficit in the housing account, 
possibly in the same proportion as 
applies to present subsidies-one 
quarter local authority and three 
quarters central government This 
would limit the proportion of the 
burden which the local authorities 
would have to bear, while a t  the 
same time it  would discourage them 
from being too lavish. It would 
ensure that the subsidies were distri- 
buted in an effective manner. with 

sidk,: P.E.P.. Lnnrlon. April 24, 1950. 
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the least upset to local authority among different local authorities. 
finance, and have thc further merit contribution Of the 

govcrnnicnt could bc made depznd- of climinating thc financial incqual- clit upon the local authority 
ity arising from the varying ratios plying, limits, to a nationally 
of pre-war to post-war houses determined scale of rent rebates.” 

1. 
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A Fifteenth - C entu ry 
Holding Company 

The Story of the Meclici Bank 
ny ARMANDO SAPAN 

THE branch of the Medici family 
known as that of Giovnnni di 

Bicci (the anceslor of Cosinio, 
Piero and Lorenzo the Magnificent) 
werc bankers, industrialists and 
coninierciants of  Florence who to- 
wards 1430 extended their activities 
beyond their native city. By 1460 
Cosimo de’ Medici had partnerships 
in Venice, Rome, Milan, Uruges. 
London, Geneva and Avignon. 
The firms’ representatives transacted 
deals in almost all other markets in 
Europe and even in the East. 

The Medici had three factories in 
Florence producing tine woollens 
and silks which were exported to 
the English. French. Burgundian 
and Papal Courts. They carried on 
an entrepot tTade in wool from 
Britain, .Flanders and the Near 
East. and in silverware, dyestuffs 
and foods such as spices, fruit and 
olive oil. They even imported 
tenors from Antwerp and Cambrai 
to sing in the Florentine churches, 
and dealt in art treasures from all 
parts of the Continent. 

The rise of banking activity in 
Italy is traced to, the closing of the 

old trading routes lo the East when 
Asiatic xenophobia extended to Ihs 
Ncm and Middle East. Vast capi- 
tals of commercial origin sought 
new uses. Some fed traditional in- 
dustries and increasing military 

Monopolies are not a speciirl 
feainre of twentierh cenfnry cupi- 
tulisnt Five hundred years ugn 
a branch of the Mcdici family 
began to  extend their banking 
activities beyond their native city 
nf Florence. 13y 1460 Cosinto 
de’ Medici hail partnerships in 
Venice. Ronre. Milan. Bridges. 
London. Geneva and Av;gncin, 
und representutives of these firnrs 
dealt in almost all tlieir inarkets 
in Europe and the East. 

Thirty years later the hank 
was broken-brought low by 
politicul loans, slackening cf 
brunch discipline and the weak- 
nes.s of bi-rnetdlism. There was 
also the unholy alliance with 
Pope Piirs I1 which sought-and 
failed-to creme a nionopoly in 
alrnn. 
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needs, and some flowed into bank- 
ing chaniicls. now swollcn by the 
increased political activity of prin- 
ces, who hcgan to feel thc need for 
loans on a large scale. 

By 1469, Florence alone had over 
thirty large banks. headed by that 
of the Medici. The banking system 
consisted of four kinds of institu- 
tion: 

1. The banks giving short loans 
on security of personal property. 
As these charged usury, they were 
predominantly Jewish and required 
a licence from the Church. eventu- 
ally restricting them to a maximum 
rate of interest of 15 per cent. 

2. The “retail banks,” which 
seem to have dealt in precious 
stones and gold, granting, but only 
rarely. loans on security of 
jewellery. and taking time-depsits 
at about 10 per cent. interest. 

3. The “merchant banks,” real 
deposit and transfer banks, acting 
also as money-changers. 

4. The ‘‘ big banks ” (banchi 
grossi), combining trade and manu- 
facture with exchange dealings. 

Exchange Risk 

The mediaeval bill of exchange 
was usually payable according to 
customary usuances-that between 
Italy and London was three months. 
The discounting of bills as done to- 
day was regarded as usurious. and 
therefore the bankers introduced an 
element of exchange risk by glving 
o r  receiving in return for bills other 
bills payable in a different place in 
a dilferent currency; this ruse hid 
the stain anathematised by the 
ecclesiastical courts. 

The Medici Bank was organised 
on holding company lines. The 
central bank and the branches were 
separate entities, hut administrative 
control was exercised by the Floren- 
tine headquarters. This form grew 

out of the fact that the branches 
werc capitalised by the Medici i n  
partnership with other bankers. the 
former however holding the 
majority. share. 

The Medici alone directed policy, 
chose personnel, granted powers of 
attorney, and made decisions to 
wind up any bank. This close-knit 
Structure was in contrast to the 
hitherto loose a n d .  niultiform 
partnerships of earlier banking. 
Branch management was not en- 
trusted to salaried managers 
but to local minority partners en- 
titled to shares in the profits. 

The capital of the banks was in- 
significant beside the turnover. The 
niain operating funds canie from 
tinic deposits requiring six months’ 
to a year’s notice of withdrawal. 
There is some doubt as to how 
interest was credited, as there is 
mention of a remuneration varying 
with profits, which would give these 
deposits more the nature of shares. 

The credit instrument favoured 
by the Medici was the bill of ex- 
change, and to record their ex- 
tensive transactions in this medium 
a technique was evolved which is 
still used. “Nostro” accounts were 
opened for each client having two 
columns each side, the record be- 
ing kept in both the local and 
foreign currencies: “ Vostro ” or 
“ Lor0 ’’ accounts were also opened 
and kept in the local currency only. 
The hranch headquarters and inter- 
hranch accounts were similar. 

As a result of the decline’of trad- 
ing fairs during the fourteenth 
century, selling on commission be- 
came important and afforded the 
Bank another source of profit. I t  
linanced joint ventures with other 
merchants and evolved the tech- 
nique of the joint venture account 
exactly in its modern form. 

To the Medici, as to the niediaevnl 



MEDIC1 BANK 325 
bank generally, the yearly balance- 
sheet marked not merely a suitable 
point in the continuous existence of 
the business, but a technical dissolu- 
tion of the “old ” partnership and 
the inception of a “ n e w ”  one. 
New books were opened, and 
although the “ new ” partners were 
usually the same persons. the “ old ” 
partnership was credited with 
balances due. which it was the 

new ” partnership’s duty to “ pay 
off” as transactions begun the 
previous year were completed. No 
alterations to the partnership 
articles could be made except a t  
balancing time. 

The Bank was at  its zenith under 
Cosinio the Elder in about 1466; 
it declined under the niagniticent 
Lorenzo. and came to an end in 
1494. Between 1464 and 1466 two 
great ventures. daring but well- 
planned, were undertaken. 

The first, in shipping. failed. 
Three galleys, built for an abortive 
Crusade, were bought up and con- 
verted into merchantmen. It was 
hoped that, based on Pisa, they 
would voyage profitably to and from 
Ihges .  Rhodes and Constantinople, 
but results were .disappointing. 
Florence’s bid for shipping suprem- 
acy had to be postponed until much 
later. 

“ 

Alum Enterprise 

The second, their alum enterprise, 
was on a much larger scale. Alum, 
used both for softening wool and 
for fixing dye at a later stage of 
manufacture, came chiefly from the 
Middle East and was in the hands 
of the Genoese. But Turkish in- 
roads shut off these supplies. 

I t  was with exultation that Pope 
Pius 11, himself of a banking family, 
announced t.he discovery of rich 
deposits on Papal lands near Civita- 

vecchia. Exploitation of this local 
alum was to be accompanied by all 
the machinery of monopoly and 
output regulation, and to this end 
the Medici came to the help of the 
Papal Office. 

The Medici Bank‘s Rome office 
acquired shares in the mining com- 
pany which regulated output. The 
Pope was given royalties on produc- 
tion and two-thirds of the profits. 
The alum was sold through the 
widespread Medici branches. 

Meanwhile all Christians were 
forbidden to buy alum from areas 
over-run by the infidel Turks, on 
pain of confiscation and exwm- 
munication. All Christian princes 
were ‘‘ rcqucsted ” to prevent im- 
ports of alum exc.cpt that of the 
cartel. 

Monopoly Threutencd 

The monopoly was soon threat- 
ened by the mines of the Neapolitan 
island of Ischia; but an agreement 
to share the market by fixing prices 
and outputs by quota and assigning 
selling-areas was made. 

The dream of huge profits was 
dispelled by two facts. First, the 
monopoly was not complete: Eng- 
land, for one, remained outside. 
Therefore prices could effectively be 
raised above those ruling in neigh- 
bouring countries which imposed 
no restrictions as to the source of 
alum. 

Second, what rises in prices were 
imposed encouraged contraband, 
and even the threat of ecclesiastical 
censure did not prevent Christians 
from accepting the cheaper. if 
Turkish, commodity. 

This bold attempt was the fore- 
runner of the sixteenth-century 
monopolies and rings like those of 
the Fuggm and the Merchant 
Adventurers. Further. it revealed 



. ,  

thc lack of scruplcs shown by the 
Church in promoting monopoly. a 
violation of the principle of the 
jiistuni pretiunt. 

The .cracks 'which began to 
appear in the structure of the 
Medici organisation had many 
causes. There were the excessive 
loans to sovereigns. Warning 
should have been taken of past 
loans, for many a hanker had come 
to grief this way. But the fact that 
even long after the fall of the 
Medici, the Fuggers were still 
financing Charles V. leads us to 
believe that it is sometimes not 
possible, however advisable it may 
be. to avoid known dangers. 

To carry out their economic 
policies, bankers needed the 
sovereigns' good-will; in exchange 
for permits of residence. of exploit- 
ation, of export and import, they 
gave the princes much-needed credit 
for their political policies. Again. 
the merchants of that time did not 
distinguish between political and 
cconomic ends. and often filled 
official positions of state in which 
the interests of both their private 
and their public business were un- 
ashamedly intermingled. 

There is no doubt that th- 
Medici were aware of the thin .ire 
of princely credit. The partnership 
articles for the Bruges branch for- 
bade loans to princes, lords, ecclesi- 
astics or State officials. But in 
1471 spccial permission camc from 
Florencc lo lend up to fG,000 groat 
to Charles the Bold. and two years 
later this limit was completely re- 
moved. , . . Thus was the Trojan 
Horse introduced into the apparent- 
ly impregnable Medici fortress. 

But internal decay contributed 
too. The organisation became too 
unwieldy for the family head- 

quarters to control. Lorenzo's pen- 
chant towards art and politics led 
him to relax the reins into the 
hands of the local branch managers. 
The overall vision, the driving cen- 
tripetal and centrifugal forces. 
weakened. 

A further cause was the rise in 
the value of the internationally 
acceptable gold florin as the silver 
currency was debased and devalued. 
Profits on transactions fell, heavy 
losses were sustained on remit- 
tances, and liabilities increased 'is 
deposits rose in value. The only 
way out, a reduction in interest 
rates. was one which, the Medici 
feared, would adversely affect their 
credit. Not until no interest was 
possible was the desperate situation 
revealed. 

To sum up: political loans. a 
slackening of branch discipline and 
the weakness of bi-metallism 
brought the Bank low. The Bruges, 
Lyons and London branches failed 
towards 1478. 

Meanwhile the founding family 
occupied itself with the more amus- 
ing business of collecting works of 
art and acting Maecenas to Floren- 
tine writers and painters. Such pur- 
suits are always expensive; soon the 
banking vaults were drawn on. 
The magnificence of Lorenzo was 
patrimonial prodigality. The in- 
herent stability and funded strength 
of the organisation are proved by 
the fact that not until 1494 did thc 
Bank finally crumble. In that year 
Piero di Lorenzo was driven out of 
Florence and the Medici estate was 
sequestrated. The undertakings of 
the family were found to consist 
chiefly of deficits. the worst being 
that of the Rome branch, where the 
net liabilities amountcd to 11.243 
florins. 
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Outlook for Israel 
by Dr. A. HILDESCIIEINEK 

Israel is ufi experiment i n  nation-buildrig O I L  a scale urid at U 

tempo seldom auempcd before i n  history 

THE population of Israel has now 
reached the magic figure of one 

million Jews. Nearly 350.000 new- 
comers have entered the country 
since the foundation of the state. 
Nearly 30 per cent. of them are 
from Poland, 17 per cent. from Bul- 
Faria of which the Jewish popula- 
tion has emigrated in its entirety, 14 
per cent. from Rumania, 15 per 
cent. from the Arab countries of 
North Africa, Yemen, and Aden, I O  
per cent. from Central Europe 
(Czechoslovakia, Hungary, Ger- 
many, Austria), and 8 per cent. from 
Turkey. 

The moulding of this disparate 
human material into a homogeneous 
nation is the great task which Israel 
has undertaken. For emotional and 
ethical reasons the doors have been 
held wide open for thc sick and the 
aged. Many of the newcomers are 
tubercular or suffering from malnu- 
trition. Some of them are mentally 
sick or incurable. Hospitals are 
overcrowded. Housing is inade- 
'quale and more than 80.000 new- 
comers are living in wooden huts or 
under canvas. Tens of thousands 
of others are trying to turn the 
primitive shelter of abandoned Arab 
villages into homes. 

Reduced to its simplest terms 
Israel is endeavouring to double its 
population within the next five 
years. I t  is as though the United 
Kingdom were to open its doors lo 
ten million immigrants a year or the 
United States to thirty million. 

In addition to one million Jews, 
Israel's borders contain 150,000 
Arabs, and smaller minorities of 
Druze and Circassians. The rights 
of non-Jewish inhabitants are pro- 
tected. They are citizens .of Israel. 
Arab representatives sit in the 
Knesset, the parliament of Israel, 
and speak freely in defence of their 
own people's interests. 

I t  is a tiny country -among the 
geographical giants of Asia. Its 
azea is less than 20,oOO square niiles 
In mandate days the size of Pales- 
tine used to be compared with 
Wales. I t  was half the area of the 
latter country. Israel is even 
smaller, because Samaria and parts 
of Jud;ea are undcr Arab control. 

Waste S p n e c s  

The new immigrants arc so far 
occupants of the land. I t  remains 
to be settled permanently. Camp 
life is wasteful and contributes noth- 
ing lo national development, and 
the cultivation of the waste'spaces is 
among the most immediate needs of 
the country. Galilee is almost 
empty. The Negev, the great 
southern waste-land. is unpopu- 
lated. 

Both the government of Israel and 
the Jewish Agency, which is res- 
ponsible for the immigration and 
settlement of Jews in Israel, arc 
striving to divert as many new 
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families as posiblc away from 
cramped cilics and crowded villages 
into the empty land area. At the 
samc time plans are afoot to extend 
the cultivable land area by irrigation 
wherc rainfall is inadequate, by 
lcrracing lo halt the agc-old process 
of erosion, and by afforestation !o 
restore the physical and chemical 
properties of a soil which has been 
cxhausted and neglected for hun- 
drcds of years. 

i .. 

t 

The Kibbuts 

Although agriculture must for 
some considerable time to come 
form the most important sector of 
the countryS economy, only a small 
proportion of the needs of the 
national larder is satisfied by local 
products or manufactures. There 
is, however, a growing force of 
experienced farmers, skilled labour- 
crs, and agricultural technicians to 
train newcomers to the land. The 
social forms of agricultural organ- 
isation, in particular the kibbufz or 
collcctive settlement, provide ready 
means of practical education in 
farming for many immigrants who 
arc prcpared to pioneer. 

Most of the settlements arc co- 
operative in structure. Agricultural 
wages in Israel are among the high- 
est in the world. For purposes of 
rapid expansion mechanical imple- 
ments are essential. The number 
of tractors. combines, and other 
agricultural machines in use in 
Israel compares very favourably 
with other.sub-tropical areas. and is 
higher than anywhere else in the 
Middle East. In addition the most 
scientific methods of soil irrigation 
are practised, while experiments in 
selection, breeding, and hybridiza- 
tion have produced new types of 
plants, cattle and poultry specially 
adapted for successful development 
i n  the climate of Israel. 

'1 

Israel's most VdlUabk agricultural 
product is citrus fruits, marketed 
cithcr in the natural state or in pro- 
cessed form throughout the world, 
chiefly to Britain. But there are 
also bananas, grown successfully in 
the tropical Jordan valley settle- 
ments, melons, marrows, egg-plants, 
and a host of other vegetables. 
Dairy farming and poultry raising 
are also flourishing industries. 

Figures of recent expansion re- 
veal the stimulus given to agricul- 
tural development by the founda- 
tion of the new state. In the past 
eightcen months 130 new settle- 
ments havc been established, 50 ~f 
them by ncw immigrants. This 
compares morc than favourably 
with the total of 257 scttlenients in 
cxislence at thc outbreak of the 
second world war. 

Industrial Prvgrcss 

Industrial progrcss has been con- 
siderably assisted by the experi- 
mental work of a number of scien- 
tific rescarch institutes, of which the 
most important is the Weizmann 
Institute at Rehovot. Other 
research groups are a t  work at  the , HaEa Technical School and the 
Hebrew University in Jerusalem. 
The government has also estab- 
lished a national scientific council 
for further development projects. 

Israel's economic planners realise 
that their country's natural re- 
sources arc limited. They are en- 
deavouring to supplement them by 
the development of highly produc- 
tive skills and crafts. Another 
small country, Switzerland, is the 
example they most frequently 
quote. 

Among carlier and more recent 
immigrants into Israel are large 
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numbers of skilled craftsmen in a 
vast variety of industries which 
depend on precision work. Some of 
them have helped to establish small 
industries in the kibburzinl, includ- 
ing carpentry. textiles, motor acces- 
sories, and ,hundreds of other lines. 
The requirements of British forces 
in the Middle East during the war 
were a great stimulus to production. 

Industrial .Experts 

Industrial experts and technicians 
settled in Israel as a result of the 
persecution of the Jews in Central 
Europe. Among them is the 
former director of. the German 
Zeiss-Ikon factories, who has 
trained new cadres for Israel's op- 
tical industry. There are also a 
number of chemists who gained 
their experience with the 1.G. Far- 
ben group, and have now set up a 
growing pharmaceutical industry 
which has already begun to export. 

Textile mills have been set up by 
manufacturers from Czechoslovakia 
and Germany. And Unilever ex- 
perts have launched the margarine 
industry in Israel. 
strange, but highly specialized pro- 
ducts of Israel's industry are false 
teeth. which have found a substan- 
tial market abroad. 

Israel is not rich in natural 
resources, but a large number of 
minerals and raw materials are 
available in conunercial quanti- 
ties. The Dead Sea. of which 
Israel controls the southern end, 

. is the source for potassium 
chloride, magnesium chloride. 
sodium chloride, magnesium bro- 
mide, and many other minerals. 
Other minerals found in Israel in- 
clude rock salt, gypsum, mangan- 
ese, kaolin, bituminous limestone, 
and asphalt. Traces of oil have 
been discovered in various parts of 1 

i 
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the country, and geologists are ex- 
amining the possibilities of boring. 

Israel has an abundance of raw 
materials for building and road con- 
struction. There is a large Portland 
cement works at Haifa which makes 
use of native chalk. But its share 
in the Dead Sea is Israel's largest 
mineral asset, and so far only its 
surface wealth has been tapped. 
Its content of potassium salts has 
been estimated at  upwards of 2.000 
million tons, which could be refined 
more cheaply here than anywhere 
else in the world. 

Limitless markets are at  hand in 
the impoverished soil of Asia and 
Africa, but for their development 
more settled political and economic 
conditions will be needed. There 
are also 5,800 million tons of mag- 
nesium in the Dead Sea, which 
could be the essential raw material 
for light-metals industries. At 
Haifa a large plant is in operation 
drawing for its supplies on the waste 
by-products of the giant refinery 
near the port. 

Oil Refineries 

When disputes over the future of 
the Haifa refineries have been 
resolved, they may play a leading 
part in Israel's growth as an indns- 
trial power. Haifa could handle 
four million tons of refined petrol- 
eum products a year, which would 
help keep going the country's indus- 
try. agriculture and transport. 

The enormous influx of new 
immigrants has created a steadily in- 
creasing, borne market for a whole 
range of products. Housing is a 
primary need. The government has 
encouraged the construction of large 
numbers of temporary dwellings 
and is importing pre-fabs of all 
types. Simultaneously, new build- 
ing schemes for permanent housing 
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have beon launched which will in- 
clude the development of new 
suburbs for existing cities and com- 
plete new towns in various parts of 
the country. 

." Full Einployrnent: 

The building trades are likely to 
be an important factor in the main- 
tenance of full employment in Israel 
for years to come. Cement, stone, 
steel, glass, wood, and a host. of 
other industries will continue, to 
employ thousands of workers. and 
manufacturers of domestic equip- 
ment and appliances will employ 
thousands more. The largest 
cement factory in the country. that 
of the Nesher Company at  Haifa, 
is turning out 500,000 tons of 
cement a year. The Phoenicia 
glass-works is working on a three- 
shift basis. 

Citrus, Israel's staple product, has 
met with some difficulties in the ex- 
port market, but the government is 
assisting growers with loans and 
subsidies, and efforts are being 
made to negotiate wage agreements 
which will give the industry a 
chance to meet foreign competition. 
Diamond-cutting, which received 
great stimulus during the war as a 
result of the German occupation of 
Holland and Belgium, has had some 
setbacks. but the basis of 'a  highly 
profitable industry has been estab- 
lished. 

New factories are under construc- 
tion to satisfy home needs. They 
will produce electric light bulbs, 
piping, refrigerators, and a vast 
number of other products. The 
Government ~ controlled railway 
shops are busy making new passen- 
ger carriages and goods trucks for 
the Israel State Railways, which are 
once again in operation. Shipyards 
are to be built, as well as assembly 

plants for motor vehicles, cold 
storage plants. and silos. 

The improvement and extension 
of the country's transport system 
are necessary prerequisites for the 
development of industry. The rail 
and road transport facilities need 
co-ordination and improvement. as 
do the postal and telephone ser- 
vices. The expanding tourist tradc 
will make further heavy demands 
on transport and communications. 
The government is actively interes- 
ted in shipping and air transport. 
Lydda is once again an important 
international airport. 

The government is faced with 
heavy financial responsibilities. I t  
has to establish the country's econ: 
omic life on a sound footing. At 
present Israel has a  heavy^ adverse 
balance of payments. The cost of 
living is extremely high, although 
heroic efforts have been made with 
some success to hold prices in line, 
and in some cases to reduce them. 
A wide variety of industrial and 
commercial expansion has been un- 
dertaken by government, the muni- 
cipalities, co-operatives, and private 
investors both in Israel and abroad. 
The need is for their co-ordination. 

The current budget is divided 
into two parts. The first provides 
for the raising of 1E40 million by 
heavy taxation. There is also an 
extraordinary budget of If55 
million for development purposes, 
which will he covered by domestic 
and foreign loans, including that of 
100 million dollars from the Ameri- 
can Import-Export Bank, gifts from 
Jews abroad, private investment. 
and capital brought into the country 
by new immigrants. 

For years to come Israel will be 
faced by the need to improve its 
balance of payments by restriction 
of imports and expansion of ex- 
ports. 



Economics of Everyday Life 

HIS book’ is of unusual interest 
T a n d  importance. Mrs. Williams 
faces the question why so few 
people think that economics is of 
any concern to them and why so 
many regard the subject as alto- 
gether beyond them or mistrust 
economic theories because so many 
have proved to be wrong and be- 
cause economists cannot agree 
among themselves which theories 
are right. 

The sort of questions the average 
person might be expected to ask are 
set out in the Introduction: 

“Need we be poor? Are we 
producing as efficiently as wc 
could? and, if not, why not? and 
how could we do better? Are we 
producing the ‘ right ’ things? 
What are the ‘ right ’ things? Who 
ought to decide this and why? Is 
specialization always a ‘ good ’ 
method of production’? and in what 
sense. ‘good ”? Might we become 
too dependent on foreign supplies 
and does this matter? 

“Is  it better to buy goods pro- 
duced in your own country’? 
‘ Better’ in what sense? Does i t  
make one richer? or safer or what? 
Is monopoly better than competi- 
tion? always? sometimes? in what 
circumstances? Why does a miner 
usually earn less than a doctor? and 
what would happen if you insisted 
that they should g e t ’  the same 
amount? Why does the Govern- 
? ? *  *fionomlu olEvrryday Life, by Gerlrudc 

men1 settle some prices and not 
others? and who settles the price if 
the Government doesn’t? 

“These are the sort of questions 
that a study of economics helps us 
to answer, and they are the kind of 
questions which underlie the issues 
on which the ordinary citizen votes 
at elections. If a motor car breaks 
down nobody but a fool expects to 
be able to repair it without some 
elementary understanding of the 
mechanism, and the economic 
system is a good deal more 
dangerous to tinker with than a car. 
Unfortunately it is also much more 
difficult to understand, and there 
are two main reasons for this. 

“ I .  The various bits and pieces 
of a car are identical in all the cars 
of one pattern, and you know 
cxactly how each bit works in rela- 
tion to the others. But the bits of 
the economic system are human 
beings who are not identical and 
whose actions cannot be precisely 
calculated or foretold. 

“2. More important than this 
variability of buman actions is the 
fact that you cannot separate 
people’s economic activities from 
the remainder of their lives, and 
that all sorts of things which arc 
not primarily economic influencc 
the way in which men and women 
behave in earning and spending 
their incomes. 

“ We are not robots, and there is 

33 1 
Willlom, Penguin Book, h r ,  1950. 
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no such thing as an economic man. 
We all live in social groups, and the 
things we value or despise, the 
kinds of behaviour that we extol or 
condemn, or simply take for gran- 
ted as natural. and the ends for 
which we are ready to make sacri- 
fices. are all products of our cultural 
codes of behaviour. 

Social Forces 

“From our earliest moments we 
are shaped by the social forces in 
which we live-even as babies we 
are kissed for one kind of be- 
haviour and scolded for another- 
so that by the time we begin to 
take a place in the wider social 
groupings, a t  schooi. at work. or in 
the outside world, we have come to 
respond .lo certain stimuli and reject 
others. Our scales of value are not 
individual ones; they are the per- 
sonal variations we make on the 
social evaluations fixed by the com- 
munity in which we have grown 
up. . . . 

“These two points are worth 
stressing because it is necessary to 
realise that economics is a study of 
a living and working society and 
not a blue-print for an ideal com- 
munity. The aim is not to find out 
how people ought to behave i n  
different circumstances but how. in 
fact, they do behave in the circum- 
stances in which they live. 

“ B y  patient observation we try 
to discover if there are ways of 
reacting which are so general that 
we can use them as guides in our 
attempts to prognosticate the 
future, and it is to these generalisa- 
tions, based on observed facts Gf 
human behaviour, that we give the 
name ‘ economic law.’ 

I ‘  Such laws are not, therefore, in 
the same category as the laws of 
chemistry or of natural science; we 
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cannot say that, given such and 
such circumstances, such a result is 
bound to ensue; all we can say is 
that it is likely to ensue with the 
proviso, either implied or explicit. 
that there may be-will be-innum- 
erable exceptions to the general 
rule. 

I t  is, indeed. for example, true 
in a general sense that the majority 
of people in an industrial country 
such as England are eager to get as 
good a money return for their work 
as they can, so that a rise in wages 
in one industry may be expected to 
draw larger supplies of workers into 
it and a fall to cause many workers 
to withdraw and find other jobs. 

By and large, and given time 
for changes in wage rates to become 
widely known, this is true; but it 
does not mean that every person 
always goes to the job that pays 
best in this way. A man may be 
attached to a particular kind of 
work, or to the firm that has em- 
ployed hini for some time, or may 
not want to move from the locality 
where his friends and family live, 
or may prefer country life to urban 
(or the other way round) or may 
prefer the ‘ amenities ’ that go with 
one type of work, such as higher 
social prestige, or greater freedom, 
or what have you. 

I‘ 

“ 

Society’s Influenec 

“ I n  a society in which the 
material equipment of well-being 
(good furniture, good clothes, the 
frig. in the kitchen, etc.) is given the 
highest place in social evaluations, 
changes in wage rates are likely to 
have a much more direct influence 
on supplies of labour than in one in 
which all these other factors play a 
bigger part. What adds to the diffi- 
culty is that the pattern of be- 
haviour is not a static thing-fixed 
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once and for all-but is continually time, and this must be taken into 
being modified by new circum- account both in the attempt to ex- 
stances and ideas, and one must be Plain what has happened in the 
forever on the alert not to occupational distribution of the 
that the series of economic reac. population and in the efforts we 

make to alter 11 if we think this nec. 
essary.” tions observed in the past will in- 

evitably repeat itself without modi- The succeeding chapters explain 
fication in the future. economic problems in simple 

‘‘ There is no doubt. for example, language from the international, 
that during the Present century both national and individual standpoints. 
security and leisure have Come to The longest chapter “ Incomes and 
play a much bigger part in the econ- How we get them ” is, perhaps, of 
omic calculations of the wage- most general interest; all alike are 
earner than they did in his father’s equally well written. 

MEMORANDA PRESENTED TO THE ROYAL COMMISSION ON POPULATION 
(N.M. Siafinnery Ofice, 3 / 4  

Almost exactly half of this publication average the highest. The task is obviously 
is of first-grade economic interest. The important, and Mr. Harrod faces squarely 
economic position of the family is dis- the technical difficulties. At some future 
cussed by Mr. J. Hajnal and Professor time i t  may need all Mr. Harrod’s skill 
A. M. Henderson. Mr. Roy Harrod- as 3 politician to put over his expert ideas 
in the course of a memorandum, a plan as an economist. All thoughtful people 
with necessary tables, and a supplementary will be grateful to him. The other 
submission-nresents what is likely to section of the publication deals with 
bp&i the d a w c  CBIC for family allow- relations 11Clwccn lnlclligencc and fertility. 
antes rirlng unih the parcnl~’ incomes. Professor Sir Godfrcy I I .  Thomsm ~ r o i e  
‘rhr o i  course. &I io encouraee a ihs wizinill mrmorandum. and  :I fin91 -. .-.~.., .~ ~~ ~ ~ ~~, - 
higher birth-rate in those Scctions Of 
society where quality of children is on 

comme{tary after evidence from severnl 
other distinguished scientists, 

ECONOMIC DEVELOPMENT IN SELECTED COUNTRIES V d l l  
(United Nations. Lake Success, February 1949) 

This report, the second study dealing Southern Rhodesia and the Union or 
with the development programmes of South Africa. As the individual data are 
individual countries (the first was issued normally not readily available. the vnl- 

~~ ~.~ , ~~~ . .. 
in October, 1947) outlines programmes urne is -an indispcniable reference book 
in Ausrralia, Bulgaria, Columbia, New for all interested in the problems of 
Zealand, the Philippines. Puerto Rico, economical developments. 

MINING JOURNAL ANNUAL REVIEW, 1950. 
(Mining Journal, 51-J 

This annual review, surveying the year sevenly articles and all relevant statistics. 
1949, is the more valuable because no and covers the world, It deserves & 
similarly complete survey of mining events future to appear as a bound book, since 
and *tatistics has been Dossible for ten it is an indiswnsahle reference work in ... ~~~~ ~ ~~ .. 
years. ~t runs to ZOO ‘pages, contains its special field. 
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Full Employment and the New Economics. 

Distribution of the Proceeds of Industry. 

Review of Institute of Public Aflairs. Victorio, 

Ditto. (Both studies are concerned with 
Mareh:ApriI. 1950. 

Australia). 

London, Spring, 1950. 

1950. 
administration). 

April, 1950. 

The World Shorlage of Fats and Oils. J. C. A. FALIRS, Procress. Unilevrr House. 

Industrial Pension Problems. Monthly Letter, National City Bank of New York, May, 
(A survey of America's demand lor social security independent or State 

Report on the Economic Situation of Italy. Italian Economic Survey, Rome, March/ 
(Italy's Economic White Paper for 1950). 

The Telephone Service. Wesrniinster Bank Review, London, May, 1950. 
The Livestock and Beef Industries. Agricultrml Resrarch Institute, University of Oxford. ~. 
dttt<,. 

technical in SIYIC. cnleriainmg. but profoundly critical). 
The Statistical Approach. M. G ,  KBNUAI.~. Erunomiro, L o n h n ,  May, 1950. (Non- 

Distribution of incomes in U.K. 1938-1947. E. C. Kiioots. ditto 
Prescnt Pattern of Govcrnment Control of Industry. Noti&ol Provincial Bonk Review, 

London, May, 1950. (Useful appendix to  article by H. G. HODDER on Government 
and Industry). 

Britain's Sea Fishing industry in Post-War Years. Midland Bank Review, London, 
May. 1950. 

Wage Incentive Schemes. Pcrsotmrl Management Series 3, British Inslilute of Manage- 
rnenl. London, March, 1950. 

Organizing for Output. 
Immigration and the Labour Shorlage. R. I. CAMERON, Australian Qtrarterly, Sydney, 

March, 1950. 
Business Conditions Across Canada. Monthly Review, Bank a/ Nova Scotia, Toronto, 

April. 1950. 
A Stable and Expanding World Economy. G.ID. N. WORSWICK, District Bank Review, 

Manchester, June, 1950. 
The Ewnomic Integration o f  Europe. 
Interoallonal FinanW. G. S. DoRRANce. London and Cambridre Economic Service, 

May, 1950. (The Sterling Area now shows a net surplus on its dollar transactions. 
the result-it would appear-of increased dollar earnings by the rest of the Sterling 
Area rather than by U.K.). 

British Imliture o/ Managentent, London, April, 1950. 
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