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Growing Pains of Economic Planning 
in Democratic Societies' 

' I  By GUNNAR MYRDAL 
Secretary, Economic Commission for Europe. Geneva 

NATIONAL economic planning labours reasons why interest rates tend to 
in our Western democracies under become pegged at  a low level. The 
many di&ulties and shows, in the more general cause of the inherent 
present stage of its development, cer- tendmcy to inflation in our planned 
tain systematic defects which I want economies is their democratic foun- 
briefly to comment upon These dation. Where orices and waees are 
main shortcomings have all a major 
part of tbeir origin.in the fact that. 
like most other things in our public 
life. economic plaming came into 
being more or less haphazardly. 
Economic planning as a political 
phenomenon was itself never planned 
or designed. It just grew as the cu- 
mulative result of a great number 
of ad hoc reactions to emerging 
events, these reactions in their turn 
gradually unleashing and being 
ohemselves conditioned by a secular 
change in peoples' attitudes to 
sociefy. Even today, when it is 
commonly &wised that central 
State economic planning is necessary, 
many important parts of State inter- 
ventions are still very badly w- 
ordinated. The planned economy is 
only gradually taking its shape as a 
response to the need for rationalising 
State. intervention. 
One main defect in our national 

planning is a very apparent tendency 
to lapse into an inflationary develop- 
ment. I have already referred to the 
From 'The Trend Towards Economic PIU 
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not pure mardet phenomena any. 
longer but are being regulated, this 
means with us that we all. through 
our representatives, determine our 
own and each other's incomes by 
collective bargaining. It is ~ t u r a l  if./ 
in ,this political process. when we 
are trying to keep OUT own remunera- 
tion as high as possible. we are 
tempted to agree to a compromise 
allowing also other p p l e s '  incomes 
to go up. 

If this tendency gets under way. 
two things can happen. Eifher the 
inflation is allowed to take its natural 
course to the final great disadvantage 
of the workers and generally the 
lower' income groups, as has hap- 
pened many times before in many 
countries and now. after the war in 
several countries including France 
and Italy. The result is inevitably 
a most undesirable redistribution of 
real incomes and wealth. dangerous 
for the stability of the political struc- 
ture of society. When an intanal 
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138 THE ECON( 
monetary equilibrium is then, more 
or less temporarily. restored and 
maintained. it is founded partly upon 
this unfortunate and politically dan- 
gerous basis of depressed real in- 
comes for the salaried classes and 
hhe recipients of pensions and other 
fixed money incomes. 

Supressed Inflation 
In a somewhat more advanced 

stage of economic plaming. the in- 
flation is kept “ suppressed.” as has 
notably happened in England and 
Scandinavia. But that also is. in 
several respects. a bad-solution. In- 
temalionally. it tends to widen the 
disequilibrium in international trade 
and payments’relatiom and thus in- 
creases the scope of. the interferences 
in trade and payments necessary to 
counteract it. Nationally., suppressed 
in0ation protects the lower in.come 
groups, it is true. But it necessitates 
a large number.of State interventions 
which have as their sole motivation 
the need to counteract nhe too large 
aggregate nominal incomes: rafion- 
ing. building controls. allocations, 
price controls, and so on. This 
spreading out of State controls into 
detailed “ regimentation” results, in 
all sorts of uneconomic dislocations, 
hampering .production. The political 
a n d  economic brains of the country. 
which should have been engaged in 
the important tasks of economic 
planning, become occqpied by all 
this pefty tampering. This, prevents 
the planning efforts from becoming 
successfully engaged on the major 
problems of rationalising production 
and consumption. The irritation 
created by bhe countless interferences 
in private life actually discredits eco- 
nomic planning, as the adversaries 
of plmning will preach to people 
that this is what planning consists of. 
An opinion can actually, from time 
to time. be created for reverting to 
a freer economy. As this. however. 
cannot change the broad trends and 

- 
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decrease the ,necessity of State inter- 
venfions. it will only succeed in keep. 
ing them, for a time. on a lower level : 
of co-ordination and efficiency and. 
perhaps, even risk the degree of 
stability reached by the suppression 
of uhe effects of the inflationary 
pressure. 

First Essential Condition 
The first condition for a really 

successful economic planning is. 
therefore. that internal balance be 
kept between aggregate demand and 
supply. By this I mean preserving a 
situation where an inflationary spiral 
is avoided without necessitating such 
controls as have no other purpose 
and which no major group of citizens 
would like to preserve for their own 
sake (as. for instance. restrictions on 
the construction of homes, schools. 
and ihospitals). It is detrimental to 
national planning if if places itself 
in such a position towards the work- 
ing of the price mechanism internally .. 
in the country that it pefers out into 
a guerilla war against the price con- 
sequences of an inflationary pressure 
which it has not had the will or the 
seength to prevent It is true that 
the price mechanism cannot, by 
itself, be relied upon to realise auto- 
matically the polifical aims of organ- 
lsed society. It is. indeed. the 
recognised purpose of national plan- 
ning and State controls to steer and 
rectify the blind working of the price 
mechanism. But if the planning is 
focussed upon the major goals and 
the controls are rationally applied to 
effect the desired general condition- 
ing of the operation of bhe price 
mechanism, this mechanism can be 
transferred into a most obedient and 
efficient instrument for economic 
planning. and a maximum of free- 
dom to move within the general con- 
ditioning of State controls can be 
allowed the individuals in society. 
This is possible on condition that 
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an internal monetary balance is 
maintained. 

Economic planning is under all 
circumstances a most difficult under- 
taking and should not be overslrain- 
ed. This .opinion that economic 
planning should carefully reserve a 
maximum r6le for the woriing of the 
forces in tihe market in reaching its 
goals, is not a conservative political 
bias on my part. I am just trying to 
be rational, and my conclusions are 
rather of particular importance for 

' the radical planner who does not 
wish to see the planning efforts wast- 
ed on a rearguard fight against in- 
flation but who wants to accomplish 
important results within a fairly 
short time by rationalising and max- 
h is ing  production and equalising 
consumption. The one thing whioh. 
more than anything else. in post-war 
years, has inhibited and pqtly d e  
feated rational economic planning in 

' Britain and the Scandinavian coun- 
tries. is, in my opinion. the inability 
to prevent inflationary pressure. 

Second Essential Condition 
Recaution number one for econ- 

omic planning is, therefore. to retain 
internal monetary balance. This is 
very easy to prescribe but most 
difficult to attain in a democracy. 
where prices and wages have become 
political prices. I know of no other 
cure than adult education, Che slow 
process of getting people in all social 
classes to grasp the truth that raising 
nominal incomes faster than pro- 
ductivity is not only totally useless 
but actually very damaging. A 
main advantage to be gradually real- 
ised in our society by "industrial 
democracy." allowing the employees 
increasingly to participate in indust- 
rial management. is precysely .this 
knowledge a,nd this responsibility. 

A second main defeft in our 
planned economy is the gradual dis- 
appearance of, incentives to risk- 
1 0 *  
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taking and exertion. Here again the 
basic c a w  must be said to be our 
democracy itself. Justice and equal- 
ity are the main values protected in 
our S tag  interventions. As a matter 
of fact, it is in the Eastern countries. 
with Oheir totally nationalised econ- 
omies, where tc-day the old-fasbion- 
cd ca@talistic incentives to work 
hard and well are best preserved, 
while in our Western countries they 
are gradmually sacrificed for security, 
justice. and equality. I know of no 
other cure for this systematic fault 
in our Western economic planning 
than. first. to build up, through edu- 
cation. other and more social incent- 
ives as fast as we can and. second. 
to attempt to reverse the tendency by 
consciously inserting into our society 
again some new set of financial 
incentives. 

Towards Autarchy 
A third main defect is bhe tend- 

ency of our economic planning to 
become.autarchic. All our countries 
have committed themselves to full 
employment. It was found out dur- 
ing the 'thirties that, to some extent, 
it was poss.ible to alleviate a depress- 
ion by. retricting imports and. further, 
that internal expansion during an 
international deflationary develop 
ment required import restrictions as 
protection. Evenbody knows that 
internationally these national policies 
counteract each other and. on bal- 
ance, tend to spread and deepen d 
depression. But. in a world-wide 
deflationary development. restricting 
imports from abroad will stand out 
as a financial necessity to any indi- 
vidual country whiah has to try to 
keep up employment at home. 

If. the planned economy in a coun- 
try instead develops in an inflation: 
ary direction, which for reasons. 
already,given will be a more ordinary 
course, again this country will have 
to restrict its imports even if there is 
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140 T H E  ECONOMIC DIGEST 
no general trend towards deflation There is also a rational or semi- 
abroad. The too large inconies will rational reason why a )planned econ- 
tend to increase the demand for im- omy can be expected to follow an 
port goods and decrease the supply autarchic line. I t  is possible to plan 
of export goods. This is a fact which home consumption and internal 
economists overlooked until very demand with some degree of cer- 
recently, that in a system of planned tainty, including the substitution of 
economies bobb natural i,nflatlon and home produce for imported goods. 
international deflation tend to make Export is $0 much more difficult to  
import restrictions necessary. calculate and investment for the pro- 

There are still more fundamental duction of export goods caniff 
reasons why nationally ’ planned greater risk. It is very natural, in- 
economies ,in the Western couniries deed, if, with the now given 
Can be. expected 10 move In a? to full employment, the planner pre- 
autarchic direction. One reason is fers security, particularly as the 
irrational but nevertheless very world is now developing, 
powerful. People, arc normally pro- 
tectionists. In all countries there is To propagate “free trade” as a 
a bias in favour of homeiproduce and cure for this last main defect of nat- 
an aversion .against foreign compet- . ional planning is not .very practical 
ition. Almost everybody is anyhow i n  view of. the facts as they present 
for protection of his ouh trade. By themselves to every single country. 
log-rolling. support is rather easily For my part 1 have no other prescrip- 
won for a protectionistic general tion, than  that we should work on 
front. particularly as the consumers diligently. in  the international organ- 
as a pressure gropp are always relat- isabions and try, by incisive and im- 
ively weak. This is normally SO, and partial studies, to impress upon the 
this is one of the stock arguments of governments not to be mor& nation- 
the free-traders. But it may .be ally selfish. more internationally in- 
feared that when ,a systeni relying considerate in  their planning. more 
more on automatism IS gradually autarchic. uhan strictly necessary. 
changed into a planned economy, The advantages of an international 
founded upon a democratic basis, division of labour are so great that 
more scope will be given to the pro- they warrant the tak’ing of consider- 
tection seekers. . able risks. 

Large Impersonal Corporations 
(Conrirtsed from opposite poge) 

they are not so vulnerable to the The hun1a.n and psychologicaI 
lightning or sympathetic strike. If problems created by nationalisation 
the workers did use their strength have not yet been all stated, let alone 
in this way nationalisation could be s p e d .  Never was it more true that 
crippled and discredited. man does not live by bread alone. 

The creation of large impersonal 
believe that a spirit of. public service c o r p o r a ~ o ~ s  by a sweep of the legis- 
and a willingness to settle all differ- ,at,ive ,pen could well destroy the 
ences by. negotiation through, approv- siuls of working men, 
ed machinery will grow, but it is not 
going to be easy or done overnight. 

But I do not think they 

“ROAD TRANSPORT.” 
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A Trade Unionist Reflects on 
“Large Impersonal Corporations” 

BEFORE nationalisation the trade 
union ,negotiator was.’not interested 
in the mysterious financial figures of 
the board room. If an industrialist 
argued that he could not concede 
claims because he could not afford 
them or was not making sufficient 
profit. it was no concern of the trade 
unionist; the employer was told that 
it was ihis-job to find the money. 
Under ’nationalisation these niatters 
are the concern of the trade unionist 
and they present him with a nasty 
dilemma. 

It is not use complaining that 
the same reactionary employers 
are still there. We have had the 
spectacle iecently of eminent ex-trade 
union officials leading the negotia- 
tions on behalf of nationalised 
bodies and telling their trade union 
colleagues that there is-no money in 
the. kitty out of which to finance pay 
increases or improvements in con- 
ditions of service. Sometimes they 
are told that there are ways of getting 
some of the money-by streamlining 
the service’ and reducing the number 
of staff employed; by eliminating re- 
strictive or customary trade practices: 
by raising the tempo of the work. 
What a change in negotiating con- 
ditions-no wonder !he traditional 
lrade union leader is in a quandary. 

Facing Both Ways , 

The leader of. a mixed union with 
some members in nationalised indus- 
tries and others outside is in an  even 
mo-e difficult position. Because the 
natioqalised undqtakings are con- 
cerned with the provision of public 
services or basic commodities the 
cost of living is sensitive to their 
products. .We had recently the spec- 
tacle of Mr. Arthur Deakin advocat- 
ing on behalf of the T.U.C. that the 

London Transport fares should not 
be increased because of the adverse 
effect on the cost of living of tens of 
thousands of London workers. when 
a t  exactly the same’time one of his 
assistants was claiming costly con- 
cessions on behalf of London bus- 
mm. Who wins? Certainly both 
can’t! 

What of Consumer? 
Then mixed up in all this  is the 

consuiner. Every trade unionist is 
vitally concerned about the cost of 
gas. electricity. coal and transport. 
Are we going to have more instances 
of miners stopping work or protest- 
ing because the cost of. their transport 
has risen following an increase in 
pay or conditions of transport work- 
ers? Are the trade unions going to 
do something about this. and how 
can they without some form of 
national wages board? 

But the wider nervousness of the 
consumer. arising from the vulner- 
ability of some sections of .national- 
ised industry, is cvcn more serious. 
Trouble in one branch or depot 
seems easily to bring about a wider 
stoppage. The consumer feels that 
the gas, electricity, coal 0‘ transport 
workers may any day stop essential 
public services i n  order to force a 
decision whiolu should be settled by 
negotiation. I t  is no longer possible 
to hive off into small scctions 
.these large industries-trouble runs 
through them like a prairie. fire. 
Wherc it is possible for convumers 
to do without a nationalised service. 
as, for instance. in road transport. 
there is a tendency for them to do so 
and to justify it by saying that they 
can depend on their own transport 
or bhat of the small operator because 

l,Conclsdced on POKC !40) 
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Problems France Must Face . ’ , 

By EMMANUEL MONICK 
Chairman of Board, Banque de Paris et  des Pays Bas. Paris 

Higlier standards of living for rlia .Haorkers: deeeq  housing: adequale 
supplics bf i,rvcstmew capital; these are umong rlaz problems rltut 

Froncc mimi foce in a straggle to rrioke up /or lost rinie-. 

Is THE recovery of France now com- 
plete? Certainly not. It is impos- 
sible to regard a level of industrial 
production of twenty years ago and 
a standard of living thirty years ago 
as a satisfactory result. France 
must now make up for lost time. 

I t  has sometimes been said that 
France has become a “new country”. 
That statement is both true and 
false. I t  is true in the sense that, 
having lost her capital accumulated 
in the past. France finds herself in 
the position of the ‘‘new countries” 
having as their only resources their 
power of work and their natural 
wealth. But it is false in the sense 
that its economic structure and its 
mode of life have remained those of 
a country that is rich. It is physi- 
cally and morally much more diffi- 
cult to regain a place thaf has been 
lost than to advance, by starting 
from the same point, but without 
having moved back previously. The. 
national income of France has to 
satisfy an aggregate of wants each 
of which is legitimate id itself. but 
the simultaneous satisfaction of 
which. would exceed her resources. 

Constant arbitration is therefore 

necessary jetween the different par- 
ties concerned. 

First. arbitration between con- 
sumption and investment. The 
standard of living of the French 
population is low for a great indus- 
trial country, except from the point 
of view of food, which can be re- 
garded as satisfactory, thanks to the 
agricultural wealth of the country. 

A rise in that standard is a per- 
sistent and understandable claim on 
the part of the working classes. 
The percentage of wages including 
social welfare in the national in- 
come has remained at about equaI 
to what it was before the war, 
namely about 50 per cent. A trans-, 
fer of income from one class to the 
other is always very difficult to 
carry out on a static phase of pro- 
duction. It is when the national 
income increases that the share of 
that income allotted to the working 
classes can progress. But the in- 
crease in the national inco’me of 
France requires a t h o r o  u g h  
modernisation of the productive 
apparatus and. as a consequence. 
large-scale investments. 

From ‘Economic Problems in France.’ Economic CodiI io ,u  ard Bonking 
Problmns, Swedjd, Bonk3 Associatio,t. Siockliolnr. 1950 
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At the same time, there are two 

reasons which prevent a marked 
increase in individual consumption: 
one is the considerable development 
of social security; the other the in- 
crease in the birth-rate since the 
war. 

I mentioned tfiat the total of 
wages paid represents roughly the 
same percentage of the national in- 
come as before the war. But their 
distribution has changed entirely. 
Social insurance. family allowances 
and pensions absorb a ,  very impor- 
tant part of the wages paid by em- 
ployers. In 1949, by adding up 
these aggregate charges, the total 
sum arrived at was 800 billion 
francs. which is about 25 per cent. 
of the income of labour. The wage 
actually drawn by the workers is 
thereby diminished by the deduc- 
tions made for social benefits or 
pensions. 

Moreover, the active population 
of the country has to provide for 
the subsistence of a growing non- 
active population. France which, 
for a long time. has been a country 
where there was a large proportion 

.,of aged persons. has become during 
the last few years a country with 
many children. Such a state of 
affairs is usual after wars. but its 
amplitude and duration are. this 
time. quite exceptional. While the 
birth-rate was about 15 per thous- 
and in 1938: it has since 1946 re- 
mained above 20 per thousand. In 
a country such as France with a 
relatively small population. this 
demographic increase is a guarantee 
of progress for the future. but a 
charge on the present. 

. Capital Investment 
A h t  compromise h a v i n g  

brought about a more or less reason- 

ablo division between consumption 
and investment. it is now a question 
of allotting the amountr destined. 
for investment. The second arbit- 
ration is thus between the financing 
of public and private concerns. 

In France, as in all countries. the 
part played by the State has grown 
since the war. The cost of public 
expenditure bas. in consequence, be- 
come h e a v i e r .  At the same 
time. nationalisation which before 
the war had a,bsorbed railways and 
armament firms. was extended after 
the war to the Bank of France, to 
the four Big Banks, to coal mines. 
to gas and electricity. The priority 
financing of state-owned concerns 
leaves to privately-owned concerns. 
which nevertheless s t i I I supply 
about three-quarters of fhe national 
production of the country. insuffi- 
cient capital to renew and modem- 
ise their equipment and to h a n c e  
their expanding activities. 

Before the war of 1914-18 the 
state budget was about 5 billion 
francs a n d  the financial market 
supplied every year without di5-  
culty 3-4 billion francs. From 1920 
to 1938. issues on an a v e r a g e  
amounted to 60 per cent. of t h o  
taxes levied by the State. But in 
1949 budgetary receipts were above 
1,500 billion francs, whereas the 
capital market produced o n  I y 200 
billion francs, three-quarters of 
which went to public concerns. The 
difficulty experienced by private 
companies in obtaining the neces- 
sary capital to  modernise their 
plants is one of the acute problems 
of French national economy, 

Desperate Housing Problem 
There should also be a third arbi- 

tration between ihe modernisation of 
industrial plant and the renewal of 
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house property. The housing pro- when substantial results were ob- 
blem has become very acute in tained. 55.000 dwellings were com, 
France. I t  is undoubtedly one,  of pleted. I t  is hoped that 80,ooc) 
the Problems left by dwellings will be completed in 1950. m0 world In Ihe course.of It has been calculated that to give 
the two five-year periods d w n g  t h e  French population housing 
w h i c h  hostilities lasted, house- accommodation worthy of a mod- 
building was practically at a stand- 
still. .The devastation of the two ern coune- 300*000 houses 
wars completely destroyed 700.001) have to be built each Year during 
houses and more or  less damaged 30 Years. But the Cost of building 
nearly two million mor?. Repairs a house is now estimated at '2 mil- 
and reconstruction absorbed, in the lion francs. For this restoration of 
periods immediately following the housing facilities. 600 billion francs 
wars, the full activity of the house- would have to be earmarked every 
building industry. ' year. or about IO per cent. of the 

present national income. For the , 
time being the target is manifestly 
beyond Our 

Moreover, faulty legislation with 
respect to rents has paralysed new 
construction for the Dast t h i r t v 
years, except during the short 
Deriod 1929-31. The Dart of the Overseas Territories 
hational income devoted' to rent, 
which was 12 per cent. in 1914. was 
only 3 per cent. in 1939; it has fal- 
len to less than 0.5 per cent. in. 1948. 
The Frenchman pays in rent only a 
trifling part of his income: the 
ownership of a house has become a 
liability rather than a source of pro- 
fit. A law .passed in September. 
1948. has as its object the gradual 
raising of rents to a level more in 
keeping with the present c o s t  of 
building, hut time will he required 
before it bears fruit. 

A survey of the economic pro- 
blems of France would by no means 
be complete- if it were confined to 
France itself. It is in and through 
the new countries which together 
with the mother country make the 
French Union that France today 
finds her brightest hope. Twice, 
owing to war, the development of 
these countries, often very vast and 
therefore difficult to exploit. has 
had to be suspended. Harbours.' 
roads, railways. water supplies for 
irrigation and the generation of 
electricity, all fall short of what is 
required: But this basic equipment 

the form of national money and of 
France has. therefore, both a bow- is expensive, and capital, both in 

foreien currencv. is not dentiful. 
ing shortage and and 
uncomfortable houses. - 

Here again it will be a question of 
No progress has been made in that arriving at a compromise between 

sphere s i n c e  the Liberation, as the mother country and the tem- 
priority was given to industrial tones of the French Union, and be 
equipment. l n  1949. the fint year tweeen those territories themselves. 
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Changes in .Structure of 'Taxation 
in Europe 

DURING the last two decades. the 
economic problems of taxation 
have acquired growing importance. 
not '  only because the volume of 
public expenditure has increased in 
all countries, but.also because tax 
policy, partly as a r e  s U 1 t of this 
purely quantitative growth. h a s  
come to serve wider purposes. The 
redistribution of income is now a 
more important aim of t a x  policy 
and. a t  the same time, taxation has 
become a prime instrument for in- 
fluencing the level of economic 
activity. 

Broadly speaking, three main 
trends can be detected over the last 
two decades: first, central taxation 
has greatly increased in importance 
as  compared with 1 o c a  I taxation; 
second, progressive income t a x e s 
levied on total personal income 
from all sources have tended to take 
the place of the older systems of 
"scheduled" taxes levied at fixed 
rates on different types of income. 
which have proved wholly inade- 
quate as instruments of a modem 
tax policy; third. in the field of 
taxes on outlay, the most imbortant 
development is the large-scale appli- 
cation, in nearly all countries. of 
general taxes on production and 
turnover, and a corresponding de- 
crease in the relative importance of 
the traditional taxes on specific 
commodities. 

Turnover Taxes 
There can hardly be any doubt 

that turnover taxes have come to 
stay as an important source of Gov- 
ernment revenue. In most countries 
they had already become fairly im- 
portant before the war, and only in 

Finland, Switzerland and the United 
Kingdom do they represknt a wholly 
new feature in the system of taxa-' 
tion. In Denmark and Sweden, the 
general turnover taxes introduced 
during the war were afterwards 
abolished. 

The main advantage of a general 
turnover tax is that its level can be 
easily and rapidly changed. so that 
it is a particularly convenient instru- 
ment for a financial policy which 
attempts lo direct the total flow of 
income according to changing cir- 
cumstances. hi i ts  simplest form. a 
turnover tax is non-discriminatory 
between commodities and hence 
neutral as between consumers be- 
longing to different income-groups. 
Turnover taxes as levied in Europ- 
ean countries are, however, general- 
ly made mildly progressive through 
the exemption of food and'other nec- 
essities. In the United Kingdom, the 
purchase tax is strongly progressive; 
not only are most items of mass 
consumption untaxed, but also the 
rates for different commodities vary 
considerably according to their more 
or less pronounced luxury charac- 
ter. Moreover. with the single ex- 
ception of commercial vehicles. all 
the goods taxed are consumers' 
goods. 

The rapidity of the development 
of turnover taxes-often first inpo- 
duced as an emergency measure- 
explains the manifold and rather 
improvised. forms of imposition and 
collection which have been adopted. 
The two most impoitant questrions 
for the legislator to decide are 
whether the tax falling on a com- 
modity should be inEuenced by the 

From Economic Bullelin for Europe, Volume 2. No. 3, G u w a .  lonu&. 1951 



146 T H E  ECONOMIC DIGEST 
number of transactions it under- Shrinking Customs DGies 
goes, and whether is should be col- The proceeds of customs duties. 
lected only at one stage in the chain when seen in. relation to total tax 
of transactions (as is the case with receipts. have generally shrunk to 
the purchase tax in the United almost insignificant proportions. An 
Kingdom), or at several successive increase in the relative importance 
stages (as in Germany and Italy). of customs duties is seen only in 
No single solution to the problem of Iceland, where the volume of im- 
rationalization of turnover taxes has ports in recent years has been 
as yet been established as the dom- several times higher than before the 
inating practice. An interesting war. The declining importance of 
innovation was introduced in France customs duties is the continuation of 
in 1949, when the production tax, a development which was already 
the most important item in the. apparent in the ’thirties. Although 
system of turnover taxes. was re- in some countries, such as Italy and 
formed. Previously, the tax had France, the recent adaptation of 
been levied once, at the point when specific duties to the new price level 
goods were sold by the last producer may lead to an increase in their pro- 
in the chain of transactions. Now, ceeds, it may safely be concluded 
each producer is liable to the pro- that for most European countries 
duction tax, but he can deduct the the purely fiscal interest involved in 
amounts paid by those producers protection is very small. indeed. 
from whom he bad bought mater- Real Estate Dues 
ials entering into his final product. Taxes on real estate levied by the 
The production tax is thus in fact a State, which are mostly remnants of 
tax on value added. In Italy. there older tax systems, have continued 
is a general agreement among to decline in relative importance. 
experts that the system of turnover The same is true, to some extent, of 
taxes is badly in need of reform, local taxes on real estate. The steep 
mainly because the system of taxing rise in the figures for real estate 
a commodity at all stages discnmin- taxes,in the Netherlands is a reEec- 
ales against home production in tion of the taking oyer by the State 
favour of imports and puts an arti- of an important part of other local 
ficial premium on vertical integra- taxes, rather than of an absolute in- 
tion. crease in taxes on real estate. In 

Since the relative iinportance of the United Kingdom, the only tax 
both turnover taxes and taxeS,on levied by local authorities is a tax 
income has increased in the malor- on real estate (“local r a t a  ”) of 
ity of countries, it is not astonishing which the larger part falls on dwell- . 
that the importance of the old family ings. as agricultural land is wholly 
of consumption taxes, the third big exempt and industrial buildings are 
group of taxes, has decreased in taxed at a reduced rate. Local 
comparison with pre-war. The taxes on consumption are of import- 
Scandinavian countries, where turn- ance in only a few of those coun- 
over taxes have not been adopted- tries for which data are available. 
or only reluctantly-still appear as The income tax systems of Euro- 
the stronghold of taxation of luxury pean countries fall into two broad 
articles of mass consumption. groups. In  the first group are the 

, 

(Concludcd on Page 148) 
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f Beyond - Rearmament Distortions 

New Dollar Problem Coming 
IS THE past international financial 
disequilibrium likely to re-emerge 
when the rate of expenditure for re- 

: '  armament is reduced? Two distinct 
' elements have underlaid the persis- 
1 tent inability of the world outside 
i the dollar area to balance its trade 
! with that area and the consequent ' dependence of many countries on 

loans and grants, primarily from the 
United States. 
One group of factors, brought 

into being by the destruction of pro- 
ductive facilities during the war. 
was largely of a temporary charac- 
ter. These f a  c t o r s have, by and 
large, run their course. By the end 
of 1949, much of the war damage 
had been repaired. Western Ger- 
many and, to-some extent, Japan, 
had again begun. to emerge as ex- 
porters of manufactured goods. and 
the bumper crops of 1948 had eased 
the food situation. The rising levels 
of production had made possible a 
reorientation of trade in a manner 
which reduced t h e  dependence of 
the deficit countries on s u p  p l  ie s 
from the dollar area. 

The second group of factors is of 
a secular character and is connected 
with the changes in the structure of 
world trade. These changes reflect 

I the tendency on the part of the 
United States and Canada to be- 
come more self-sufficient than here- 
tofore with respect to certain raw, 
materials as well as certain manu- 
factured products. The supply of 
dollars made available to the world 
through the imports of the United 
States and Canada thus increased 
1 e s s rapidly than the n a t  i o n'a 1 
incomes of these two countries. 
World Economic Reporr. 1949-50, United 

1 
~ 

; 

I 

Simultaneously , the demand for 
goods payable in dollars on the part 
of a number of countries that insti- 
tuted programmes of economic 
development has- tended to g r o w  
and to exceed their current dollar 
earnings, even though economic 
development progressed very slowly 
in most of these countries. 

It seems likely that these long- 
term factors with roots that reach 
into the prewar period m likely to 
persist. In view of the levels of 
inv&tment, employment and income 
which m a n y countries decided to 
maintain as a m a t t  e r  of national 
policy, t h e i r  demand for foreign 
goods appeared at the Same time 
likely to continue to exceed their 
ability to pay out of current earn- 
ings. These tendencies towards 
import surpluses were masked dur-. 
ing the second half of 1950 by the 
exceptional United States demand 
for imports at high p r i c e s. They 
are likely to re-emerge when the 
level of rearmament activities de- 
clines. and w h e n many countries, - 
especially under-developed count- 
ries, continue in t h e i r  efforts to 
narrow the tremendous difference 
between their own per cupita levels 
of income and those .of the highly 
developed countries. Available 
data on national incomes indicate 
that income is now less evenly dist- 
ributed than before the war. 

The under-developed countries 
are faced with the task of attaining 
a rate of economic development 
which; despite their present rela- 
tively primitive technological level 
and limited capital resources, would 
be.very much more rapid than is 
Notiom. New York. February 19. 1951 



148 THE ECONOMlC DIGEST 
characteristic of the industrially 
more developed countries. Without 
measures commensurate with that 
task the ditference in standards of 
living is b o u n d  to grow larger- 
rather than smaller. even if the pro- 
blem of growing populations is left 
out of account. The existence of 
the population problem c a I 1  s for 
even more vigorous national and 
international measures for the pro- 
motion of the economic develop- 
ment of under-developed countries. 

The economic development of the 

under-developed countries remains 
the most important single long-run 
economic problem confronting t h e  
world. Its solution calls for a rapid 
expansion of the world economy. 
Such an expansion could, if approp- 
riately orientated. p r o v i d e the 
goods and services needed to raise 
the living standards of two-thirds of 
the world population. as well as the 
possibility of achieving without un- 
due strain the economic adjustments 
that will be required in all parts of 
the world. 

Changes in Structure of Taxation 
(Conrinucd from Pogc 146) 

British Isles. Scandinavia and central different rates for different types 06 
Europe (including the Netherlands). income, but this often gives rise to 
where the main instrument ofi direct Bagrant inequalities in ihe tax bur- 
taxation is a progressive income tax, den on incomes of the same size. , 
levied on total personal income, re- and t h i s  inequality provides a con- 
gardless of the source from which venient moral justification for the 
income is derived. and based on taxpayer who wants to evade iaxes. 
compulsory annual declarations of Indeed. the difficulty of combating 
actual income. In tihe other group tax evasion in these countries .may 
are the countries of southern Europe. partly be explained by the fact that 
Belgium and (until the receni re- tax evasion does to some extent cor- 
form) France. where income is taxed rect the absurdities inherent in the 
through a number of so-xilkd fax legislation: Another consequence 
scheduled taxes. Under this system of the inequality of tax burdens 
each type of income is taxed separ- under the system of scheduled in- 
‘ately. the tax liabiiify varying, in come taxes is that the tax can be 
principle, with the nature of each shifted in a way.not iniended by the 
specific part of income and not with legislator. 
the total income of the person in Crude Assessments 
question. (Although bhe United A further common characteristic 
Kingdom tax adminiswation distin- of nhe income taxation in these coun- 
guishes a number of “schedules”, the tries is that the tax liability is estab- , 
tax is Bssessed on total income and lished i n  many cases not by declara- 
is not a “scheduled” tax in the sense tions of actual income by the tax-. 
in which the term is used here). payer, but by estimates on the basis 

The main reason why such a of “normal yields” or by crude 
system of scheduled taxes is inade- evaluations based on ouiward in- 
quate under modern conditions is dices of wealth or consumption. Such ~ 

that it .cannot be made systematic- methods of assessment are liable to 
ally progressive. In fact. a certain give underestimates of. actual in- 
degree of progression is sometimes come, particularly in periods of’  
introduced by the application of rising prices. 
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International Monetary Fund 
OVERHAUL OVERDUE 

T ~ R E  is a basic contradiction 
between the International Monetary 
Fund’s insistence on the mainten- 
ance of fixed exchange parities and 
its demands for the abandonment of 
exchange control. Fixed exchange 
rates. require that continuous frce 
adjustments should be made in the 
economic structure of the country 
in harmony with developments 
abroad. That was the case under 
the gold standard a few decades 
ago. When for a variety of 
economic, social and p o I i t i c  a I 
reasons the required adjustments 
became unbearable during the inter- 
war period. the gold standard was 
abandoned and internal economic 
rigidities replaced the fixity of the 
exchange rates. Now these rigidities 
are still with us and were reinforced 
by the happenings of the last ten 
years: nevertheless, the straight- 
jacket of fixed exchange rates was 
imposed at Bretton Woods and des- 
pite .the substantial readjustments 
made in September of last year, the 
structure of exchange rates remains 
artificial. And because the parities 
declared to the Fund do not repre- 
sent spontaneous relations between 
the purchasing powers of t h e  
different currencies, exchange con- 
trols are n‘ecessary to enforce them. 
In its struggle against exchange’ 
control, therefore, the Fund has its 
hands, tied by its own Articles. , 

Original Assumptions Invalid 
The ineffectiveness of the 1.M.F. 

is mainly due to the fact that the 
basic assumptions accepted at the 
time of its conception have-not been 
realised. T h e institution w a s 
supposed to work on the basis of 
From Economic Bdlerin, Narional Bank 
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gold parities and its task was to 
facilitate the d U t y of members in 
enforcing the parities. This basic 
idea is not applicable to the present 
mechanism of international exchan- 
ges where not a single currency is 
on an effective gold standard. The 
most one can say is that the world 
at present is making attempts to 
apply a dollar standard, the dollar 
being d e p e d  as the value of 1/35th 
of an ounce of pure gold. Unfor- 
tunately, as there is today no frze 
gold market, the value of gold does 
not define the value of the dollar 
but rather the contrary; the value of 
gold is fixed by the number of dol- 
lars which the monetary authorities 
in the U S A .  will pay for an ounce 
of gold. Moreover, the gold pan- 
ties of most other currencies are 
purely theoretical and are not app- 
lied effectively. Thus the value of 
the various currencies are n o t  
equivalent, as they are supposed to 
be by the Articles of Agreement of 
the Fund, and consequently the 
traffic of the Fund is 99 per cent. 
one way - everybody is “buying” 
dollars and practically nobody is 
interested in other currencies which 
the Fund is accumulating. I t  is 
obvious that if this process con- 
tinued, it’ would he only a question 

‘ of time before the Fund‘s dollars 
would be exhausted and then it 
would have to go out of business. 
The management of the Fund, fore- 
seeing this eventuality, is trying , to 
postpone the inevitable end by re- 
fusing to do business now. This is 
tantamount to committing suicide 
but continuing to preserve the mum- 
mified corpse. 

of Eg?rp~. Cairo. Volume 3. NO. 4, 1950 
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The Fund could become a work- pre-war times, but they are now un- 

able institution only if the majority obtainable, thus making p I a n  s for 
of world currencies became freely monetary rehabilitation more diffi- 
convertible as was contemplated in cult. The Fund might well be used 
the Articles of Agremtnt.  No to fill this gap and if it were then 
serious student of international linked up with the International 
monetary developments will h a v e B a n k for Reconstruction a n d 
any illusions as to the likelihood of Development, t h e present wasteful 
this happening in 1952. or at any duplication of administration could 
conceivable date in the near future. be avoided. 
It appears. therefore, to  be h i g h Wasted Brain9 
time lo revise the provisions of the One may perhaps be permitted 
Bretton Woods Agreement so as to the observation in t h i s connection 
make them applicable to present t h a t  the different international 
condtions. Since the Fund cannot orgdisations are diverting t o o 
function as a Clearing House of the many of the best financial and 
world so long as currencies are not economic brains from more effec- 
freely interchangeable. it is evident tive service to their own countries. 
that the Fund, if it is to function. This drain is having already notice, 
must do so as a lending institution. able repercussions and if it con- 
This should be admitted, and the tinues, the result might prove disas- 
Fund converted into an international trous. It  should surely be possible 
short-and medium-term lending for these institutions to retain only a 
bank having as its p u r p o s e  the small nucleus of experts and lo 
granting of loans for budgetary and arrange that any further assistants 
monetary rehabilitation. Such loans should be employed on an exchange 
were a very important feature of in- basis for a short time of service 
ternational credit organisations i n  only. 

Another Call for Bretton Woods Revision 
The time is r i p  for Comprehensive review of plans drafted. of necessity. 

in advancc of experience rather than upon the firm foundations of steady 
evolution and conliouous adaptation. It is generally acknowledged that 
the course of events over the past five years has shown the necessity of 
importaot changes in ihc machinery of United Nations; and, while no one 
would suggest that a n y  comparable forces are at work in  obstructing the 
operation o@ the Fund and the Bank, .yet there are signs of need for recon- 
sidering the rules and procedure of the two organisations. As to the 
Fund more particularly; symptoms of this nced are io be seen’ in the 
conditions under which the devaluation of sterling took place-conditions 
of unnecessarily violeni disturbance, to which the  rules of the Fund rhem- 
selves contributed-and in the extent of the adjustment that was 
thought necessary,, with some serious eff$cts upon the United Kingdom’s 
terms of wade; in Canada’s “temporary” departure from the principle of 
exchange parity; ,and in South Africa’s grievance over the price of gold. 
As to the Bank, the various proposals for improving iD utility might well 
be brought under consideration at this stage. Beyond and including these 
two instifutions, moreover, there is a risk of overlapping between various 
international organs: indeed. the task of correlating their constitutions 
and functions is quite beyond the powers of any unofficial observer, and 
a comprehensive survey with a view to reorganisation or modification 
would be timely in the interem of bolh efficacy and economy. 

From ’ The Bonk and the Fund.’ Midland Bank Review. London. Februar?. 1951. 

. 



151 

The Price of Gold . 

Gold Hoarding at $42 an Ounce 
7 

A% we on rhe way Io a higher oficial price for gold. and dollar devaluation? 

Flight into gold is one of the most 
striking movements which has taken 
place since the Korean war. Before 
the Korean outbreak bhe premium 
on the price of gold in the free mar- 
kets - fhe premium, that is to say, 
over the official monetary price, 
which is the best index of hoarding 
demand -had run down. Demand 
war not strong and both the Chinese 
and ‘Russians appeared to be s’elling 
quite heavily. Immediately 9ter fihe 
Korean outbreak there ‘was a sudden 
rise in the market-price of gold from 
about $37 to about $42 an ounce. 
compared with the official American 
price of $35. Then the Chinese 
Governmenf sold heavily again and 
the price fell back to $37. There- 
after, however, it rose steadily again 
and reached $42443 in late January, 
China stopped selling,, and the de- 
mand for gold. for. (hoarding re- 
asserted jtself. 

Hoarding in the East 
Demand. has in f a d  proved very 

strong once more. In Europe itselE 
it seems that a good deal of gold has 
been stored away again, notably in 
France. But the most active hoard- 
ers. as usual. have been the easfern 
countries. I t  is believed that be- 
tween mid-December and mid- 
January alone sales for delivery to 
Beirut and Macao. which are the 
main respective ports of entry for 
middle easfern and far eastern hoard- 
hg. amounted to nearly half a 
million ou,nces, whidh represents be- 
tween E7m. and f8m. at the market 
price. Supplies of gold for the free 

market are fairly ample also. so that 
the furnover is large. Gold pro- 
ducers in South and Central Amer- 
ica, the Belgian Congo and elsewhere 
sell virtually the whole of their out- 
put at premium prices in the free 
market. Cerfain E.uropean central 
banks, notably the Bank of France. 
appear unmistakably to have been 
supplying their internal free gold. 
markets; and gold delivered in ehese 
markets can usually either be hoardd 
domestically or exporfed. Russia is 
believed to have been a steady seller, 
probably. mainly through Switzerland 
for Europe. More important than 
any  of these, there is the imponder- 
able €actor of ihe 40 per cent. or so 
of South Africa’s gold output-re- 
presenting 400,000 oz. a montb- 
which is sold to manufacturers and 
others in semi-fabricated form 
(ohiefly sheet and wire) at a pre- 
mium. How far this can be regarded 
as supplying ordinary hoarding de- 
mand .is naturally debatable. The 
size of the demand for this gold at a 
big premium, however. suggests that 
there is a ready home for a much 
larger quantity than would normally 
be wanfed for goldsmiths’ and other 
manufacturers’ purposes. 

So large is the off-take of gold for 
the free market that on balance little, 
if anything, is being added to the 
world’s monefary gold stocks, while 
in Washington and other places it is 
being asked with some anxiety 
vhither this trend is leading. The 
demand for gold is itsel% mixed up 
with a semi-flight from the dollar. 

From “Dollors and Monctary Gold.” 
‘The Times Review of indufry. London, February. 1951 4 .  
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The war-scare demand for some safe armament expenditure on which she 
haven or refuge for funds, which is embarking is bound to increase 6he 
used at one iime to expend itself on United States inflationary drift and 
the dollar, now fastens on gold to reduce the purchasing power of 
melal. A large part of the purchases the dollar. Moreover, the dollar% 

. must be financed by sales of dollars. now thought to be rather over- 
Such sales increase the general pres- valued compared with sterling. and 
sure on the dollar and increase the many other currencies. The other 
residual amount of dollars which possibility is that it might be possible 
have to be boughf by the central to restrain sales by gold producers 
banks and monetary authorities of at a premium, and to close some of 
other countries. These central banks the other sources from ulhich the free 
and monetary aubborities are them- gold markets get their supplies. Many 
selves usually unwilling to hold large of the practices adopted by the 

' amounts of dollars, and therefore sellers of gold appear to be to some 
convert their suplus dollars into extent inconsistenf with the.des of 

,gold. If-as is confidently believed the International Monetary Fund. 
in the bullion markets to be the case The I.M.F. has taken action with a 
-the Bank 06 France is directly sell- certain amounf of effect in such 
ing gold in the free.markei at about matters in the past and under pres- 
$42 an oz., and replenishing its stock sure from the United States Treasury. 
by buy.ing gold from the United may try to do it again. Yet it is far 
States at the official monetary price from certain whehber it would suc- 
of $35. it is a clear and direcf ex- ceed in present circumstances; prem- 
ample of the way in which the free ium sales have now extended so 
market demand for gold at a pre- widely and have become so integral 
h u m  is being satisfied by drawing a part of the whole economic basis 
on the American reserves at tihe of the gold-mining industry. 
official monetary price. But it seems 
as though the greater part of all the the drain may continue. In present 
free market demand is, in the end, at circumstances. since the dollar is not 
the expense of the American re- respected quite so much as it 'was 
serves. and since there are at .least mme 

It is not unlikely, therefore. that- 

Distrust of Dollar 
The question is what will be the 

outcome. It is possible. admittedly. 
thaf the demand will subside again. 
but 'there is no positive reason for 
thinking it likely. So 10116 as bhe 
international political position re- 
mains uncerfain, it is likely to con- 
tinue: if political nerves get worse. 
it will probably increase, Moreover, 
the dollar, which used to be the 
favourite port in a s tow.  is now 
distrusfed as a currency. It is felt 
that the United States is dccidedly in 
the centre of the present international 
storm, and also' that the huge, re- 

thousands of millions of dollars of 
ref,ugee foreign funds in the United 
States, the demand for hoarding is 
likely to go on being satisfied prim- 
arily at ihe ,ultimate expense. of the 
United States gold stocks. It is 
possible that it might be at the ex- 
pense of some oiher countries' gold 
stocks also to some extent; indeed, 
it is quite possible that the amount 
of the world's monetary gold stocks 
may decline on balance. The United 
States, however, the predominant 
owner of the available monetary ' 
gold, is certainly likely to be the 
ahief sufferer. There is some fend- 
ency here and there .to wonder 
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GOLD HOARDING 

whether this may he the force which 
may lead eventually to a devalua- 
tion of the dollar-indeed. of other 
currencies as well. It has long been 
reoognized that there is not enough 
monetary gold to provide all coun- 
tries with adequate gold reserves at 
&e present currency price of gold, 
and it is always possible that fhis 
hoarding of gold may prove the in- 
fluence which will bring about the 
upward revaluation of gold which 

.*. 
many believe to be in the long run '- 
inevitable. Even if this view should .< 
prove correct, however; if must be ~. 
recognized that the process mi& i' 

take a long time to complete,itself; .~ 
for the American gold stock IS sfill ":- 
huge, and at the present rate oe ' I  
progress it would be several years 
before' that gold stock even became ." 
insu5cient to meet r e m e  require- ',: 
ments under 'present United Statea 
law. 

r $  

Gold-Price Controversy Summarised 
It would be impossible to sum- 

marize in a few short paragraphs the 
strong arguments for or against a 
change in the official price of gold 
advanced by either party in support 
of its claim with tihe full weight of 
public aufhority and private expert- 
ise. The controversy is shanpened 
because it cannot be resolved by 
logic alone. What might be desirable 
on the ground of equity may have 
to be postponed or foregone on that 
of expediency. Interesfs legitimate 
enough in themselves 'can and do 
clash with others no less legitimate 
and perhaps of wider s b p e  or 
backed by more powerful sponsors. 

Obher and more obscure stresses 

much the largest share of the output 
of the mines, normally central insti- 
tutions that control economic life 
and monetary policy in sovereign 
states. today in effect the US. 
Government. Under conditions so 
remote from those of a free market ' 

--indeed of any other market in ' : 
which ecooomic forces .or Govern- 
ment writ establish prices - and 
hearing in mind that the annual 
output of the mines is itself only a . : 
small fraction of existing gold stocks. 
that these in turn are held partly by ' 

official institutions and parfly by the 
public, and that regulations for hold- 
ing, using. and dealing in gold vary 
in different countries from most ~- 

are also invplved. rooted we are told rigorous restriction to complete free- 
in primitive instincf or hallowed by dom. what if any is a "realistic" 
long usage. They cannot easily be mice for the metal becomes a oues- 

serious study of a problem beset by 
'imponderables and hedged wifh Yet the sfubbom fact remains 
+ahnn- that. in a world of risine orices be- 
.YWY. I .  I. 

All effons have so far fail& to d e v i h  by the~threat of further in. 
~ find a solution satisfactory to even flation, the official price of gold has 
the restricted circle of major intemfs been f r o m  since 1934 a t  $35 an 
mcerned : the producing countries ounce.. There is of course no magic 
and their "natural" counterparts, the in' this figure. If it was appropriate 
buyera for "monetary" purposes of to the general conditions obtaining 

From Bullion Review, 1950, S. lsphcr & Co. Ltd.. London 
. .. - 

. ~ .-. A.. 
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, when it was fixed sixteen years ago. and fhe price of. the metal in step 
it must a priori hear little relevance with the requirements of world econ- 
to fhe totally different condit/ons omy and with the interests of the 
under which we now live. producing countries. Until then, the 

Perhaps at some future date means dominant factors must continue to 
will be found by international CO- be the views of the principal buyer 
operation to keep the outpui of gold and the price he will pay. 

- 

Official versus Unofficial Prices 
The result of h i s  increased diversion of. newly mined gold from the 

normal channels feeding the monetary resemes of the world io those that 
h k a k  the far-Bun. free markets must be increasinelv to nullifv the IMF "~, ~~~~ ..... ~..~.~.. ~~~~ ~ ~ ~~ .~ ~ ~ ~~~ 

pofcy-on gold opcktions and io make increasiniiy artificial &e existing 
structure of official gold prices. I t  is inlerestine 10 speculate how long the 
present irend can continue without seriously undermining that structure. 
This diverSion of gold will be inevitable so long as there is any appreciable 
margin between official and free market prices. The pull of the free 
market has become irresistible when the price has fisen above the 
equivalent of $40 per ounce. 
Economist; London. February 17, 1951 

Indian Rupee-Going Up ? 
Accordih~ 80 the Eatern Economist the answer is Yes 

THE A R G U M E ~  for the revaluation Briefly, t h e  question is whether 
of the rupee in the circumstances the change in the international fac- 
which have arisen during the last tors has or has not transformed the 
four months. visualises three distinct character of the sterling-rupee 

. possibilities 'in the e v e n t of an relationship which originally com- 
Indian decision to consider the re- pelled us to devalue, and if it has 
valuation question. The first is a re- not, whether the case against sterling 
valuation of the rupee without re- revaluation which is n o w b e i n g  
valuation of the sterling while.the argued in the U.K. will not apply 
other two are the revaluation of ' to the rupee also. 
sterling also, either with the other The straight answer to that ques- 
countries, who have devalued since lion is that the considerations which 
September 1949, following suit or compelled the original step h a v e 
without such a step. S i n  c e the largely disappeared, and the c a s  e 
initial step of devaluation was itself for the revaluation of the rupee 
prompted largely by the anxiety of stands on a different and on a much 
the devaluing countries to keep in stronger footing than that of sterl- 
step with sterling in v i  e w of the ing. Some indication of this d s e r -  
heavy stakes involved, the question ence map, perhaps, be seen in the 
that has legitimately been asked IS experience of Pakistan, in whose 
the extent to which the' case for the case, the argument for devaluation 
revaluation of the rupee is also a in September 1949 seemed too 
case, Erstly, for the revaluation of strong to be I o n  g resisted: recent 
the sterling and secondly. o f  the events have proved that whatever 
other countries which have so far were the difficulties of the isolation 
kept in step either fully or partly of her rupee in the first year of ,de- 
with sterling. valuation, the change in the world 

' 

From Eastern Economisi. New Adhi. February 23. 1951 ' 



INDIAN . 
situation has imparted' sufficient 
strength to justify the continuance 
of her present parity. if not her 
original decision. The case from 
the Indian point of view is. perhaps. 
a little stronger in s o m e  respects 
because of t h e relative cheapness, 
on the import side, of food and raw 
cotton, which are so vital to 'us and 
not to Pakistan. But, at the same 
time, there are the obvious disad- 
vantages of losing part of the, ex- 
port trade in tea-because Britain. 
which takes the bulk of it is not 
likely to revalue and will have. 
therefore. to pay more or cut the 
ration-and in cotton textiles-be- 
cause I n d i a will lose the relative 
advantage she now has against the 
U.K. and Japan in the sterling and 
soft currency areas. ' 

These features distinguishing 
India from Pakistan do not alter the 
essential fact that India can. by an 
isolated act of revaluation. not only 
maintain her level of total export 
earnings but also achieve a substan- 
tial reduction of payments ,for im- 
ports. The i n c r e  a s e d earnings 
through exports of jute manufac- 
tures would more than compensate 

. the substantial losses that may be 
expected in tea and cotton, and it is 
a matter of no small consequence 
that the increases will occur in dol- 
lars which will be needed to import 
food. raw cotton and pay for the 
freight on U S  and Canadian food 
and for such other machinery that 
has to. be brought from the U.S.A. 
in view of the British rearmament 
drive. At the same time, India can 
derive the benefit of lower prices. 
not only for her dollar imports of 
food-and raw cotton, h u t  also in 
respect of imports from tlie rest of 
the sterling 'area, and the advantage 
will be the greater so long as these 
countries do not also revalue. The 
1 I *  
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general result can. therkore. be dis- 
inflationary. though this effect can- 
not b$ extended by larger quantita- 
tive purchase bcause of the existing 
Shortages in supply. 

The rupee is on a distinct basis 
and not the least of the virtues of 
indiviual action in its upward valua- 
tion is that it w i I 1 not adversely 
affect the dollar resources of t h e  
sterling area or otherwise seriously 
embarrass Britain, except in the 
price of tea and whatever austerity 
is necessary by way of a cut in the 
tea ration. On the other hand, re- 
v+luation presents the possibility of 
India solving the problem of jute 
and cotton, which would augment 
her dollar export and the strength 
of the sterling area wbile reducing 
inflationary pressure at h o m e  by 
cheaper imports. . Indeed the re- 
sumption of trade with Pakistan is 
entirely a new factor to be reckoned. 
in addition to the absence of .any 
serious disadvantage on external 
trade. 
The only question that may still 

be posed is whether the inelasticity 
of the major items of our exports- 
which is the primary source of the 
present strength of the rupee-is not 
relatively a short-term factor which 

. might disappear and bring back the 
circumstances which o r i g i n a I 1  y 
created the resistance in dollar 
markets. Existing evidence would 
seem, however, to point'to the con- 
trary and it is clearly speculative to 
expect a sudden termination of 
these circumstances in the next two 
or three years. The situation. over 
a longer period is anybody's guess 
but just as there have been serious 
limits to the extent to which we can 
benefit through exceptional factors. 

.there are also limits to the .exent to 
which we would lose when such 
factors decline in importance. 

4 
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How.to Tackle the 
RAW MATERIALS SHORTAGE 

By C. R. WHEELER, C.B.E. 
The Author of this article Is Join! M W g i n g  Director,of Cues: , 
Keen Baldwins, lron dr Steel Co. Ltd. H e  was a war-time 

Conrrofier of lron ond Stel fo6 the U . K .  Government 

. 

SCARCE RAW MATERIALS fall into two 
main categories: (i) Materials in 
which a genuine shortage was be- 
coming clearly apparent even before 
the outbreak of the Korean war. 
such as sulphur, wool. cotton. coal. 
iron ore, whose production was fall- 
ing sfeadily behind normal expand- 
ing civilian demand; (ii) Materials. 
which have become “scarce” as a 
result of. the abnormal demand 
created by stockpiling programmes. 
such as rubber, .aluminium. copper, 
nickel, lead. zinccand so on. . 

The “ artificial ” scarcities in the 
second category could. clearly. .be 
dealt, with by:, (international agree- 
ments of various kinds. The genuine 
shortages in the first category will 
need more positive handling. and 
the terms of reference of any ofgaoi- 
sations set up to deal with them will 
have to include incentives to pro- 
ducers to expand production. 

dusfnal #users of all scarce raw mate- 
rials.-that is, the degree to which 
civilian consumption and commercial 
exports are to be sacrificed to arma- 
ment production-is linked inevit- 
ably with each comtry’s general 
payments position. 

Payments Problem 
The U.N. Economic Survey for 

1949-50 - just published - shows, 
among other things. that considerable 
changes in world trading patterns 
over the period brought widespread 
reduction-in some cases even eli- 
mination-of Ewopean dollar defi- 

The problem of priorities for in-. 

is certain that the domestic’conmmer 
will go shorf. and that exports will be 

From an oddress to Industrial CO-Partnership Association. Landon. 
Februnv 20, 1951 

.. 

cifs. In the first half of l950,’tiie 
average dropped to only 2/5bhs of 
the 1949 deficit. During the second , 

half of 1950. stockpiling and planned 
rearmament hastened this process 
but. at the same time. transformed an 
accumulafing “ surplus. industrial 
production ” position into the present 
acute “faw materials shortage ” 
position. In these conditions. which 
are likely to last for some time. the 
increase in prices for raw materials 
can be used either to maintain-or 
even improve-countries’ “ dollar 
positions” or, if it is agreed that 
prices mwt be controlled in fhe com- 
mon interest, bhe.dollar gap must be 
allowed to widen again. Both ob- 
jectives cannot possibly be achieved 
at once. 

In the case of the U.K.. for ex- 
ample, it has been diffioulf enough 
in the post-war period to increase 
our industrial productivity suffici- 
ently to achieve the present precari- 
ous balance in our economy, and to 
produce ehough manufactured goods 
io provide both a reasonable stand- 
ard of domestic consumption and 
enough exports to pay for the indus- 
trial raw materials and basic food- 
st&s on which bhe whole economy 
depends. . 

With a substantial proportion of 
such raw maferials as we may now 
be lucky enough to obtain swallowed 
up in  the essentially “non-produc- 
tive ” manufacture of armaments. it 
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insutllcient to pay the increased industries. The short-term nature o€ 
prices for the raw materials them- the Marshall Plan had the effect of 
selves. 'Unless. therefore. the two creating a-sort of scramble to invest 
principal currency areas--sterl& in projects where a quick return 
and bhe dollar-make a joint on- could,be expected. The American 
slaught on the problem of prices at E.C.A. Administration conspired in 
the same time as they, tackle the this, by tempting governments to 
problem of physical shortages; the ,place undue emphasis on expenditure 
whole European programme-which in finishing industries. As a result. a 
depends on increasing productivity situation was arising where the 
still further and keeping industrial world's ind,ustrial capacity was ex- 
costs at the lowest possible .level- panding far more rapidly than its 
will be seriously jeopardised. production of basic raw materials. 

All manufacturing countries, in. The softening of markets in 1949 
cluding U.S.A., are f a d  with uhe partially concealed this trend, but it 
fact that their exports musf be cut only, needed the recent short pefiiod 
back. As the U.N. Economic Survey of intensive demand to show that 
points out, one of. the most serious ' existing scales of raw materials pro- 
repercussions of ttus will fall on the duction do  not leave even a bare 
so-called " backward " countries safety margin for an emergency. . 
which are-in the main-fhe world's During the nexf decade a hi@h pro- 
suppliers of raw materials. These portion of capital investment will 
countries can tind ready markets at . have to be Concentrated in projects 
high prices for their raw materials. for bringing supplies of basic raw 
but they will find it increasingly di6i- materials into line with the world's 
cult to convert their increased earn- industrial capacify. This can be done 
ings info urgently needed supplies of by opening up new sowes of sup- 
manufactured goods. In present ply; and by developing alternative 
world conditions. this is going to be methods for obtaining essential 
a big political headache. . '  materials. 

A joint sterlingdollar price policy The E~~~~~~ problem is do-- 
is clearly essential. to wotk out the ated by a general coal shortage, 
practical measures thaf will stabilize which affects the whole economy: by 
price levels in the short term. pos- a serious sulphur shortage. which 
sibly by means of long term contracts affects large sections of &e economy; 
with principal suppliers; ease short- and by an inoipient and not &ly 
ages in-the lower term. by means manageable shortage ofsiron ore. 
of investment in the development of Overshadowing all our difficulties 
resources; and p r o k t  the basic p a p  in raw materials supply is the current 
ments positions of individd m e m  shipping shortage. Each at temq to 
ber countries. . ' improve fhe general raw matenqs 

Fa& of M'krshaU Aid crisis by meeting a particular defici- 
The problem of investment itself encY in One Part of the World almost 

a new approad. There is no inevitably results in a repercussion 011 
doubt in the Post war-period normal movements of basic raw 
there has been a tendency to con- materials. 
centrate investment in finishing I Can well illustrate this. from my 
ind'ustries with a high-value produc- own experience in the iron and steel 
tion. and to neglect the longer term indusfry. We are endeavouring to 
possibilities of investment in primary move 9 .million tons of iron ore a 
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year into the U.K. During recent 
months. we (have been bedevil14 by 
three major upsets in tramp tonnage; 
first; naturally. was the Korean war; 
second, the sudden. purchase and 
movement of coarse grains from 
Russia; ihird. the import of coal from 
the U.S.A. A fourth appears about 
to strike us through the shipment of 
wheat from the U.S.A. to India. Tthe 
consequences of these panic stop- 
gaps are far more serious to She 
world's available shipping tonnage 
than is represented by the actual 
movement of the commodities I sup- 
pose at no time since the war.bave 
more ships been proceeding about 
the oceans of ihe world in ballast 
than a t  the present moment. Apart 
from the fact that there is a short- 
age of the ty,pes and tonnages of ves- 
sels required for certain quite specific 
purposes, I think that probably the 
world's shipping tonnage might be 
adeq-uate to the task in hand if the 
nonnal operafions of chartering with- 
out haste were allowed to take place. 
In  the world of shipping, experience 
has shown that intervention by gov- 
ernments rarely improves a situation 
and usually tends to drive tonnage 
away from the most 'imponant 
routes. 

The Task to be Faced 
The main outlines of the task can 

be broadly stated : to mobilize avail- 
able common resources; fo' expand 
as rapidly as  possible the production 
of genuinely scarce materials; and 
to curb both civilian consumption 
and exports until military pfodUCtiOII  
is running smoothly at some agreed 
level. .in the hope thaf, eventually. 
we shall find we have enough elbow 
room to make adjustments between 
the rival claims of guns and butter, 
so bhat we can maintain-r even 
expand-both our military and our 
economic strength. 

'MIC DIGEST 
But how is this to be done? Who 

must.. economise in the use of scarce 
materials? How are controls to be 
effectively 'applied? In the present 
" twilight " between peace and war. 
can politicians offer the simple in- 
centive that will enable them to res- 
trict .civilian consumption without 
resort to the full paraphernalia of 
"war-time control"? 

In' addition io OUI own domestic 
problems, we now have to consider 
bhe whole complicated structure of 
I' international co-operation ". which 
represents an immense variety of 
views as to what are tr,ue priorities. 
-extending not merely between gov- 
ernments but within governments. 
and not merely between countries 
but between individuajs in every 
country. 

E.C.E., O.E.E.C. and N.A.T.O. 
Nevertheless, the experiments in 

international co-operation since 1945 
have provided some valuable experi- 
ence. In  Europe, the E.C.E. and the 
O.E.E.C. have already foreseen and 
to some extent handled many of the 
problems now facing us. Through 
the E.C.A. maohinery. the Americans 
have learned to apprecia'ie some of 
the stresses in the 'European eco- 
nomy. A great deal of immensely 
valuable data in almost all sectors 
of economic activity has been col- 
lected-on a far broader interna- 
tional basis than had ever before 
been atfenipted. People have grown 
acxstomed to considering their 
neighbours' problems. 

Clearly. all this -must not be 
wasted. It should be possible to 
adapt existing organisations to the 
new tasks. Much will dependon our 
ability fo ensure that future joint 
efforts are co-ordinated on a gener- 
ally acceptable basis. I ,believe that 
if the voluntmy character of inter- 
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national organisations can be “ guar- 
a n W - a s  it is. for example, in the 
O.E.E.C. whose constitution is based 
on the principle of unanimity-res- 
Dictions. austerity and new %sacrifices 
can somehow be made palatable to 
long-suffering electorates. 

Palatable. yes-and this is an 
important essential: but can any sys- 
tem of controls. even though “un-  
animously” agreed upon, be trans- 
lated into effective action on a 
purely volrcnrmy basis? This is a 
point on’which one cannot but be 
sceptical. The hit-or-miss results 
of the last five years of co-operative 
effort (have added up to a total which 
is impressive enough in its own way. 
but which would hardly bear scru- 
tiny if subjecfed to the grimmer 
standards-both in volume and tim- 
ing o€ effort-that are called, for 
today. 

I am frankly appalled at the diffl- 
culties of the task facing those who 
must nrapple with the comalicated - .. 
structure that is growing up betweel) 
the O.E.E.C. and N.A.T.0.-to say 
nothing of shape. If one draws H 
chart of the present pattern of coun- 
cils and committees as it exists today 
one can only conclude, with Lord 
Ismay, that “ there is a lot of harness 

At the same time, I found the 
chart helpful insofar as it gave some 
pointers as to how the system might 
be simplified. Let me explain the 
possibilities briefly. 

There are at present two main 
groups of organisations: those func- 
tioning on the original Marshall Aid 
net: and those that have grown out 
of Atlantic treaty commitments. 
The first group, which includes, of 
course. the O.E.E.C. in Paris. is 
concerned solely with economic pro- 
blems: the second up to the present. 
solely with political and general stra- 
tegic problems. 

‘but  not much horse.” 
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These two groups are now begin- 

ning to, resemble rival solar systems 
whose polar centre is the “emno- 
mics I’ of Western rearmament. There 
seem to he two main possibilities. 

The first is that an “economic 
secretariat” should be appointed by 
N.A.T.O. to ‘:sit in” with the now 
experienced and ‘smoothly running 
organisation of O.E.E.C. to co- 
ordinate the purely military plans of 
the twelve Atlantic Treaty countries 
with the general economic. plans of 
Western Europe as a, whole, includ- 
ing countries which are not mem- 
bers of the Atlantic Treaty but 
which are, nevertheless. vital to the 
success of any European “plans”. 
be t h e y  economic or military- 
Sweden, for cxarnple, which is one 
of the two major iron-ore‘exporting 
countries in Western Europe. 

The second possibility would be 
to write economic terms of reference 
for N.A.T.O.. and to let N.A.T.O. 
take over the functions of t b e  
O.E.E.C. My own view is that we 
should develop possibility number 
one and, by ‘consolidating. the 
position of the O.E.E.C. make the 
fullest use of an existing machine. 
rather than waste time and effort in 
creating new untried machinery. 
Moreover, N.A.T.O. would not be 
in a position to handle econoniic 
problems that directly concerned 
non-Treaty countries, so ttiat it 
would always remain at a disadvan- 
tage in its attempt to co-ordinate 
the economic aspects of rearma- 
ment. 

In  the sphere of raw materials, 
the Central Raw Materials Com- 
mittee recently set up in Washing- 
ton is intended to co-ordinate the 
activities and basic requirements of 
group No, 1 and group No. 2 at the 
highest level. 



Cost. of Living Measurement 
(1) Interpreting the Index 

MUCH was made a short while ago 
OE the fact that the retail price index 
showed a rate of increase over bhe 
past year slightly bel& that for thc 
previous 12 months: From this the 
conclusion was drawn in certain 
quarters that in the last 12 months 
the rate of rise of prices had slowed 
down. It is important to remember 
here that the index is intended to be 
an index of retail prices and, more- 
over, that if is based on thqnormal 
expenditure of a working-class 
household in 1937-38 quite apart 
from. the fact .that the normal 
working class household (said to 
consist of 32 persons spending 
on an average in 1937-38 85s. a 
week to cover all family require- 
ments) represents only' a small 
proportion of the population. of 
the country. +e index cannot be 
held to represent the true change in 
the cost of living,.since any such 
change must take into account varia- 
tions in average earnings. Albhough 
it is mue in a certain sense that. if 
the average family has to spend half 
as much again on its normal require- 
ments at one period as compared 
with an earlier period. money costs 
have risen, the real cost of. living can 
hardly be said to have gone up if 
earnings have at least kept pace with 
fhe increase in prices. 

As The Times pointed out in a 
lead,ing article. bhe rise in average 
earnings between April. 1949 and 
April 1950 was just under 4 per 
cent. while the rise in the retail price 
index was almost 5 per cent. I n  the 
previous year from April 1948 to 
April 1949 earnings rose by almost 
5 per cent. and the retail price index 
by less than 1 per cent.. so that in 

Fvom Nruiotral Provineid RI 

the more recent period theFe wag a 
distinct reversal of fhe trend. But 
this. ,of course. does not complete 
the picture, because the ayerage 
hours worked per week increased by 
slightly over a quarter of an hour 
between April 1949 and 1950 where- 
as they remained steady during the 
preceding fwelve months. Thus in 
the 1 9 4 8 4 9  period the real rewards 
of labour were increasing, while ,in 
the follhwing year, in spite of an ln- 
crease in the hours worked, earnings 
were not keeping pace with the in- 
crease in prices. 

There are. of course, numerous 
obher points which must be taken ' 
into considerafion when assessing the 
significance of changes in the index' 
of retail prices. For instance. varia- 
tions in the prices of the constituent 
items of the index might well be 
expected to alter the pattern of de- 
mand of the average family. thus 
throwing out of gear the carefully 
worked out system of weightiag the 
individual items according to their 
relative importance in the average 
budget. Furthermore, at the present 
time some of the items which would 
have fallen within fhe pattern of ex- 
penditure in 1937-38 are now either 
more freely available or strictly 
rationed. In either case the effect 
is to alter the pattern of dem,and. 

It is of little value to base fore- 
casts solely on the trend in retail 
prices since, while these may hold a 
reasonably sfeady position. whole 
sale prices must also be taken into 
consideration as their effect on the 
retail price index is in the nature 
of.delayed action. as also is the case 
with raw material prices, and if  the 
index of either of these latter two 

.vien,. Loridnit. February. 1951 
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to the man five miles from home 

rain with neifher nor mack- 
intosh to reflect that the barometer 

~ 

shows a rising tendency it is reason- 

shortly be reflected in the retail price 
index. 

The ,human factor mllSt not be 
overlooked for it is of little comfort is rising. . 

THE POPULAR concept of the “cost the index for drink and tobacco it 
of living” is somewhat vague. It is possible to work out a combined 
ipcludes not only the prices of things index for all other purchases; but it 
which theindividual must buy in is not possible to compute a similar 
order to live but also the prices od ’ index omitting from each group the 
many things he wishes to buy in items which cannot fairly be describ- 
order to enjoy living. It includes ed as essentials. It would be an 
things on which he spends money advantage if the component groups 
(such as. football pools, insurance of the new index could-be arranged 
premiums. or subscriptions to friend- so as to permit a clearer distinction 
ly societies) which can hardly be said to be made between trends in the 
to have a retail price; and also direct prices of the.ordinary necessaries of 
taxes, social hsurance contributions, fife and in the prices of other 
and other inescapable charges. It is purohases. 
not .practicable to combine so many The advisory c o d t t e e .  whose 
disparate elements in a single work resulted in the present interim 
monthly index.. It was. in fact. a index, le€$ open the question of the 
step fonvard-to confine the present eventual basis for a permanent index. 
index in the main to goods and ser- The proceedings of variow inter- 
vices with measurable retail prices; national conferences of statisticans 
though it might well make allow- (which the committee wished to fol- 
ance .for house repairs, toys. and low before taking a ,final decision) 
certain other omitted types of out- have left little room for doubting 
lay. that a country like Britain is hest 

A new index should be recognised served by an index. the weighting 
much more clearly’ than the present of which is revised at frequent inter- 
one for what it really is-a neat (but vals. A monthly retail-price index 
frequently misleading) summary is essentially an instrument for com- 
statement of the combined effec! of paring changes over a few years 
changes in a s a  of separate indices. rather than over a generation or 
each of which is a summary of two. 
changes affecting a particular group If it is to be “realistic,” it must 
of goods or services, such as food. keep in close touch with the current 
‘clothing, or the cost of .housing. habits of consumers. Of. the various 
The present index for almost every ways of achieving this. .perhaps the 
one of these groups, however. corn- most practicable for Britain is to take 
bines obvious necessaries such as the “basket of goods” actually pur- 
bread, soap, coal, shoes, or fares to chased in a given year as the hasis 
work with non-necessaries snah as  for weighing the nndex for the fol- 
cinemas, wireless sets. “selected pro. lowing five years. The goods which 
prietary medicines.” tennis rackets people were actually buying would - or gramophone records, By omitting then be ascertained again, and used 

~ able to assume that the tendency will in the open in the 

(2) How to Make a Better Index 

From The Times, L o d o n .  February 7, 1951 
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as’the basis for the index iul.the next, a great many obscure corners .in 
five years. Such a method would contemporary life. They would give 
not preclude comparisons over longer all concerned with the many hard 
periods. if needed, though the process decisions that lie ahead in social. 
of “pricing back” involved is some- economic; and fiscal policy a clear- 
what complicated: but .the.informa- er understanding of many issues : 
lion about long-term trends to be now clouded in opinion. What con- 
derived from any monthly retail- tribution is made to the standard of 
Price index is very limited. and living of household of different kinds 
students Of such trends are best ser- by particular subsidies which may 
ved by Statistics of other sorts, .in- have 10 be or withdrawn? What 
cluding family budgets. is the true value of social. insurance, 

jf the case for a frequently revised family allowances, rent subsidies. 
main index is accepted, then the and other social benefits which may 
preparation of such supplementary have to be modified? Where is 
information would not require much there evidence Of extravagance in 
additional work. For the bulk of the oficial POliCY. and where is the shoe 
work would have to be done to get already pinching? How can bhe now 
the material required for the main imminent reduction in civilian con- 
index-in the form of household sumption or in social services be 
budgets. These ought to be collected: effected with the smallest Possible 
cvery fifth year.preferably beginning 
this ycar in order to derive the fullest lo these and’ many 

amount of avoidable hardship? 

For advantage from the coming Census. similar questions an ,up-to.date set 

price 10 be paid for an “adequate be of the greatest value in  the next 

A five-yearly conspectus Of house- 
budgets is probably the least of, household budgets drawn from 

all SeCt,ions of the community woyld 
measurement of the cost of living.” few even wibhout a revised 

If the price is held to be worth index of retail prices. Information 
paying, a great opportunity will be of this kind, coupled with a better 
missed if the necessary inquiries set of indices. has become a prac- 

old people, *‘middle-class*, and tical administrative requirement for 
other households, as hitherto; if good government. , 
they study spending but ignore in- 
come; and if the results are present- 
ed only in the form of averages, so 
that the differing circumstances of 
families with or without children, 
of small and large families, and 
other types of household. remain 
unknown. 

These high prices will in them- 
selves generate demands for’ higher 
incomes. and thus further price 
rises. In addition, the pressure on 
raw materials does nof look like 
slackening. and we can hardly hope 
io escape higher indirect taxes in 
the Budget. 

In times of stringency it is in Mr. Seers says that the total effect 
many ways more impofiant to have of economic changes up IO early 
such budgets. comprising the February might be to have added 
sources of income as well as the around 10 per cent. over mid-1950. . 
channels of outlay, than it is to have prices by fhe time fresh rises have 
any indices which might be based worked their way right through to 
upon them. They would illuminate the purchaser. .. 
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Capital Running in Ruts 
By Professor F. W. PAISH (University .of London) 

THE GREAT .danger lo our present 
national economy is rigidity-a ten- 

.dency to keep on running in its 
accustomed ruts instead of breaking 
away and exploring new paths. , In 
the past the greatest new develop- 
mentsihave frequently come from the 
growth of new firms and new indus- 
tries, often to the great discomfort 
of those already established. But for 
new firms and new industries to grow 
they must have access to capital, and 
this is facilitated by the existence of 
a large and active market. where the 
mewcomer may competp. on equal 
.terms with the old and well estab- 
lished. 

The possibilities for new and 
.efficient firm to obtain the capital it 

I needed to enable it to grow were 
greatest when there were a large 
number of substaiitial private inves- 
tors looking for investment oppor- 

. 'tunities and when a firm could 
plough back freely the cxceptibnal 
protits its exceptional efficiency 
enabled it to make. Today the 
position is very different to this. 
The place of the private saver has 

1 very largely been taken by the State, 
which is naturally prone to give 
priority for such capital as it can 
spare from housing or other social 
investment to basic industries. 
whether nationalised or not. 

The proportion of the national 
profits ploughed back may not be 
very diRerent from what it has been 
in several previous periods; but there 
is a world of difference between sav- 
ings made out of lightly taxed profits 
earned in the face of strenuous com- 

. uetibion and the same a m o u t  of 

can make profits. but i6 they make 
them they keep them; in the second 
case profits depend more on being 
allowed a due share of materials and 
of the market than on any particular 
excellence of management, and such 
profits as are left after tax are shared 
inuch more equally between the more 
and the less efficient. 

Thus the exceptionally efficient 
firm is starved of the new capital 
which would enable it to realise its 
fu l l  potentialihies, while the less effic- 
ient firm is able to continue to exist 
with every outward appearance of 
swcess. 

Outlook for Issue Market 
It is difficult to be very optimistic 

about any substantial and continued 
expansion in the near future in the 
volume of business on the London 
new issue market. I t  is. of course. 
always possible for a temporary 
improvement, such as that which 
occurred in the autumn of 1950. to 
develop as bhe result either of an 
improvement in confidence-x a de- 
crease in liquidity preference, if you 
prefer the current jargon-or of an 
influx of funds from abroad which 
is allowed to expand the volume of 
bank deposits. But neither of these 
developments-unless. indeed. they 
lead to a worsening of our balance 
of payments position-oes anything 
in  conditions of full employment to 
make more resources available on 
which'to spend the proceeds of new 
issues. Their effects are in them- 
selves purely inflationary, and they 
cannot continue for long without 
eibher intensifying the tendency to- 
wards a rise in domestic prices or 
checking the improvement in  our 
balance of. payments. 

Until recently it appeared that. i t  
might be possible for the authorities 

Savings made out of profits that have 
been easily earned but heavily taxed. 
In the first case only. the efficient 

From "Thc London New Issue Market." Economico, London. February. 1951 
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to increase the rate of their purchases there are only four other courses 
or  repayments of 1ong.term Govern. open to it if inflation is to be avoided 
ment debt and so make more money -an incr- in Government saving 
available for institutions and persons through higher taxes or reduced 
to re-invest through the market. nonmilitary expenditure; an increase 

This hope was b a d  partly on the in personal saving. mainly in the 
gradual fall in war damage payments middle- and lower-income groups, 
and obher capital transfers and partly enforced by renewed controls on 
on the increased rate of saving by consumption; a decrease in non- 
the social security funds. But now military investment by stricter con- 
the news of the cessation of Marshall trols on capital formation; and a 
Aid coupled w.ith the piospect of general discouragement of invest- 
greatly expanded expenditure on ment by a restriction of the quantity 
armaments makes it likely that the of money and a rise in rates of 
Governent will have less rather than interest. 
more funds available for the repay- Of these possible courses, the en- 
men1 of debt, and. that total invest- forcement of more stringent concols 
able funds in the capital market may on capital investment seems the Ilke- 
therefore tend rather to diminish liest: and it is too much to expect 
than to increase. that the brunt of them will fall on 

If so. the Government wdl have capital formation by public author- 
to look to other means for balancing ities or nationalised industries. 'This 
the national savings and investment would mean that demand for new - 
budget without inflation. It Seems capital through the market would be 
likely that it will first look, as indeed reduced to matoh, the reduced supply, 
it is at present looking. to a Still fur- and that inflation would be avoided 
ther expansion of business savings. at the exponse of a still further fall, 

If by reason of a breakdown in in the business of the new issue 
:e restraint this policy should fail. maiket. .......................................................................... 
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Assets 
. .  By JACK RAYMOND 

AN ALLIED SOURCE disclosed today companies, two shipbuilding com- 
that the part of a sentence nearly six . panies,, one chemical company, two 
years ago providing for contiscation administrative companies, one trans- 
of Alfred Krupp's property had portation company. eight coal trad- 
never been carried out. ing companies. two ore trading com- 

The total assets of the Krupp com- 
bine are estimated at 1.300 million 
Deufsche marks, and the net book 

, val,ue at 276 million ,Deutsche marks. 
These figures take into account losses 
through bombing and dismantling 
estimated a t  297 million Deutsche 
marks. (The Deut.de. mark is val- 
ued at 23.8 cenfs). 

Krupp's ultimate'share ot this will 
depend on the outcome of the Allied- 
German negofiations for implement- 
ing the decartelization law. It is 
understood, however. that the reor- 
ganization will provide for creation 
of a single concern. including the 
Rheinhausen Steel Plant thirty miles 
from Essen, an adjoining engineering 
and construction company. and a 
wire-nroduoine nlant. T h e  rest will 

panics. &e cement trading co&pany. 

'ss'n* where a '"0's welcome panies. twelve miscellaneous produc- 
awaifs him. So also awaits inherit- tion companies and the giant K~~~ 
ance of the business empire that em- 
ploys 60,000 persons in ninety related 
enterprises. A six-man board of directors, 

appointed by the Allies as trustees 
for Krupp, runs the combine. They 
are all former Krupp associates. The 
heart of ohe Krupp works is at Essen. 
where eight factories are working, 
employing 10.000 persons. compared 
with 200,000 in the'old days. The 
main plants have been one-third 
bombed ahd one-fhird dismantled. 

Nominal capitalization of the 
Krupp works is 400 million Deutsche 
marks. They have ohe capacity of 
producing 1,500,000 tons of pig iron 
yearly, or 11 per cent. of,the German 
total; 1,400,000 tons of steel. or 10 
per .  cent. of the German total; 
812,000 tons of rolling mill products. 
or 8 per dent. of, the German total; 
and 5,000.000 tons of coal, or 5 per 
cent. of the German total. 

The Krupp trustees sfress how 

Krupd is 'to to fourteen iron and steel trading corn- 

company, 

~ r~ ~ _ .  -... ~~ 

have to be disposed of in order to 
'break up the excessive concentration 
of economic power within Ihe mean- 
ing of. the Allied law. 

At present the Kmpp complex in- 
cludes a locomotive works at Essen, 
a wire production plant at Hamm. a 
bridge-building and construction 
plant at .Rheinhausen, a steel pro- 
cessing plant ab Dpesseldorf. four 
coal mines, five iron ore mines. one 
insurance. company, five housin4 

New York Times. 

they have reconstructed the huge 
locomotive plant at Essen out of a 
jungle of twisted steel and rubble 
left by Allied bombs. They. now are 
carrying ouf orders for 100 locomo- 
tives each for South Africa and 
Indonesia. 

It will take @hree quarters of a year 
to fulfill the orders, which is virtually 
at the pre-war rate of one locomotive 
daily. 

Fcbrumy 11. 1951 
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United Nations Economic Report 

CONDITIONS IN MIDDLE EAST 
part of the year limits the range of 
crops which can be grown under dry 
farming. Hence. since earliest times. 
the inhabitants have employed irri- 
gation: today, many of. the region's 
most valuable crops, such as cotton. 
citrui fruits, and sugar cane, are 
being grown by irrigation. Large- 
scale irrigation has, however. 
brought in its train a series of prob- 
lems. some concerned with hveiene. 

THE MIDDLE EAST, which, has an 
area of a little ,under 10,000,000 
square kilometres and a population 
of about 100 millions, is not a defin- 
ife geographical unit, and the econo- 
mic ties between the countries it in- 
.dudes are loose. This cultural unity 
of the'region was upheld and rein- 
forced by the Arab Caliphate and the 
Ottoman Empire. 

tended to link the countries of the 
Common Characteristies Middle East. Oil has been dis- 

covered in most of ahem. and has 
presented them with similar prob- The Middle Eastern countries. 
lems. Improvements in transport are wiih the partial exception of Israel. 
also overcoming the geographical share several basic characteristics: 
barriers. The Second World War did a rapidly &$owing :population, which 
much to link the Middle Eastern ,in 'some countries is pressing heavily 
countries to each other by isolating on the'means of subsistence; a low 
them from some of their most im- ,hygienic level, which manifests itself 
porfant markets and sources of in the form of high mortality and . 
supply. widespread disease; a low educa- 

The principle obstacles. however, tional, standard and low literacy 
to the economic ,integration of the raies: few known mineral resources. 
Middle East are its low standard of with the important exception of oil: 
living and bhe.similarity of the eco- a marked concentratlon on agricul- 
nomies of mosf of its territories. ture, which occupies the great part- 
Thus tar, the limited industrialisation of the population and provides the 
of the region has not modified this largesf part of the national income; 
similarity in the economic structure a marked shortage of capital and 
of the countries in any important consequent dependence on ,foreign 
degree. sources for investment; and a lack ot: 

The physical characteristic which technological advance which. coupled 
dominates the economic and social with natural and social causes, leads 
structure of the Middle East is its to low productivity. 
aridity. The region lies mainly in bhe These characteristics result in IOW 
great desert belt; most of i t  receives nafional income, broadly speakmg 
little rain. is unfit for farming. and above the level of most Asian coun- 
can be used only as pasture. Almost tries but below that of most Latin 
one-sixth of the total population is American countries, the economic 
,nomadic. Yet, most of the land of and. social consequences of which are 
the Middle Easf is quite fertile. aggravated by the unequal, distribu- 

The lack of rainfall during a large tion of wealih and i'ncome. Factors 

In modem times ofher factors have ,- . 
others with the soil. 

. . 

'Economic Condirions in Middle East,' Utdtcd Noriotis. New York. 
February 22, 1951 
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which also affect the relations'of the Middle East'refineries were capable 

* 'Middle East with the outside world of 'processihg about 300 million bar- 
are_'t,hat the regional ,imports 'of .rels of the 530 million barrels of 
manufactured goods are covered only crude production. 
in part by exports of a limited range Production costs of. crude petro- 
of agricultwal and mineral raw leum in the Middle East are con- 
materials. leaving a deficit in the bal- siderably below those of other major 
ance of payments. ' 

producing areas in spite of the large 
Oil .Resources 

The Middle East is probably the 
greatest oil bearing region in the 
world; the proved reserves constitute 
two-fifths of the world total, and the 
region accounts at present for about 
a fifth of, world ,production. 

The industry has been established 
in the region by foreign interests. 
mainly British and American. whioh 
brought the capifal estimated at over 
$1,000 million. The companies have, 
under the terms of their concessions. 
great freedom of action. Output is 
necessarily determined by considera- 
tions of world.conditions. Moreover, 
it is the companies which provide 
and own the means of transport and 
which secure 'the markets bobh in 
Western Europe and in other parts 
of the world. The foreign exchange 
derived from sales of oil is in large 
measure retained by the petroleum 
companies. Hence, the impact of oil 
operations on Middle Eastern pro- 
ducing countries is mainly indirect. 
and the ,benefits derived by them are 
limited. 

Production of crude petroleum in 
the Middle East has increased from 
16 million metric tons in 1938 to 71 
million fons in 1949. OE the latter 
quantity Iran produced 27.2 millioui 
tom, Saudi Arabia 23.5 milbon. 
Kuwait 12.4 million, Iraq 4.3 million. 
and Egypt and Bahrein bhe rest. 

Despite considerable expansion in 
the refininig capacity. of the region 
and the existence of the world's larg- 
esf refineries at Abadan, the amount 
relined remains substantially. below 
the crude production. In 1949 the 
1 2  

. 

capital investment required for ex- 
traction and transport. Wages in the 
industry are low. and petroleum pro- 

'd,uction per worker is comparable 
with bhat of the U.nited States and 
Venezuela. In the Middle East, royal- 
ties and tax payments ranged be- 
tween 13 and 35 cents (US.) per 
barrel in 1948. while in Venezuela 
the average for 12 major oil com- 
panies was 86 cents. 

The con.tribution of oil to the eco- 
.nomy of fhe.variouu Middle Eastern 
countries differs widely. In such 
countnies as Iran and Iraq. oil is one 
of many sectors of the economy and 
accounts. for only, a small part ot the 
national income, while it  plays an 
important part in the balance of pay- 
ments and government budget. In 
Bahrein and Kuwait. on the other 
,hand, oil extraction ranks higher 

',than all .other economic acfivities 
together. 

Petroleum companies employ a 
considerable number of workers and 
provide some technical training: but 
as the labour-absorbing capacity of 
the petroleum industry is. by its 

-nature, limited excepf i.n Kuwait and 
Bahrein, the total number engaged 
in the oil industry is only a small 
fraction of the population. 

Balance Sheet 
If in r e n t  years there has bcen 

little basic change in the economic 
structure of fhe Middle East, from 
the viewpoint of the last three o r -  
four decades. however, measurable 
progress has been made in the 
economic field and still more in 
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social conditions. gap created by the inadequacy of 
the economic developmenk how- domestic savings has been lilled to 
ever, have to large extent, been off- only a limited extent by foreign 
set by the rapid growth in the capital which can only supplement, 
population. not act as substitute for. local capi- 

The present state of the Middle tal; and the contributions of oil 
Eastern countries presents a striking royalties and the sterling balaqces 
contrast to the potentialities open to . to the economy of the region have 
the majority of them, chief among also been limited. 
which are land, oil and rivers. The The factors responsible for main- 
realisation of these potentialities is. taining Middle Eastern agricultural 
however, seriously .impeded by a output at its present low level are: 
number of obstacles. . natural conditions, of which the 

The vicious circle of lack of in- chief is the insufficiency and irregu- 
vestment keeping output down. and lar distribution of rainfall; technical 
low output failing to provide the backwardness; and the unequal dis- 
necessary surplus for investment. tribution of land and unfavourable 
operates in the Middle East as in systems of land tenure prevalent 
other under-developed areas. T h e  over most of the region. 

The. benefits of 

. .  

~ ~ 

sterling ~ a n c e s  

the nature of capital payments to should be made for meeting the 
other countries. I am one of those charges arising. My contention is 
who think that-the repayment of the that. if the charges in question are 
s,er/jng liabilities constitufes a very taken into account and due pro- 
heavy burden for fhe British and vision is made, then the problem of 
fhaf Greut Brifuin ought redly to be the dollar shortage will prove to 
helped to make such repaynmts. have been dealt with, and dealt with 

successfully; but. if some of the ex- 
But that is one question; quite penditure is left unprovided for and 

another is how expenditure of this if specific problems are not attended 
sort should be presented in the bal- to. then they will crop up again i n  
ance of payments and how. in a more aggressive form-with very 
Great Britain's c a S e, Provision unpleasant consequences in the end.. 

(conrinued froin page 169) 

FREE TRADE AGENDA FOR DRITAIN 

Here is the Agenda for the new econo- launch a crusade against guantilative 
mic order for Britain: ( I )  Initiate a restrictions; ( 5 )  Give teeth to the Mono- 
parliamentary programme to repeal all Poly Commission and framework and 
Protectionist Acts of 1915-1939, including Powers comparable to those of the United 
the Import Duties Act; (2) Abandon States Federal Trade Commission, break 
export licensing and progressively reduce large amalgamations into their 
State bulk trading; (3) Resisl every form Part5 and redress abuses in 
of trade discrimination, including Empire patent law; C 6 )  Develop Benelux into a 

Preference and the Ottawa Agreements & ~ r e ~ ~ r a ~ ~ ~ ~ ~ ~  U;;;:; Act; (4) Determinedly co-operate with 
the International Trade Orgmisation and with the Dominion of Canada and the 

United states: 
D e w k  AbeL Third. Force.  ond don, wjmer 1950 - 



169 

Sterling Balances Should be4ncluded 
in U.K.’Budget . 

By PER JACOBSSON 
Economic Adviser, Bank for International Settlements 

I N  ITS LATEST a n u a l  report the drawn upon. T h e r e  has to be a 
Nederlandsche Bank has made a cover for ‘those drafts-otherwise, 
very interesting calculation of what the repayment of sterling balances 
it calls “the gross balance-of-pay- will fall as a charge on the monet- 
men’ts -deficit”. For this purpose it ary reserves and in that way make 
takes into account. as part of the itself felt as a “dollar Shortage”. 
country’s expenditure, not only cur- In the 1920’s. when Great Britain 
rent items (payments for imports. had to pay interest and amortiza- 
insurance charges. etc.) but al,m tion in respect of its war debts to 
what may be considered as normal the United States-the payment tak- 
items of outlay for.debt repayment o ing the form of annuities amounting 
and capital investments abroad, it to about €33 million a y e  a r-the 
being rightly pointed out that such millions in question w e’r e included 
capital items have also to be in the annual budget and con- 
covered by corresponding drafts on sidered as one of the items on the 
the resources shown on the income current account of the country’s 
side in the balance of payment. balance of payments. 
If they were not so covered, they But the repayment of sterling lia- 
would remain a charge in the bilities after the second world war 
balance of’payments and would. in has not been treated in the same 
fact. become a charge on the monet- way: there has been no provision 
ary reserves. .for it in the .annual budgets, and. 

Sweden has had to deal with such statistically. the net amounts re- 
a case in regard to ifs credits to the quired have not been included as an 
USSR and to certain other count- item on the current account of the 
ties; in so far as these credits were ‘ balance of payments. Such repay- 
not covered by surplus savings in ments.have to be made, however. 
Sweden (which they c o u l d  hardly and if the resourca required as 
be in full. since we Swedes were us- counterpart are not forthcoming in 
ing ‘ u p  our savings for our own due time the repayments which 
domestic investments), the burden take place will appear as a shortage 
of the credits fell p a  r t 1 y on our of foreign exchange (i.e. of dollars). 
monetary reserves. I wish, in this ’connection, to 

I will tak? another example, this stress the fact that there has to be 
time from Great Britain, w b o s  e a balance between total expenditure 
economy is responsible for the and total resources in. the balance 
liabilities in the form. of sterling of payments and that it is impera- 
balances and has to take the strain tive to include all items of expendi- 
when the sterling balances are ture, although somc of them are in 

. Concluded on page 168 
From ‘European Monetary Probbms’. Economic Conditions and Banking 

Problems, Swedish Bonks Associalion. Slockholm. 1950 
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Two- Thousand Million Dollars 
. for African Projects 

THE UNITED NATIONS' f i r s t  cent. on social services, including 
continent-wide study of African education. .public ,health and hous- 
economy shows that three colonial About 19 per cent. of the 
powers had planned development French expenditures and 34 per 
programmes to cost more than cent. of the Belgian would go for 
$2,000,000.000. social service. Communications de- 

Running through the report is the velopment is emphasised in all, 
theme that Africa needs develop- plans, especially the construction 
ment capi,@l not only to increase and repair of roads. 
exports but to build up capacity to Fundamentally all &e plans re- 
produce and consume at home. So cognise that if  the populations of 
far investment in Africa has beena Africa are to achieve higher stan- 
devoted chiefly to the export trade. dards of living it is important to 
leaving the internally-oriented part raise levels of produc!ion. 
Of the economy far behind. Progress of the plans has been 

Comprehensive colonial develop- impeded not because of financing 
ment plans have been drawn up and troubles but bwause of lack of 
have been put into operation.  he trained staffs e q i P m e n t and 
plans cover projects not likely to materials. T h e  Economic Co- 
yieId a direct. financial return and operation Administration has made 
therefore not attractive to private a significant contribution by making 
investment. The three Governments' available essential equipment and 
plans stress items like social welfare technical assistance. 
and communications and assume - A  table of wage rates for 1948 
that private investment will con- gave these examples: in the Belgian 
tinue to provide capital for agricul- Congo. miners earn 32 cents a . d w  
ture, mining and industry. in Nigeria. native workers get as 

Britain has conceived a ten-year little as 15 cents a day: natives 
plan for her African territories to working in Government.service in 
cost $434,000,000. the Union of South Africa average 

into two: $515,000,000 for territp the daily wage rate ranges from 26 
ries south of the . Sahara and CentS. to 94 CentS. 
$758,000.000 f o r  French North ROLE OF TRADE UN,ONS 
Africa. Both programmes run to NATIONALISED INDUSTRIB 
the end of next year. Mr. C. A. Lidbury will address a 

The plan for the 6+ian congo lunchtime meeting. on this subject. under 
is to be a ..comprehensive and ,auspices of the Economic Research 

Council, on Wednesday, April 4. 1.1s to 
ordinated plan of development for a 2.1s. in the Angus Room, 5S, Park Lane, 
t e n  - y e a r  p e r i o d "  to cost London, W.1. Non-member8 will be 

welcome if they'will nohify their intention $500,000,000. 
A breakdown shows that Britain to the Secretary, Economic Research 

Council. 18, South Street. London. W.1. 
planned. to spend more than SO per (CjROsvenor 4581). 

ing. 

, 

The French programme is divided $4.02 a week; in French territorkS 

Unired Notions, First Report on Africa. February 24, l9Sl 
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Canada’s . Resources for ’ Re-armament 
’ Prospecis for increased production me not goad enough IO cover 

rn-w defence spending. dierefore Can& also Ifas a problem of 
inflarionary pressure 

THE CANADIAN economy has been 
expanding and will continue to do 
so. Our gross national product in 
1950 was valued at $17,693 millions 
as COniparcd with $11,810 millions 
in 1945. In 1951 it may rcach 
$20,000 millions. But these inipres- 
sive gains are a combination of 
quantity and price and have been 
inordinately blown up by the latter 
factor. The practical question is to 
what extent can output in real terms 
be,  quickly enlarged to offset 
additional military requirements. 

To seek the answer in analysis of 
the real growth of the national pro- 
duct is to be confronted with a 
rather surprising and sobering con- 
clusion. It is officially estimated 
that, after eliminating price changes, 
the physical volume of the total flow 
of Canadian goods and services in- 
creased in the years 1947, 1948 and 
1949 by only about 2 per cent. per 
annum-i.e. by no more than the 
growth of. population-and this 
despite substantial additions to pro- 
ductive capital equipment. 

By contrast, an annual rate of ex- 
pansion in aggregate real output 
approximating 7 per cent. was 
achieved between 1939 and 194G 
under the exigencies of World War 
11. It  is true that. since the war, 
output per man hour has risen 
appreciably in many lines but. with 
the general trend to a shorter work 
week. it would seem that a good 
part of the dividend of national 
progress has been taken in the form 
of added leisure. ’ 

In 1950. however, preliminary 
estimates suggests that an expansion 
in output of close to 4 per cent. i n  
real terms was realised under the 
stimulus of the exceptional demand 
that developed in the wake of the 
Korean war. This acceleration was 
particularly apparent in the volume 
of manufacturing production which, 
as compared with a year earlier, was 
higher by 3.4 per cent. in the first 
six months and by 10.7 per cent. in 
the succeeding five months to latest 
report.& . 

The speed-up has been accom- 
plished by fuller employment of the 
labour force to the point where the 
practical minimum of 2 per cent. 
was unemployed, by a slight in- 
crease in the average number of 
hours worked and by operations at 
full capacity in many directions. 
Thus what little leeway there was 
early last year for augmenting out- 
put by drawing upon immediately 
available reserves of manpower and 
productive facilities has by now 
largely disappeared. 

Manpower Prospects 
In appraising possibilities for 

1951, it is reasonable to anticipate 
at least a normal enlargement in the 
labour force of the order of 2 per 
cent. from natural increase. and 
immigration. But in addition, there 
are people not ordinarily employed 
or seeking work who might be 
attracted into employment. Women 
workers currently make up only 224 
per cent. of employment in manu- 

; From Btuiness Review. Bonk of Momreal. February 22. 1951 
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facturing whereas in late 1944 the 
proportion.was over 28 per cent. In 
the younger and older age brackets. 
the percentage of both men and 
women who go to work has been 
of the normal work week which, in 
manufacturing, averaged about 42 
hours last year as compared with a 
declining in the last few years. 

Moreover. the growth of employ- 
ment since World War I1 has been 
greatest in non-manufacturing in- 
dustries, and ensuing months may 
see a reversal of this trend. There 
might also be a further lengthening 
peak of close to 50 hours during the 
last war. Recognising the impor- 
tance of making the most effective 
use of the present and potential 
working force, the government has 
recently appointed a National Ad- 
visory Council on Manpower with 
membership representing labour, 

’ employers, agriculture, women 
veterans and government depart- 
ments. 

It is doubtful, however, whether 
gains in total national production 
commensurate with the possible in- 
crease in the working force can in 
fact be achieved under the con- 
ditions that seem likely to obtain in 
the year ahead. The shift, in whole 
or part, of many productive proces- 
ses from civilian to military ends 
will entail some interruption of out- 
put and redistribution of labour. 
with temporary hindrance to pro- 
ductivity. Moreover. shortages of 
necessary materials may for a time 
cause cut-backs in specific indust- 
ries ‘before defence contracts, with 

0 

, attendant priorities, are received. 

Over-Simple Arithmetic 
In the light of these considera- 

tions, and assuming the continuance 
’ 

‘MIC DIGEST 
of conditions short of all-out war. it 
is questionable whether the size of 
the “cake” representing the physical 
quantity of total national produc- 
tion can be further enlarged in 1951 
at a much greater rate. than the 4 
per cent. accomplished in 1950. It 
is noteworthy, however, that this 
gain, if realised, would be about the 
size of the oddifiorza/ slice that the 
defence programme, as such, is ex- 
pected to take. But before conclud- 
ing that the expansion of national 
output might thus suffice to absorb 
the entire impact of augmented 
military requirements, it must be 
remembered that these calculations 
leave no room for the automatic in- 
crease in consumer demand arising 
out of the nornial annual growth of 
about 2 per cent. in the population. 

It must also be realised that the 
encroachment of defence demands 
will in many ways be more sharply 
felt than the foregoing considera- 
tions suggests. It is officially esti- 
mated that rearmament outlays will 
require between 8 per cent. and 9 
per cent. of total national produc- 
tion in the corning year as a whole, 
as compared with about 5 per cent. 
in the past twelve. months, but this 
implies that the rate will rise 
steadily as the months go by and 
will be appreciably greater than 9 
per cent. by the end of the year. 

Moreover, before more planes, 
ships, guns, radar and other military 
equipment can be turned out it will 
be necessary to expand facilities for 
producing not only these i t e r n s  
themselves but also m a n y  of the 
basic materials that go into them. 
This supporting expansion on the 
part of private industry, while not 
encompassed in the estimates of 
direct. defence costs, will nevertheless 
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lead. zinc and tungsten is being ex- 
panded and exDloration for o t h e r  

be considerable and w i 11 compete 
directly with capital investment pro- 
grammes for chilian purposes.- A 
recent official survey shows t h a t  
combined public and private capital 
expenditures planned for 1951 tot31 
$4,26O~millions or 13 per cent. more 
than actual outlays in 1950. In 
view of physical limitations u p o n  
supplies and the probable diversion 
of scarce materials and skilled man- 
power into defence and related pro- 
duction, it is considered unlikely 
that such a high r a t e of over-all 
capital expansion c a n  actually be 
achieved in t e r n  of physical 
volume. 

' I  
Government Action 

A number of special measures to 
speed up the production and diver- 
sion of scarce. resources. and so 
alleviate competition for them, have 
been announced within the p a s t  
month. Governmental action will 
be co-ordinated by the formation of 
a Crown Company, Defence Con- 
struction Ltd., and of a separate 
Department of Defence Production. 
A plan for accelerated depreciation 
of privately financed war pknts is 
being worked out and capital assis- 
tance may be extended in some 
cases. To limit civilian use of con- 
struction material and to avoid the 
possibility of more houses being 
started than could be completed. the 
proportion of the s a 1 e p r i c e of 
houses financed under the National 
Housing Act has b e  e n  decreased. 
The ban on the use of structural 
steel, except by governmental per- 
mit, which was first applied to a 
few typesof c o n s t r u c t i o n  two 
months ago. is being extended next 
month to cover nearly all civilian 
building. Canadian production of 
s t ee  I, aluminium, copper. nickel, 

base metals intknsified. 

In  the foregoing, an attempt has 
been made to assess the economic 
impact of an enlarged rearmament 
programme without reference to the 
-dollar sign, i.e. in terms of quantity 
rather than value, for the problems 
that will arise in meeting military 
requirements will involve. basically. 
both additional output and transfer 
of real resources. The military de- 
mands will be met-they are im- 
perative and specific and they have 
a prior claim. But the inescapable 
conclusion is that over all. and 
m o r e  noticeably in particular in- 
stances, production will not be 
sufficient to satisfy military n e e d s 
B n d potential civilian demand, 
which will itself be enlarged by the 
incomes generated by defence ex- 
penditures. 

, 

Three Operative Factors , 

Broadly speaking, there are three 
fundamental intluences that can 
come into. play to strike a balance 
between. civilian wants and the 
goods available to s u p p l y  them. 
Higher taxes will reduce spending 
power. To the e x t e n t  t h a t  
individuals and business entities 
exercise restraint in their purchas- 
ing and increase their saving, the 
impact of demand will be lessened. 
But in so far as these forces fail to 
close the gap the remaining adjust- 
ment will inevitably take place 
through upward pressure on prices. 
The relative roles of these three in- 
fluences cannot be assessed in 
advance and will be s e e n  clearly 
only in retrospect. But it is realistic 
to assume that all t h r e e  will be 
operative in the year ahead. 
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National Insurance : Vast Funds 
U.K. Government Actuary's Report 

THE INTERIM review of the opera- f185 millions were contributed by 
tion of the National Insurance Act insured persons, E175 millions by 
Of 1946 by the Government Actuary employers, and E135 millions by the 
brings to light many interesting Exchequer, while interest on the 
facts and figures. Funds brought in nearly €30 mil- 

Table I1 classifies the population lions. 

point in these figures is the fact that expenditure by f138 the number of persons working for 
an employer is considerably larger This satisfactory result was due 
than was expected and the number mainly 10 the fact that unemPloY- 
of self-employed persons very much merit Was at the IOW level of between 
less. Of approximately 23f million If and 2 per cent., far bdow the 
contributors 21f million. are em-, e x P z M  level of 8f'Per cent. In 
ployed, If  million self-employed. consequence receipts from C0nt .d~~- 

haif a million non-emp]oyed. . tiions were higher than expected and 
the cost of unemployment benefits 

Inherited Assets lower. The amount paid out in 
The. aew scheme inherited assets . sickness benefits was, also, some- 

what below expectation.'but is likely 

of insurable age at the beginning of Expenditure on Benefits was E387 
1948 (Page 7). The skikink millions. Thus income exceeded 

of 5OmC f900 millions from the 
funds o f .  the old schemes. After to increase in future, 
making some adjustments. the start-. 
ing balances on July 5th. 1948. Retirement Pensions 
were:- Retirement Pensions. f249 mil- 

(a) Nalional lnsurance lions, accounted for nearly two- 
thirds of the expenditure. With an (Reserve) Fund ... f786.4 mills. 

(b) National lnsurance ' 
Fund ... ... f109.6 mills. ageing population this figure' is ex- 

pected to be doubled in 30 years. 
Total ... ... mill3. On the other hand, even if employ- 

Balances March 31st, 1 9 5 ~ ,  ment was maintained at the present 
high level, contributions from in- 

(a) National Inswancl sured persons and employers are 
(~eserve)  Fund .,. f786.4 mills. unlikely to be higher than they are 

(b) National Insurance at present allowing for the 'fact that 
Fund ... ... f333.7 mills. amextra 4d. per week'is payable as 

Tolal _,, ,,, f1120,, from October next. Thus expendi- 
ture is likely to exceed income by 

In the financial year 1949-50 the about €100 millions a year, unless 
income of the fund was E525 mil- some radical change is made in the 
lions (apart from somc 40 millions structure of National Insurance 
collected on behalf of the National which will. relieve (he Exchequer of 
Health .Service). Of this amount this additional burden. 

wefe:- 

Natioml Insurance Act, 1946: ' 

First Interim Report by tk Government Actuary. July 5. 1948-March 31, 1950 
(H.MS.0 . .  London. February 2, 1951) 
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JAPAN-The Way Back to . 
Economic Health 

By Professor G. C. ALLEN (London) 
" The United Kingdom w w r  c.riped sharp coniperitio" front Jupon irr Tcr t i l~s ,  

Engineering Prodacts and ShippCtg," . 
ponding proportion was only one- 
third. Even these results could not 
have been achieved if Japan had not 
followed the policy of exporting ihe 
bull: .OJ ;her output of cotton manu- 
factures and of relying on staple fibre 
and rayon to provide the textiles 
used af home. 

The pitiful condition of Japan's 
foreign iradc is, of. course, the main 
obstacle to her economic recovery. 
and the nature of the trade as well as 
its low volume reflects ihe immense 
difficulties that confront her in the 

AT THE END OP the war Japan's 
foreign trade had become negligible, 
and her mercantile marine had been 
virtually. destroyd. Since then re- 
covcry had been very slow, and :il 
1949 the volume of imports was only 
29 per cent and the volume af ex- 

'ports only 16 per cent of the average 
for the period 1934-36. 
. There had been a substantial in- 
crease i n  exports during 1950; but it' 
is doubtful if 'the volume for that 
year will turn out to be as much as 
a quarter of the 1934-36 average. 
The comparison would be still more international sphere. WhereaS be- 
unfavourable if trade with the form- fore the war a large and increasing 
er colonial territories were included proportion both of imports and of 
in the foreign trade figures. exports was with Asiatic countries, 

The slow-recovery in ihe trade as especially China and .North-East 
a whole is quite consistent with the Asia, in 1949 two-thirds of the im- 
reappearance of Japan as a formid- ports, compared wiih a quarter 
able competitor in certain types of before the war, came from North 
goods. For instance, in the first half, America. 
of 1950 J.apan had again become.the As for the erport trade in ,1949, 
largest exporter of cotton piece- trade with China and North-East 
goods in the world; she then sold Asia was very small, and the bulk of 
532 million sqdrc yards compared the g o d s  were sent to India. South- 
with India's 524 million and the East Asia and the countries of the 
United Kingdom's , 393 million sterling area. The United States. 
square yards. Tn the second i n d  which before the. war took 22 per 
third quarfers of the year her exports cent of fhe exports, in 1949 took 
of rayon piece-goods also exceeded only 16 per cent of the much-reduced 

Baladre of Payments Yet these achievements must not 
be allowed to obscure the more im- 
portant fact that in the first nine This redistribution of trade has 
months of 1950 the quarterly aver- produced a most intractable balance 
age quantity of Japan's exports of of-payments problem. even at the 
cotton piece-goods amounted to only present very low lcvel of imports. 
about fwo-fifths of that o€ 1937. and For. within the general trade deficit. 
that for rayon piece-goods the corres- there is a large import surplus (479 
Front " The Prrswr Econo,,iic Position of lapair." Three Banks Review. London. 

Morclt, 1951 
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million dollars in 1949) with the of those imports was financed by the 
dollar area. This can be attributed United States. Between '1945 and 
to the loss of the American market 1949 the total amount of American 
for raw silk on the one hand, and on Aid was 1750 million dollars; in 
the other hand to increased depend- 1949 alone it was 537 million dollars. 
ence upon the United Stafes for im- This aid has covered imports of. 
ports through the\ inability of, the wheat without which the townspeople 
Asiatic countries to furnish supplies would have starved, and imports of 
of food and raw materials. cotton and other raw products wioh- 

These difficulties cannot easily be. out which the industrial machine 
overcome, for the d o w  area is not would have been brought to a stand- 
likely to make large sustained in- still. 
creases its purchases Of Japanese There can be litt(e doubt that the 
goods, while the sterling area and 'weakness of Japanese economy, since 
other regions will probably not be the war can be attributed for many years to provide all to the deteriorafion in the country's that Japan reyuires, in view of other international economic position, 
c l ~ s  on their supplies of primary The policy of the Occupation au&or- 
products available for export. ities, however, must bear some 

blame for the slowness of the indus- 
stantial increase in the sales of Jap- trial revival, 
anese goods to the Americans-this. 
of course, has been the chief reason Problems of Occupation 
for the rapid growth OF production 
recenfly-but it has broken the trad- At the beginning of the O = w -  
ing links China and so has post- tion. attention was directed towards 
p o n d  the resumpfion by that corn- security and 
try of her former roles as Japan's than towards ~ o n o ~ c  recovery. 
chief. customer and as an important Indeed, in Some quarterr econo?ic 

recovery was held to be incompatible source of her supplies. with security, and many of the m e a -  Bilateral Bargains ures that were proposed or carried 
During the past year attempts ouf, however desirablein themselves, 

,have been made. with American necessarily refarded the revival of in- 
assistance, to arrange a series of bi- dustrial activity. For instance, i t  was 
lateral bargains with countries that proposed to set limits 0.1 the capacity 
have food or raw materials that or output of certain Japanese indus- 
Japan needs; for example, an ex- tries and these proposals were not 
change of Burmese ricefor Japanese confined to the war industries-and . cotton goods. But because of the agreement was reached on the Far 
present competition for supplies of Eastern Commission at Washington 
Food and raw materials, it is doubtful about restrictions to be imposed on 
if, very large increases in trade be- the size of Japanese merchant ships. 
tween Japan and the non-dollar areas The discussions proceeded on tbe 
can be brought about by fhis means asumption that plants in excess of 
in the near future. the capacity allowed should be re- 

In the meantime, Japan has been moved as reparations or scrapped. 
kept alive by American Aid. Even Fnrther. the Occupafion authorities 
the low level of imports reached in acted vigorously in putting into 
1949 would not have'been achieved effect their policy of destroying the 
without if. Tn that year 60 per cent. Zuibursu, the few great business 

The Korean war has led to a 



houses which before the war con- 
trolled a very high proportion of, 
Japan’s industry. commerce, shipp- 
ing and finance. 

While the authorities were bent 
on turning Japan into a model liberal 
State, industry languished. and for 
several years rational business cal- 
culations were disturbed by a violent 
monetary intlation, a complicated 
system of subsidies applied to home 
indusfry, and a multiplicity of ex- 
change rates, which varied accord- 
ing to the commodity dealt in. 

Experience of the reformist policy 
a t  length produced some scepticism . about its probable results, and at the 
same time it became increasingly 
obvious fhat economic stagnation in 
Japan would mean a permanent 
burden on the United States. Fur- 
ther, the deterioration of relations 
with Russia and the advance of 
Communism in China alfered the 
American conception of the inter- 
national role of Japan. Consequent: 
ly. security and reform ceased to be 
the watchwords of policy. and their 
place was taken by economic re- 
covery. 

changing Policy 
The change. which appears to have 

been well under way by fhe begin- 
ning of 1949, received expression in 
many acts of of policy during .that 
year. In  the spring, as a result of 
advice given by the Dodge Mission 
from the United States and of var- ~~~~~~ ~~~~ ~~~~.~~~ ..- ~~~~~ ~ ~~~ 

ious directives from Supreme Com- 
mander of the Allied Powers 
(General MacArthur). the Govern- 
ment succeeded in producing a 
balanced Budget and so brought to 
.an end the inflation which since 1945 
had overwhelmed the economy. The 
former system of subsidies was abol- 
ished and industries were left to 

JAPAN Ill 
adjust themselves to the changed 
price situation. 

In April 1949 a sin le exchange 
rate replaced the multi je rates pre- 
viously in existence. and about the 
same time it was announced fhat no 
more reparation deliveries would be 
exacted. By the end of the y w  it 
became apparent that the attack on 
the Zuibufsrr had been called off. 
although by this time the main hold- 
ing companies had been dissolved 
and their securities transferred to 
a Holding Companies Liquidation 
Commissih. 

I n  these ways, many of the un- 
certainties which had impeded Jap- 
anese enterprise were removed. 
Further, the Americans began active- 
ly to encourage the revival of Japan’s 
trade with overseas countries by the 
conclusion of various bilateral ar- 
rangements already mentioned, and 
in general industrial rehabilitathon 
was fostered. 

Japan’s economy remains inse- 
curely poised and without the con- 
tinuance of American support it 
would collapse. Unless that support 
is io be indefinitely maintained. or 
unless the growth of, the population 
is to be brought to a violent. end by 
famine and disease. Japan must raise 
her production well above the pre- 
war level in order to provide for her 
greater numbers, and this can only 
be achieved if she returns to a prom- 
inent place in .international trade. 

Direction of Exports 
What is likely to be the nature of 

her export trade and where is she 
most likely to find markets? 

By the irony of fate, the one great 
industry that used home-produced 
materials and found its market in h e  
United States (i.e. raw silk) has been 
struck down by technical innovation. 

Concluded on page 179 



17s 

SALES-Tax Points 
By Professor JOHN F. DUE (University of Illinois) 

Sitmmmary of article on The Incidence of a General Sales Tax. 
A SIMPLE. concise picture of the in- (a), The indwtry is one of, increasing 
cidence of a general sales tax cannot cost conditions and the demand 
be presented. because of the large for the product islnot affect+ 
number of forces affecting the shift- significantly by the use of the tax 
ing of the fax. Certain summa* revenue. Aportion of the tax will , 

statements., however, are possible: be borne by rent-receivers. 
1. In considering the incidence of (b)  The ind'ustry ,is one  of decr-s- 

a sales tax. it is impossible to ignore ing cost condit~ons. and the de- 
the purposes for which the tax funds mand increase more than offsels 
are collected. n -e  effects of the in- the effect of bhe cost increase. so 
creased expenditures which the tax . that a net increase in output 
makes possible. or the increased occur% 
retirement of debt, or Ohe reduced (c) The output of the industxy, is con- 
use of oiher taxes have significant centrated in the hands.of a m a l -  
consequences for incidence. Any ler number of firms. which were 
analysis which ignores the expendi- previously operating below the 
ture side presents an incomplete and point of lowest cost. A portion 
misleading picture of incidence. and of the tax is absorbed through 
could lead to serious policy errors. greater eflieiency in production. - 

2. The ,initial reactions to a sales (d) Excess, profits have been earned 
tax depend upon the COn~Petitive previously, and demand condi- 
conditions'under which fhe various tions make complete shifting 
products are sold. and the manner impossible. 
in which the demand schedules are The prices will rise by more than the 
aflected by bhe use of the tax funds. amount of tax i f :  
In , p y e  competition and mono- (a) The industry is one of iiecreasing 
polistic competition with large num- cost conditions, and demand re- 
bers of sellers. significant immediate actions are of less significance 
increases are unlikely, unless demand than the reactions to the cost in- 
rises sharply as a result of increased creases. 
government expenditures. Immedi- ( b )  The industry if one of increasing 
ate increases by the exact amount of cost conditions. and a net in- 
the tax are most likely in typical crease in output occurs because 
oligopoly situations. espeCiallY. If of a substantial i n c r e a s e in 
joint profiis of the group of firms government expenditures on the 
had not been maximized prior to the goods. 
introduction of the.tax. (c) Despite a loss in total sales. the 

3. Over a longer peniod, prices number of Grms in the industry 
will tend to rise by the amount of remai'ns unchanged. and all firms 
the tax. whether they ,have initially operate.farther from the point of 
or not. There are. (however. major lowest cost. competihre condi- 
exceptions. Price will rise by less tions being such as lo permit 
than the amount of the tax i f :  shifting of this additional amount. 

From Public Finance. Haarleni. Hdland, Volarne 5,  No. 3. 1950 
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5. Substantial change in relative 
demand for different factor units will 
occur. especially if, the government 
uses the funds to finance new collec- 
tive services. As  a result relative 
factor urices will be modified. Res- 

4. There will be no net deflation- 
ary effect from the tax-expenditure 
programme so long as the tax rev- 
enue is used io finance increases in 
government expenditure; in fact the 
net effect is likelv to be exoansionarv. 
But if the tax'revenue'is used-io 
retire debt, or fo replace other taxes 
borne to a larger extent from kaving 
and having little restrictive effect on 
investment, some decline in employ- 
ment may occur, wiih consequent 
readjustments of factor prices and 
modification of the initial incidence 
pattern. 

trictive' influences. such as labpur 
unions. however, will interfere some- 
what with factor price adjustments. 

6. Secondary reactions by cus- 
tomers. such as the forcing of higher 
wages through union activity to com- 
pensate for higher cost of living. 
will cause still further modification of 
fhe incidence pattern. 

J A P A N  (Continued from puge 177) 
in the custonier-country. Although ccption of Japan wifhout a n  ocean- 
there may be some revival in the de- going mercantile marine is now seen 
niand for raw silk for fabrics, it is  to be utterly unrealistic. and in the 
improbable that a market cornpar-. end she will probably re-create her 
able to that formerly provided by the merchant fleet and 'enter the world's 
hosiery industry wiliever be r e g h d .  
The much 'smaller trade to the 
United Sfates in canned fish :has per- 
manently declined through the loss 
of the Northe:n Fisheries. Pottery 
reniains one of the few substantial 
expotting irades that makes use .of 
domestic materials; this also finds 
customers in North America. 

The rest of the exporting industries 
dcpend. wholly or in part, on for- 
eign supplies of materials. for ex- 
ample, coiton. wool, pulp, ore and 
chemical raw materials, and it, is 
from the highly manufactured prod- 
ucts of these industries that most of 
fhe future exports are likely to be 
drawn. . 

Japan's international trade is thus 
likely to take the form of the ex- 
change of cotton. rayon and wool 
piece-goods. metal wares and light 
engineering producfs for food and 
raw materials. Among the 'invisible' 
items of tradc, shipping may again 
be expected to contribute to her net 
earnings. The early post-war con- 

carrying trade on a considerabk 
scale. 

The destination of the linishcd 
manufactured goods of which the 
exports are likely to be almost en- 
tireiy composed. will probably be 
the poorer agricultural countries. 
.including fhose in the early stages 
of industrialisation, 

Even if. armed conflict is avoided, 
the growth of economic as well as 
political nationalism in many Asiatic 
countries may. by leading to resfric- 
lions on the free flow of goods, ser- 
iously handicap Japan in her efforts 
to rebuild her international trade. 
I f  this hapocns. then she will seek 
elsewhere for markets. and her ex- 
pods (and. of course. her sources of . supply) will be more widely dispersed 
than they were before the war. 

It  looks, therefore. as if the United 
Kingdom must expect sharp com- 
petition from Japan i n  texfiles. en- 
gineering products and shipping, 
once recovery has gone much beyond 
its present rather narrow limits. 



Digest Book Reveiw 

Economic Consequences 
Divided India 

This book is a comprehensive 'and 
acule analysis of a problem of vital 
m p r t a n c e  b o t h economically and 
politically, not only to the Indian sub- 
continent, but'also to the whole of South 
East Asia. Professor Vatil has had 
access both to published facts and slatis- 
lics and to other rnalerial supplied by 
the Government of I n d i a  and the 
Government of Pakistan. Though not 
oRicially sponsored, his, survey may be 
considered authoritative and..ii may be 
added, is in general objective and im- 
partial. 

The consequences of the partition of 
India into two unnatural entities with 
artificial boundaries are, from the 
cconomic point of view. most serious, far 
both countries and may be disastrous 
unlesp there is close co-operalion be- 
tween them. This co-operation has been, 
unfortunately. sadly lacking. It can 
only be hoped that the force of circum: 
stances will eventually bring about a 
working arrangement which will a t  lead 
mitigate the worst of the efkcts, though 
ii may be impossible to find a complete 
solution. 
In his introduction Professor Vakil 

lisis the disadvantages of partition under 
twelve heads clearly and briefly. Par- 
lition has led lo  an uneven distribution 
of area and population, India being bur- 
dened with a larger population in rela- 
tion to its share in the total area. 
Further, the mass migration of refugees 
has resulted in a. net influx of 2t  million 
displaced persons into India, the resettlc- 
meat and rehabilitation of whom is an 
exceedingly difRcult problem. The loss 
of some of the best irrigation facilities 
to Pakistan has made Indian agriculture 
the poorer and has aggravated ihe pro. 
blem of food shortge. On the other 
hand the mineral resources of India. es- 
pecially coal, are on the ,whole fa r  
superior to those of Pakistan. Deficiency 
of coal is a very great handicap 10 the 
industrial development of Pakism.  The 
water power pofential of India has been 
estimated at 30 to 40 million kilowatts. 

C. N .  Vakil. Vora & CO 

bul not more than half a million kilo. 
wafts have been so far developed. Paki- 
stanS potential is put at halP a ntillim, 
kilowatts of which only 10,000 kilowatts 
have becn harnessed for power produc- 
lion. Hydro-clectric developments in 
Pakistan are dependent to Some extent 
on the future position of Kashmir.. 

In the industrial sphere. ihe poiition 
is that while Pakistan has important raw 
mnterials such as jute, cotton. wool and 
hides and skins, India has the corres- 
ponding manufacturing capacity. For 
example. 70 per cent. of jute production 
is in Easier.n Pakistan, but most of the 
jute mills are Indim, sitnntcd in the Cal- 
cutta ares. Since India and Pakistan 
together have a przdical monopoly of 
raw jute, the question of its distribution 
and export is of ,world wide imporiance 
and not least tu Britain. Again. 40 per 
ceni. of long and .medium staple cotton 
is grown in Pakistun. but P?kirIan has 
only a few cotton textile mills. Apart 
from lack of coal. the further induist- 
rialisatian of Pakislan is cqnfronted with 
the difficulty that its two halves are 
situated a thousand miles apart. 

The conclusion reached by Professor 
Vakil is that "large economic ga$s m d Y  
be secured in the long run, If each 
country formulates and executes' econo- 
mic plans on the asrumpiion Of the 
existence of harmonious relationship wlth 
the ,other. On ihe other hand. a Policy 
in either country which is based on the 
lack of response from the other. Wil l  
'drive the economic systems, which were 
made complementary by nature, towards 
silf-sufficiency ai high cost." 

It is satisfactory. so far as it goes. that 
India and Pakistan have decided to end 
the irade war and have concluded a tem- 
porary agreement under which Pakistan 
will supply India with jute, food grains. 
law cotton, hides and skins and Some 
other agricultural products in exchange 
for coal :md coke. pig iron. cement and 
other goods. -including iron and steel 
manufacturer.-G. B. 

Lld.. Bomhny. Rs. 2 l / -  
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Repercusslms of Revaluation 
If W E  w k e  up oiie ,,ionri,tg to find. despite oficid prognosticuiom. 
ci ,rw.r~ry revalrmrio,t is atinounced. i m ~ i t y  prohlwts and disogreeahlc 

cr,trreyrrerrc~r wil/ f o h w  

As DESPITE all oflicial disclaimers, they hold against the deposits of the 
revaluation rumours still persist public. Obviously no Government 
and the nccessity is o p e n l y  could allow to collapse overnight 
advocated. it is perhaps useful to the banking system of the country. 
discuss briefly the general aspect of and therefore one has to assume 
a currency revaluation and to follow that in one way or another the loss 
up a few of the repercussions on a ' would be taken over by the Govern- 
,national economy which would re- ment. This means that the taxpayer 
sult. Revaluation is considered lo will have sooner or later to pay up 
be a deflationary measure and thus the amount. 
we should investigate how the defla- 
tion is to come about. 

A country's monetary and credit 
system, as well as structure of prices, 
arid of real estate, industrial plant, 
and inventory values will n o  1 
change overnight when the authori- 
ties decree an increase in the par 
value of a currency by. say 20 per 
cent. (as is perhaps taken for gran- 
ted in some discussions on the sub- 
ject). All these values have an in- 
herent inertia and they will begin 
moving and gather momentum only, 
ns and when affected by ourside 
forces. 

A few days later importers and 
shops retailing foreign goods. will 
find that new g o o d  s can be had 
cheaper and therefore their stocks 
have to be written down. The los- 
ses depend on the level of stocks and 
may carry many a respectable firm 
into bankruptcy. Since imported 
goods will be cheaper, the public 
will eagerly buy them and thus im- 
ports will tend to increase. Exports 
of local products will. however. tend 
to fall. as the foreign buyer will 
have to pay more for them; and 
only gradually will the p r i c e s  of 
local products be forced down under 
cornpitition of foreign imports. The 
factories, bound by wage .agree- 

revaluation will be the list of able adapt their costs may 
foreign exchange rates where the finally be forced to stop operation. 
cent. Banks will have to make the and other familiar features of a proper adjustments in the values of crisis, any foreign exchange holdings on 
their books. If Banks' foreign ex- It may well be foun&that the re- 
change holdings were high (as for quired deflation will come a b o  U t 
instance would be the case in Aust- through increased imports w h i c h  
ralia), the Banks would have to will eat into the country's foreign 
accept a book-loss which m i g h t  exchange reserves, and through 
wipe out their Sapital and reserves reduced exports resulting f r 0 m 
and tear a big hole in the assets higher prices for the outside world 
From Economic Bulkli,t. Notional Bank of Egypt, Cairo, Volume 3. NO. 4, 1950 

n e  only outward sign of the 
change on t h e  morlling'following 

quotations wil! be lower by 20 per 

ments with the workers. will be uI)- 

This would result in unemployment 
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which will prevent the replenish- 
ment of the foreign exchange reser- 
ves. There is another s i  d e of the 
problem. however. Since all specific 
taxes will become correspondingly 
heavier and the taxes proportionate 
io income will yield less, a contrac. 
tion in the public revenues is to be 
expected and probably a deficit in 
the budget. especially'since the bud, 
get will have been burdened by sub- 
sidies, unemployment relief and the 
compensatory payments mentioned 
above. 

Classk Folly 
This is in broad and sliehtlv 

exaggerated lines what happeneh ih 
Sweden and in Canada. which 
attempted ,a revaluation a few years 
ago but were glad to abandon it 
during the landslide of September. 
1949. The other great revaluation 
-the return of the sterling pound 
to parity in 1925-has now become 
a textbook example of what a 
Government should not do in mone- 
tary matters unless the wage system 
is sufficiently elastic to enable the 
cost-price relationships to be read- 
justed. 

Up to this point we have pur- 
posely left out of the discussion one 
feature of all cases where a real 
deflation has been undertaken. The 
revaluation has to be accompanied 
or at least followed by a corres- 
ponding scaling down of the m o w -  
ury circirlulion und deposits. B,u t 
an immediate scaling down can be 
undertaken without meeting serious 
opposition only in quite extraordin- 
ary times; in normal circumstances 
it is conceivable only under authori- 
tarian Governments where the citi- 
zen's own will does not count. We 
have reported about such operations 
in Belgium, Germany and Austria. 
but the classical countries for such 
operations remain those behind the 

Iron Curtain. In these countries the 
State can bridge a "fundamental 
disequilibrium" by ruthlessly scal- 
ing down its liabilities towards its 
citizens. no matter whether they ac- 
quired their claims by stakhanovist 
zeal or by, black market operations. 
This practice is impossible in nor- 
mal times in a democracy where 
revaluation will only reduce prices 
by first reducing incomes through 
the etlect of unemployment and de- 
pression. It is. therefore. not a 
measure which any Government is 
likely to resort to lightly. 

Thirteenth Edition- 

of 

standard work .by a well- 
k n o w  author deals with 
the elements of economic 
theory and its piaclical, and 
social. implications. In this 

been revised and brought 

. Price 181- 
, , . g d .  s o l d  tcxlbmk" 

A Guide to Economics 
By F. H. Spencer and R.  
Ogden. A new, up-to-date 
Sixth Edition of this book' &T 
for students. Price 716 

Published by P I T M A N  
Parker Street . Kingsway . London, 

w.c.1. 
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New Books 
KEYNFS'S GENERAL THEORY : A RL'TROSPKCT 

by A .  C. Pigou. Maonillm & Co. Lrd., I.ork4on. 61- 

Those who have noi read Keynes's 
Theory of 1935 (most Keyncsinns, avers 
Pigou, have not) will find this hard 
going; those who, on the other hand, 
have read the Theory will find the going 
equally hard, because it is cancixly writ- 
ten, closely knit  wit6 the original by 
means of. page-references, and olkrs 
many heretical opinions. 

' The book is not a criticism. but a 
revaluaiion of Keynes's short-pcriod 
equilibrium equations in the light of the 
intervening years. In lhc process Pigorr 
introduces a new coyeption. that of 
"over-full employment. namely, where 
frictional unemployment is less than 
frictional vacancies, a thesis sympto- 
matic'of the difference in ihe economic 
atmosphere between 1935 and 1950. 

Owing to a closer delinition of Key- 

nes's functions Pigou arrives a t  the con- 
clusion that the short-period equilibria 
are not those ever likely to ' ocl.ur-a 
horrible picture is drawn of the possj- 
bilily that, instead of lending toward 
equilibrium. the economic system may 
be swung by the various functions in 
ever-widening a r q  abaut the point- 
a kind of centrifugal nighrmare. 

Despite the esoteric phraseology ,and 
distilled expression, the reader will find 
himself drawn to reading the original 
Theory, and anything which turns him 
back to what Pigou acknowledges WY a 
revolution in the whole of economic 
though( is l o  the good. For those who 
embark on the rugged but delightful 
journey, please note that the reference 
on page 8 of this book to "p. 51" of 
the General Theory should read "p. 56." 

A.B.C. 
Oficiul Yen, Book of I/= Chrmh of Eirglund 1951: Chrmh Assenrhly and 

S.P.C.K.. London. 12/6 

This is the official reference book of 
the Anglican Church, produced primar- 
ily for the churchman. Yet the progress 
or otherwise of the Church is of 
importance to sociologisls, and their 
point of vicw might well be given more 
consideration. Statistics, for instance, 
are nothing like as good.as they Ought 
to bc. Indeed, ihe one figure that would 
be of more use than any other-the 
total of Easter (or Christmas) communi- 
Canis-in assessing the trend in active 
membership of the Church is no t ' on  
record either natibnally o r  in terms of 
the dioceses. Since i t  is ricorded in 
every parish it is time the Church took 
the trouble to collect and publish the 
facts. Confirmations are the next best 

guide, and the trend may be scen from 
the following: average 1908-19li: 
221,127; average 1918-27: 210,966: 
1939: 157,627; 1948: 137,741; 1949: 
144,132. Again. if -me needs a broad 
picture of Church finances, it is extra- 
ordinarily hdrd to come by. Figures for 
the American Episcopal Church (the 
Anglicm Church in U S A . )  come much 
nearer lo what is rewired. This Church 
claims a membership (baptised) of 
2,512,263 in 1949, compared w i  t h 
2,436,589 in 1948: communicanls 
1,671,366 in 1949. compared w i t h 
1.650.538 in 1948: total r c c e i n t s  
$69,3i1,977 in 1949. compared kith 
$61,097,062 in 1948. But even here the 
term 'total receipts' is not explained. 

Conscrwrion of Norsml Resources. Edired by Gay-Hurold Smirh, lihn Wiley 
6. Sons, rm., New York: Chap,rin,i and Hnll. Ltd.. London. $6.00, 48/- 

The various aspects of this' problem. 
as i t  affecls America, are here surveyed 
comprehensively by a panel of twenty 
expens. They are concemcd with the 
'unhappy consequences' of the 'unwise 
exploitation' of the past: destruction of 
forests. soil erosion, exhausted minerals, 
declining fisheries. Subjects studied are 
therefore Soil Conservation, Forest Re- 

1 3  

sources, Water Supply and Water Power. 
Floods and Flood Control, Conservation 
of Minerals and Fisheries. The '  two 
concluding chapters discuss the problems 
of State and Local planning. c d  
National planning. Many of the recom- 
mendalians are equally applicable to 
other countries as to America. There 
are useful bibliographies in each section. 
and a full index. 

. ,  ;;;* . . .  
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Worth Reading 
Italian Sulphur Mining hosprrtp, Tkc Times Review of Industry. London. February. 

1951. A pre-war output of nearly 4OO.oM) tons pr annum fell to 50 per cent. 
of that in 1949, made some recovery in 1950 and now. stimulated by a. new 
demand. may make 3. rapid advancc. 

l k  Town and Country Planning Aci, 1947. Notes an the accounting implications of 
, the Act. lnsrirure of Charrered Accounrams, London. lanuflry.. 1951. 
Notes OF Shtistics Relating to Income and Capital Employed by Companies. Insri- 

litre of Chartered Accounrants. London. December, 1950. The scope of these 
two pamphlets is indicated by their tilles. Both live up to Ihe standing of their 
publishers. 

P o l i i  Foreign Trade, No. 2, Polish Chamber for  Foreign Trude. Warsun. This 
publication is Poland’s.shop-window for world trade. I t  k a splendid example 
of sales literature - luxuriously produced bi-monthly in Russian, English. 
French, Spanish and German editions. 

Supply R o s p e m  of Raw Materials In the United Kingdom, Board of Trade Journal. 
London. February 17. 1951. Authoritative assessment of prospecu against the 
background of re-armament. 

U.K. Trade Prospecb in Uruguay, Board of Trade Jorrrnd. London. Febrrmary 17, 
1951. The article is written by the Commercial Secrelary at Montevideo. 

J O ~ S I  or Royal Shtkticnl Soci.ety, volkrne C X I I I .  parr rv. 19x1. F O U ~  useful 
reference articles on sources of staiistics-Iron and %eel Industry, U.K.. 

Tobacco, Electricity and Gas, Sugar Industry. 
Emnomic Asp& d lrrlgaiion In Sicily. By FRANCESCO PLATZBR.. Rivista di Econo- 

rnia Agraria. Volume 5 ,  No.  4, 1950, Rome. 
Eronomic Problems of Hemp Culbrc. By LUIGI PERDtSA. Rivirra di Econornia 

Azmrio, Volume 5, No. 4, IPSO, Rome. 
”fm Farm &onomist’s Diary. By K. E. Hum,  Farm Economisr, Agricrrlrurol Econo- 

mics Research Insrilure, Oxford. Deozmber, 1950. We draw attention to this 
feature (covering May to September. 1950) because it is comprehensive. well 
classified, and a model of how this kind of lhing ought to be done. 

Tim Dceay of Demoantic Government By Rt. Hon. H. GRAHAM WHITB. Victor 
Collancz Lld.. London. The Ramsey Muir, Lecture for 1950. A searching bnt 
sober study by a former Liberal M.P., in &e  tradition of Lord Hewart’s ‘The 
New Despotism,’ and Ramsay Muir’s ‘Robinson the GreaL’ 

Ihhc Native Problem-Why h it Unsolved? C. E. A. COOL, Awrrdian Quarferly. 
Aimralifln brsriruh of Polilical Science. Sydney, Drci-mber. 1950. The author 
was Chief Medical Officer of Aborigines, Northern Territory, from 1927 lo 
1939. under the Commonwealth Department of Public Health. He therefore 
writes with authoriiy. His chief line of criticism is of the tendency (0 ‘protea’ 
the natives lo the p i n t  a t  which they lose the technique of survival. Herbert 
Spcnccr provides the text: ‘The ultimate result of shielding men from the effecca 
of folly is to fill the world with fools.’ 

Critical 
survey of the Bretton Wood ’twins’, showing that the cxpricnce of five yean 
demands now reconsideration of the rules and procedures of both, a d  especially 
of lhe International Monetary Fund. 

DMrlbution’of Famed and Inveshnent Incomes la U.K. 1937-38. By E. C. RHODES. 
A Note of the Theory of Income Redistribution. By ALAN T. P e A m  and D. BERRY. 

Economica. London, February. 1951. 
tkltsin’s Tourist Indusby. By SIR ALEXANDER H. MAXWELL. K.C.M.G.. Nurionnl 

Provincial Review. London. Februory. 1951. Tourism’s dollar earnings rose 
from 4f million dollars in 1946 to 20 millions in 1949, compared with earning8 
in 1949 by beveragea of nearly I2 millions, vehicles about 5 millions, wool 
about 4+ millions, textiles 4) millions. . 

Dollar Aid io Retrospect, Narional Provincial I(uvlcw. London. Fcbrumy, 1951. A 
useful summary with interesting t ab la  and a record of capital projects in U.K. 
financed by Marshall Aid. 

m e  Bank and the Fund, Midland Bank Review. London. February, 1951. 



NATIONAL BANK OF INDIA 
, .&nual Gener,al Meeting 

me annual &era1 'meetihg of 
The National, I h k -  ,of India; 
Limited. will be held in' London 

to the Reserve Fund and, to 
q p l e m e n t  this, we have transfer- 
red f40.000 from 'inner Reserves 

~ ~~ ~~ ~ 

are hat n'ecessarily synonymous- 
our prospects for 1951 are quite 
favourable but, 1 repeat, the higher 
prices go the greater ihe danger 

Out of 'the year's profits we and the greater lhe.anxieties of res- 
hive ben able to allocate f60.000 ponsible Bankers. 

on April 3. 
The following is an extract from 

the statement by the Chairmm, 
Mr. J. K. Michie, circulated with 
the report and accounts for the 
year 1950:- 

I have the pleasure to report an 
another year of expanding busi- 
ness. and in so far as ihere has 
been the consequence of our own 
policy it is a matter for satisfac- 
tion. ' The total ; of our balance 
sheet reaches ' a new wak at 
f l09,97Q,762,-ihe c o m  p a  a b I e 
figure for last year being 
f92,972,507. Deposits have risen 
by f17,311,149, and Advances by 
f3,604,982. 0 U r Consolidated 

'Balance Sheet total shows an 
equally satisfactory increase. the 
figure b e i n g  f133,404,121 as 
against fl14.559,065 lasi year. 

A SATISFACTORY RESULT 
After making full provision for 

taxation, bad and doubtful debts 
and other necessary reservations, 
including an appropriation to fhe 
StaK Pension Fund, which pre- 
viau~ly has been shown as a 
separate item in the Profit a n d  
Loss Account, our net profits are 
f361.957. againsi the comparable 
figure for 1949 of f354,SOO. Con- 
sidering t h a 1 working expcnses 
continue to go up the result is satis- 
factory. 

We propose io allot the sum of 
f100,OOO to Premises Account, in- 
creasing last year's provision by 
f50,OOO. We have in progress and 
ahead of us a 'heavy programme 
of. building new and rebuilding old 
Banking premises and of building 
and buying houses far our Over- 
seas StaKs. Your Board therefore 
consider it wise lo provide against 
this expenditure as we go along as 
far as ihis is possible. 

~~~ ~~~~~~ ~~~~~~ ~~ 

no longer required. Our published 
Reserve Funds will now stand a t  
f3,600,000. The amount to be 
carried forward to next year is in- 
creased by a small amount. 

Crindleys Bank Limited have 
brought their accounting year into 
line with our own, and .their re- 
sults for ihe period of fourteen 
months covered by the accounts 
were satisfactory. Our Finance 
Corporation has continued to meet 
[he nccds j of '.the limited market 
for which it wa's created. AS you 
know. Corporatlons of this kind 
are not intended to overlap or 
compete in normal banking busi- 
ness. 

' 

EFFECTS O F  DEVALUATION 
Last year was one in which 

mans adjustments had to be made, 
for the major eiiects of the deva- 
luations of certain currencies car- 
ried out i n  September, 1949, did 
not begin to emerge uniil 1950 
while more recently the world- 
wide programmes of rearmamat 
have addcd further impetus to the 
inflationary irend which devalua- 
tion had already accentuated. ln- 
dustrialists and merchants, and 
not lcast Bankers, have had to 
face the problem of financing 
stocks and shipments of goods at 
consistently rising prices until lo- 
day the whole financial machinery 
is under strain. Taxation of com- 
mercial profiis is so high that an 
altogcther disproportionate share 
of the burden of financing highly 
priced goods is being placed on the 
shoulders of Banking. 

Providing nothing cataclysmic 
happens in world affairs or in 
commoditv markets-and the two 

' 
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