
APRIL I952 

ECONOMIC 
DIGEST 

CONTENTS 
Aultralia'r ProtecIionist M 
In European Cboperation , , .A .  K. Cairncross 
USA.  AI80 Depend8 on Euro pe.... ..Graham Hullon 
Failure of Cheap Money 
Fabian Views on Taxation Reform ... ....... .,............... Fabian Society 
Collcning Britain's Direct Taxes .,.,. .......,.... ..... . ..... . ... . .,,.. .H.M.S.O. 
SI. Lawrence *way Projca. 
Health Service: Shou 
cotts of Prmriptiool 
f i l l  Employment Problcrnr: 

. . . . . . . . , . . . . . . . 

British Medica/ Iournd 

Ab~enleeiam ..................................................... Hildr Behrend 
Labour Turnover., 

. . .  Bob Edwards 

In Defence of Spculnton.. . . . 

NntionaI City Bank of New York 
IW Pulls Up 11s Socks ......... Business D~SCJI and Isroe/ Economist 

137 
139 
I 42 
144 
146 

151 
152 
153 

154 
155 
157 
158 
159 
160 
I 62 
165 
167 
168 
170 

172 
174 
175 
1 76 
178 
181 
182 
184 

150 

Published monthly in London for the 
ECONOMIC RESEARCH COUNCIL 



: ’ OUR SERVICE T O  READERS 
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. .  I 
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Ecoiioinic Digcsr has found a world-wide readership. Many pro- 
fessional economists, politicians df all parties. administralors. 
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educalion and rescarch. 
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the world. I n  the process of covering such a vast field, the Editors 
become aware of much spccialiscd material that is unsuitable for 
republication in Ecmtomic’ D i ~ ~ s r .  but might be of great interest to 
some subscribers. 

Readers are, therefore, invited to submit any  questions concerned 
with economics in practice and in theory. This service is entirely free. 
buj , inquirers should include a stamped addressed cnvelope when 
writmg. 

REFERENCE FILES 
The Ediiors keep filed for one year a large number of infor- 

mative items on many subjects. Members may borrow them by 
arrangement. See the “For Reference” feature on the .later pages of 
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Questions Service. the Reference Files, Economic Digest and member- 
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Australia's Protectionist Mess 
By COLIN CLARK (Brisbane) 

. .  
AUSTRALIA'S POLICY of industrial- 

isation has given us more factory 
workers relative to our population 
than the United States has. but with 
the average product per man-hour 
about one-third of the American 
level and'with our economy more de- 
pendent upon imports than ever 
before. 

One of:the principal rea$ons why. 
this has been done is that. to 'put it 
bluntly, both the Liberal and Labour 
parties are dependent upon manu- 
facturers for their party funds. 

I! may seem'a bit odd that manu- 
facturers should give financial sup- 
port to a party whose principal aim 
is higher wages. Whatever may be 
the case in Britain, manufacturers 
see the advantage of supporting a 
Labour party which combines its 
belief in high wages with ah equally 
fervent belief i n  tariffs and import 
restrictions. and is prepared to toler- 
ate a monopolistic or cartellised 
exploitation of. the internal market. 

Since the war Australia has done 
everything she could to giv.e priority 
to manufactures. at.the expense of 
farm and pastoral production. Not., 
only has labour been drawn from the 
country into the cities: the rural 
producer has been kept short of 
galvanised iron and wire (necessary 
materials under Australian condi- 

tions) in order to give pdority to 
urban requirements. When the 40- 
hour ,week was introduced in 1947 I 
one prominent Government repres- 
entative urged in its favour tha! it 
would assist in the desirable process 
of closing. down farms and bringing 
more people into the cities. 

Price control r,egulations. by both 
Federal and state Governments. 
have been used to keep the prices 
of food stuffs as low as possible. 
while allowing the prices of ,manu- 
factures to rise comparatively freely. 
British Conbacts , 

In the. Anglo-Australian negotia- 
tions for the'sale of meat and dairy 
produce on long-p.eriod contracts the 
British negotiators naturally want to 
buy as cheaply as possible. But on 
the Australian side too they meet 
negotiators who now. whether they 
bear Labour, Liberal, or Country 
party labels, think primarily in terms 
of urban electorates in Australia 
and who are anxious to keep Austra- 
lian food prices low. As a result. 
agreements are signed providing for 
the sale of Australian dairy products 
at about half, and of meat at  about 
one third, of the world pricelevel. 
Lord Woolton and the Australian 
Minister of Commerce both go 
away feeling that they have,achieved 
something politically; that there 
soon will not be any trade at all 

From " The Australian Crisis," Manchester Guardian. March 7, I952 
. .  
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under such artificial regulation does 
not yet seem to have occurred to 
them. 

One cannot describe in one para- 
graph the various measures which 
will be necessary to clean up the 
mess that. the Australian economy 
‘has got into. In outline, Australia 
must get rid of her less economical 
manufactures and transfer labour 
and resources to agriculture. mining. 
and building. The Australian poli- 
tician, just as much as the British, 
must allow food prices to rise to 
their true economic level, and eschew 
specious devices which claim to keep 
them down. 

This done, the Australian currency 
would probably b-gin to “harden” 
of its own accord on the world 
market, and, with a’ little help from 
the United States and Canada, could. 
be made convertible with the dollar. 
In recompense for the loss of the 
m a t  and dairy products agreement 
and in recognition .of Britain’s 
spending a much higher proportion 
of her national income on defence 
than Australia d o s .  Australia 
should. for the next few years. put 
into the British Treasury El00 
millions annually-in hard currency. 

Our troubles in Australia are 
entirdy of our own making and, 
once we decide to do so. we can 
Clear..them up fast enough. The 

underlying e.c&omic position of 
Australia is extremely sound. Our 
population is growing, largely by 
migration, at the unprecedented rate 
of 3 per cent per annum. It is per- 
fectly feasible to continue this ,rate 
for many years to come and to aim 
at  a population of 40,000,000 by the 
end of the century. Australia can 
feed, employ, and house these 
migrants out of her own resources 
and, indeed, have some capital sur- 
plus left to invest elsewhere. For 
Australia to be messing around try- 
ing to borrow small quantities of 
dollars and Swiss francs indicates 
nothing but the muddle and short- 
sightedness with which our affairs 
have been conducted. 

AUSTRALIA REDUCING 
STERLING IMPORTS 

In view of a trade deficit of €480 
million sterling which looms in 
1952, cuts in imports of from 20 to 
80 per cent. have been made. British 
manufacturers fear that these cuts 
will sharply reduce Britain’s trade 
with Australia, which in 1951 took 
one-eighth of total exports of the 
U.K. The restrictions (announced 
March 9. 1952) are expected to last 
for at least I5  months. Heaviest 
cuts are in textiles. household dur- 
ables and cars. ’ 

AUSTRALASIAN STERLING BALANCES DROPPING 
. One of the most striking features of the monetary scene during the past 

m.onths has been the run-down of Auslralia’s and N e w  Zealand‘s rterling 
balances. The upward trend brought about by the soaring prices for 
commodities after the Korean outbreak was sharply reversed in the spring of 

, last year. The Intert figures indicate that Australia’s London balances .have 
dropped to less than f350 million compared with f725 million at last June. 

, New Zealand’s balances are currently put at f30 million, or just over a,third . 
of the balance nine months 880. 

, .  Financial Time$ London. March 3, 19Sl,%, 
,. , .  
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Is European Co-operation Real ? 
.? . .- . . 

BY PROFESSOR A. K. CAIRNCROSS (Glasgow) 

In ihe long run, European um‘ty 
may be ineviiable. Bui so long as 
people are not yet conscious l h d .  
fhis is so, and have t h e  righf to 
choose iheir own governnienf. econo- 
mic pulicy Itus to be conducied ,on 
a diflerent assumption. The extent 
to which co-operation is carried iwill 
mi exceed the limits of national 
interests, generously interpreted. 

dOUNTRlES MAY FEEL the need t0 
join a club. or even several clubs. 
But do they need the bewildering 
variety that at present competes for 
their patronage? 

WGhin Western Europe alone 
there are the Brussels Group of 5 

.powers. ,the North Atlantic Treaty 
Organisation of 14 powers, the 
Council of Europe with 15 members, 
the O.E.E.C. with 18 members, and 
the E.C.E. with a still wider mem- 

of problems of defence that are of 
such urgency as to limit severely the 
scope for economic co-operation. 

While it is hard to predict the 
future of the various international 
organisations that have grown up in 
Europe, the likelihood would appear 
to be that ‘three organisations will 
survive : 

1. An all-embracing organisation 
such as E.C.E., largely on a care and 
maintenance basis, in order to pre- 
serve some possibility o€ eventual 
co-operation between East and West. 

2. A close military .alliance be- 
tween those Western European 
countries who are prepared to join 
it. 

3. Some intermediate organisation 
-perhaps on a limited scale - of 
which tho neutrals would be mem- 
bers. This means in effect the.yindL 
ing up of the Brussels Group and Its 
amalgamation with N.A.T.O., and 
the combination of the Council of 

- 

~~~~ .~ ~ ~ ~~~ 

bership. There is the group of 6 Europe with O.E.E.C., both of them 
countries that are signatories of the performing a relatively modest role 
Schuman Plan, Innumerable other as a link between the military group 
organisations deal with inland trans-. and the neutrals. 
port, tourists, refugees, and so on. N,, Unity,io Trade 

This varying membership of orgak But why should any organisation 
isations that necessarily cut across for economic co-operation limit its 
one another is embarrassing both to membership on a regional or contin- 
the countries represented in these ental basis? The fact of propin- 
organisations and io the secretariats quity no longer dominates inter- 
of each ‘of. them. Differences in national relations. The Common- 
membership are. however, largely wealth, however far-flung. is as real 
unavoidable. They arise from the a unit as any continent. And Eur- 
schism in U.N.O. between Russia 3 ope, for political. purposes, is now 
and the West. and from the intrusion divided into two,, if not three contin- 
into discussion of economic affairs ents. The Western half, though 
1 0 f From “Organisarim for Europeon Eco~omic CO-ogerohn,“ Leelure, 

Menchesrer Sralisricol Society. Fcbrrrory 13, 1952 
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continental in scope, is far from 
being either fixed i r f  boundaries, 
united in its interests, or indifferent 
to its bonds with o:her parts of the 
world. It is certainly not an econ- 
omic unity. More than one-half of 
its trade i s  conducted with the out- 
side world. 

The largest rrurlinx coimtry, rlie 
United KingduJn. carries on about 
ihree-quarters oj its trade with oiher 
continent.$ and undergoes a steady 
graviiuiiunul pidl rowurds tlie Coni- 
nion wealth and the United States. 
Europe i.s cornposed of competing. 
not complententary, economics. 

When Marshall aid came to an 
end, and when the dollar shortage 
was mastered, the raison d‘etre of 
O.E.E.C. could no longer be found 
in the common danger of economic 
disaster. Other threats remained- 
the common danger of aggression on 
the one side and inflation on the 
other-and other obstacles to re- 
covery, other sources of disharmony, 
other limits to econonlic develop- 
ment. But they had not the com- 
pulsion to joint action of Marshall 
aid. 

The essence of economic co-oper- 
ation is to eliminate disharmonics 
and create institutions that will 
maintain a satisfactory international 
equilibrium. The main action must 
always be taken by individual gov- 
ernments ’rather than by govern- 
ments in concert. But no individual ’ 
government can operate on the 
whole situation so as to make the 
necessary adjustments smaller or 
more tolerable: the object of econ- 
omic co-operation, therefore, must 
be not merely to remove specific dis- 
harmonies of policy but to preserve 
a continuous position of equilibrium 
within which. adjustments may be 

. made. 

E.P.U. as &e Tool 
I t  is sometimes said that the 

E.P:U. does not make sufficient pro- 
vision for discrimination as a method 
of restoring equilibrium in balances 
of payments. But i t  .certainly can- 
not be said by anyone who is 
familiar with the operations of the 
E.P.U. that it is hostile to some of 
the more important forms of dis- 
crimination, There is provision for 
countries that are in deficit to sus- 
pend measures of liberalisation, and 
for other countries to be encour- 
aged;to grant more liberal quotas to 
them.. At least onc Member country 
has been pressed to introduce more 
discrimination against imports cost- 
ing dollars. What is not allowed is 
discrimination between one Member 
country and another without the ap- 
proval of the Organisation. 

A second criticism is that the 
E.P.U. is unfair to countries that are 
in so-called “structural” deficit with 
the outside world and are in need of 
gold and dollars to settle the deficit. 
A country in surplus in the E.P.U. 
receives only half the surplus in gold 
and so may eventually be obliged 
to lend up to half its quota to the 
Union. Beyond this point, the 
E.P.U. must come to some arrange- 
ment with the creditor or he auto- 
matically leaves the Union. The 
action taken by the E.P.U.. will 
necessarily depend on .its interpre- 
tation of the position. If the credit- 
or, for example, is running a total 
surplus and is doing so by throttling 
down industrial activity and .dom- 
estic investment, it would be right 
to insist that a more expansionist 
policy should be pursued andfhat 
i m p o r t restrictions should be 
reduced. 

This problem arises from the fact 
that the E.P.U. covers anly part of 
the world and only part, therefore, of 
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the trade of each country. Dollars mentals of thematter; The E.P.U. 
are not merely a rpeans of settling cannot pomish if the dollar is too 
deficits but a means of payment for hard and sferling too weak. A 
goods bought from a particular sruble relationship between rhe 
group of countries. The penalty of dollar and the pound is the only firm 
having to .lend to E.P.U. when in baris for a successful E.P.U. 

.of their exports in ihe E.P.U. area forms of economic co-operation in 
.one may be a little sceptical about Western Europe. The biggest con-' 
the need for any substantial dollar tribution that Britain can make to 
payments by one European country European economic co-operation is 
to another. to maintain the international accept- 

This brings us back to the funda- ability of sterling. 

A NEW VOICE FROM %BRITAIN *- E.C.E. 
"Defence of sterling is a major objective of British policy. We are 

resolved to prererve its strength," said Mr. H. Hopkinson, Secretary for, 
Overseas p a d e  in the British Government lo the Economic Commission for 
Europe. We dislike controls and we believe that British manufacturers 
and consumers rhould be given as much freedom as possible." E.C.E. 
delegales were agreed that this forlhright statement sounded like a Britain 
speaking with a new voice. 

Neri.'York Times,' March 8, 1952 
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TELLING THE CONTINENT 

U.S.A. Also Depends .qn Europe 
By GRAHAM HUTTON 

To ME: as a British economist, 
nothing is more striking than the 
fact that.between 1950 and now. the 
Americans increased their industrial 
output by more than the entire total 
output of Great Britain ! 

But what is to happen if- the 
American economy becomes de- 
pendent, itself, upon an ever-increas- 
ing-amount of armament production. , 
so that when the armaments begin to 
slacken off. in 1953.or 1954. the 
American economy crashes, and 
brings all Europe and the sterling 
area down with it in a terrible de- 
pression?. Now this question also 
applies to us in Europe to a smaller 
degree. What will take the place of 
our rearmament programmes? They 
are so inflationary now because they 
make full employment and full pay- 
packets for. our workers without 
making any extra consumption_ 
goods available for all that money. 

Fortunately, there is a solution, if 
we are all wise enough to take it i n  
our western half-world. While 
America and we in Europe are re- 
arming for our common defence. we 
cannot afford enough resources to dangerously a overwhelming. , ~ Our 
develop the primary raw materials greatest economic problem has obvi- 
and food resources of the undevel- ously been our more rapid consump- 
oped or under-developed lands in tion of, and our more rapid demand 
our half of the world and of their for, food and raw materials. in a 
under-developed peoples in Asia, western half-world which could not 
Africa, and so on., This is a great supply that demand quickly enough. 
danger to us. That has been partly the cause of 

If we are wise, there .is no need the world-wide inflation. 
for us to expect widespread depres- We have demanded food and raw 
sion and unemployment, either in materials, particularly we in Europe. 

February 21. I952 (Talk in the European Service) 
Front “The Inferdependence of Europe and the U.S.A.” The Lislcger, 

America or in Europe, if also our 
defence system is successful and 
there is no third world war. 
reason is that. if there is no war and 
we merely have to maintain our 
new defences in running order, we, 
shall then have-from 1953 or 1954 
onwards-an increasing amount of 
capital equipment and raw materials 
available to fill all those clamant 
needs, not only of the under-devel- 
oped peoples of Asia and Africa 
but also of our ‘own peoples in 
Europe. And so will America be 
able to fill more needs-needs of 
these other peoples, as well as so 
many needs (which we in Europe 
forget) of the 13.000,OOO American 
Negroes, and the other 25,000,000 of 
white Americans who live at very. 
low standards of life. 

Bidding Against Each Other 
Consider what has proved our 

greatest economic problem in the 
west in the six years since the last 
war ended, a period in which this 
American powerhas risen to a height 
which often seems to us Europeans 



I US.A. ALSO DEPENDS ON EUROPE 143 
i 

where all of us together need to not want it. any more than we do. 
F import food and materials on bat- Americans might survive a depres- 
1 ance, and to pay for them with our sion better than we, and for longer 

exports of manufactures: and the -but Americans could not work 1 countries overseas have not been their system and could not be safe 1. able to get enough equipment and without us, either. The price. surely, 
I technical aid to develop their great is that our economic systems should 
i resources. and to develolj their become gradually more co-ordinated 
[ under-developed peoples, quickly and dovetailed, as we have already 
j enough. So, as a result America and been forced-for our common de- 
i the sterling countries and the rest fence and survival-to co-ordinate 
f of Europe have been bidding their and dovetail our military and 
I various moneys against each other foreign-policies. That is. we need 
I for smaller and diminishing world to co-ordinate the economic basis of 
1 supplies. Inflation was the result. our power, just as we have had to 
! Now if we are wise, and dovetail begin to co-ordinate the outcome of i and co-ordinate our defence. and thaj power in the shape of foreign 

rearmament problems carefully. we policies or defences. 
shall be able, gradually, from the This is the great overriding lesson 

r I. end of next year onwards, to (release which both America and Europe, ' resources to.raise the capacity of our and countries outside both America 
half-world to turn out more of the and Europe, have got to learn- 

~ foods and materials required. As, we learn. and apply-before it is too 
1 ' succeed in doing this. the shadow of late. There is plenty of room for 
i American power should become economic optimism for Europe-and 
i smaller: not the power itself-for America-if we are all wise to- ' gether, and if,we all plan together 
1 shadow of it. which frightens ,so now for what lies, still. a year or two 
i. manv oeoole. ahead. If we d o  not do that. to- 

gether. now, we shall fall apart in a 
few years' time, and our last stale. 
will be worse than our first. But, in 
that cafe, it will be as dangerous for 
America as it is for us in Europe. 
We in Europe will only be a little 
more unlucky in having been the 
first to collapse. There is absolutely 
no need for such a collapse. That 
is how I see the challenge .of 
America's power to us in'westem 
Europe; and, for that reason. I. as a 
British economist, welcome that 
challenge. 

i 

i 

that will always expand-but the 

, I  . 
Price is Interdependence 

The cwt  of all this, the price we 
shall all have to pay, is that 
Americans and Europeans together 
must realise their complete econ- 
omic interdependence. It is not 
right simply to say that Europe 
depends on ' America. America's 
economy also depends on Asia. and 
Africa, and Europe. 

A depression in America would 
be dangerous to American politics 
and economics, and Americans do  

~~~~ ~ 

HOW TO FINANCE W A R - A  CORRECnON 
On page 2 7  of the  march^ issue of Economic Digest'ihere appears an 

extract from American Monetary Policy," by E.'A. Goldenweiser. The 
Prim in sterling was given as 25s. 6d. This should have read '42s. 6d. 
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Failure of Cheap Money 
in Britain 

. .  
By DAVID Row& . 

The raising of the Bank Rate from 2 per cent. to 2 t  per cent. in November 
’ 1951. and from 24 per cent to 4 per cent. in March 1952, hig.hlights this 

study of the Dalton policy of 1945-7 . .  

ANY AITEMPT to cheapen money 
rests fundamentally upon two 
weapons. The first of. these is con- 
trol over the volume of credit. The 
second is the ability to influence the 

.’ There are two aspects of the. latter 
-problem. In the short run. when the 
:problem is that of’getting the mte 
structure down the authorilies can. 
if they succeed in persuading the 
.market that rates in the future will 
be lower than those obtaining today, 
enlist the support of speculators in 
their service. In the longer run, the 
.problem is one of persuading the 
market that the new rate, once 
attained, islikely to be. a “safe” or 

,“normal” rate. Failure in the latter 
task will involve constant creation 
of credit since the absence of any 
fundamental confidence in the new 
and lower rate will mean that any 
change in the internal or external 
.political and economic outlook will 
.stimulate a general demand for 
.Liquidity. 

( .. . The particular problem facing Dr. 
Dalton was complicated by the fact 
that he was attempting to force rates 
down at a time when most people 
expected that they would have to 
rise:, This was because it was widely 
visualised that in the immediate post 
war period most firms would he 
anxious to undertake investment. 

. market’s outlook. 

. 

. .  
There was, however, no  intention 

of allowing the rate of interest to 
decide either the quantity or quality 
of investment. Both functions were 
to be performed by the authorities.. 

Thus. in attempting to force rates 
still lower when, in the absence of 
control, they might reasonably be 
expected to rise, Dr. Dalton was able 
to  deploy a considerable number of 
weapons. He was assured (at least 
theoretically) of controls over invest- 
ment. He was able, through the 
Capital Issues Committee. to restrict 
access to the capital market for the 
purpose of making new issues. He 
had, of course. complete control of 
the creation of credit in the system. 
He was able to vary the supply of 
securities through the “tap” when- 
ever to do so seemed tactically ad- 
visable. Finally, he could count as 
an ally th-e existing tax structure 
which, while possessing no tax on 
capital gains. taxed additional in- 
come at rates which rose as high as 
19/6d. in the f .  

Peak of the Policy 
The peak of the cheaper money 

drive was reached in January 1947 
with the issue of 2f% Treasury 
Bonds (1975). In February of that 
year came the fuel crisis. In August 
1947 came the failure of converti- 
bility. By the 13th of August 2f% 

From “ C h a p  Money: The English Experiment of 1945-47.” Quarrcrly Review. 
Banca Nazionde del Lmvoro, Rome. November-December. 1951 - 
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’ Consols were yielding E3 OS. 3d. per housing programme was still in- 
cent. as against f3  per cent: In July sulated from the rise in rates. 1 1945. The index of industrial share Among the distributional effects, 

f prices reached 159 by October while the aim was to divert income away : Consols showed a sllght recovery to from the rentier class. 
i yield 2.90%. Two disadvantages stand out : , 1 Thus, inside the first twenty-seven I .  The added inflationarv Dress- 
1 months of the Labour Government's ure, with its  concomitant ~m~sallo.. 1 , . .  
1 administration the interest wheel cation of resources. We do not feel 

had turned its full circle. The situ- that. the volume of additional in- 
ation was practically that which ex- flationary pressure generated by the 
isted before Dr. Dalton’s drive. cheaper money policy can have been 

Since December 1947 the yield on very significant. 
24% Consols has not fallen below . 2. Speculators must have made 
f3  per cent. It can thus be seen that large capital gains. Dr. Dalton can-. 
Dr. Dalton’s success was PUreIY’ not avoid the reproach that his. !. temporary. He succeeded in driving policy generated these. Their mag- 1 down rates to the required level. But nitude. however, is a different 
he was unable to convince the market question. I of the survival value of 2+% at long ’ The balance of advantages and 

\ term once.it had been reached. Con- disadvantages is against the Chan-. L solidation proved to .he beyond hls cellor; particularly when the nature 
scope. The active drive for cheaper of his fundamental error is recalled: 
money collapsed with convertibility. Th~is was his failure to appreciate 
Cheap money. however. remained. the probable nature of the long-run 
Conclusions expectations of the market. These 1 expectations were (and still are) such 

1 as to require a differential between 
the short and long rates of about 3 t er money.were: 

’ 1, L~~~~ cost of National Debt per cent.. in which circumstances i Service. the policy was a grave, mistake. 
1 2. Reduced interest of hous. Moreover it seems that Dr. Dalton 

overestimated the efficiency of the 
3. Reduced inerest charge on . controls wh.ich were retained when 

1 

From the point of. view of the 
the advantages of cheap- 

ing programme. 

nationalisation compensation hostilities ceased. 
stocks: ALSO WORTH READING ...... 

4. Distributional effects. onelary Policy and Economic Free- 
f The net savings on National Debt dom,” by Wilfred King. National Prov- i service do not apbear to have been incral Bank Review, February 1952. 

’* Monetary controls will never have the ‘ large; pan  of the debt.is held hY flexibility aad automaticity that have 
Government departments. and the been claimed for them. unless the 
real saving is less by the amount of .authori!ies permit flexible adjustment !of 

’, fie income tax foregone, which rates in all sectors of the financial 
machin& And the impression cmveyed would have been col1ectabk On the by the new Butler policy is lhat. whilst 

service payments. freedom of movement in the gilt-edged 
There can be little doubt that market is allowed, the Government .is 

even small savings of interest anxious to avoid any considerable rise in 
the Treasury Bil!,rate. the key rate I O  the on housing are significant, and even. whole 

after the cheaper money failure the ..... ..... .* 

t 
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ROYAL COMMISSION ON TAXATION.  . . 
'Fabian Views on Taxation Reform'. 

. .  

N o  harsh efect on ihcenitves-Corpratim taxes are a tool of social 
controlSauce for the comumpfion goose is sauce for the capital gandet- 

Small firms need concessions4apital gains should be taxed % 

FINANCIAL INCENTIVES. are only 
one factor affecting the productive 
effort. Although high and progres- 
sive income taxes. may in themselves 
tend.to lessen the incentive to work 
(although their effect upon some 
people is to cause them to work 
harder or longer in order to obtain 
the higher gross income which is 
necessary if they are to maintain 
their standard of. living), the social 
and economic policies of which they 
form an essential part have been 
most effective in increasing output. 

Of these the most important con- 
tribution to high production has 
come from full employment, Not 
only is it essential to use the coun- 
try's available manpower to the full 
in order to- secure the greatest pos: 
sible output, but conditions of full 
employment alone provide the atmo- 
sphere in which maximum individual 
effort can be expected from workers 
and managers. In conditions of 
severe unemployment many who 
who would desire nothing more than 
a chance to work are denied it and 
their fellows hold back for fear of 
work.ing themselves. out of a job. 

-Agreements ' to  limit production 
multiply and restrictive. practices 
.flourish among employers and em- 

for full employment; It is true. of 
course. that factors which decrease 
the likelihood of unemployment 
arising from shortage of demand, 
also make..the problem of avoiding 
inflation more.difficult: But a full 
employment policy necessarily in- 
volves creating a situation where 
there is a danger of inflation. Look- 
ing back to the inter-war years, the 
over-riding problem was that of m- 
employment arising from insufficient 
demand, and it would be over- 
sanguine to imagine that this prob- 
lem will not threaten us again. 

Has the achievement of a juster 
distribution of income. over the last 
ten years, by lessening the material 
rewards for economic success, slowed 
down economic progress? In so far 
as a large part of the increased taxa- 
tion on unearned higher incomes has 
hit incomes from.iriherited fortunes, 
it can have little deleterious effect 
on enterprise. 

The desire for promotion and 
greater responsibility remains strong. 
One of the reasons for this is that 
the intangible elements of satisfac- 
tion and prestige are just as, or 
more, important incentives as finan- 
cial success, in calling forth the spirit 
of invention and entervrise. In our . -  

ployed. view, a socicty in which the material 
A greater equality, towards which rewards for success are so great that 

re-distributive taxation has contribu- they are regarded as unjust. how- 
ted so much, is perhaps the most ever equal the opportunities to 
important of all the factors making secure them. will not provide, the 

From Evidence prescnred by 0 Group of Fobinns Io the Royal Commission , 
on Taxation, Fabian Sociery. London, Febraory, 1952 

~ 
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i atmosphere in which the scarce gifts trol over .the direction or extent of . 
! of outstanding men and women will such . investment. Nor can the 
! be put to the best advantage. savings which are used in this way 
i The third principal objective be regarded as always making a full 
i which the tax structure makes it disintlationary contribution. 
'- possible to achieve is the provision This is not to say that. as invest- 
: of social services which go a. long ment resources increased. fiscal steps 

way- towards making available to should not be taken to see that 
every individual the essentials for a private industry was able to main- 
full life. in particular in the fields of tain its proportions of command 
education. housing, health and over these resources. Indeed. one 
nutrition. of the reasons why the profits tax on 

We do not think the case can be retained profits is regarded by us as 
substantiated that the increasingly a useful tax is that its level can be 
egalitarian policies of which the tax raised or lowered, without the more 
structure is. an expression have widespread and possibly unwanted 
weakened the country's productive effects which would follow from a 
effort. On the contrary, we believe change in the standard rate of in- 
that it is only by such measures that come tax. according to whether the 
a firm basis for economic expansion general economic position riquired 
can be laid. This is not to deny the that industrial investment be stimu- 
need, however, to scrutinise the lated or damped down.' 
existing structure critically in order We cannot accept the view that 
to find means for improvement. increases in corporate taxation are 
Corporate Taxation 

Current discussion on corporate 
taxation is only io0 frequently badly 
confused ' between the distributive 
and productive effects of the system. 
The tax on distributed profits directly 
reduces the shareholders' current in- 
come from the company.. and that 
on undistributed profits,' his pros- 
pects of future income. Taxation of 
undistributed profits, and variations 
in the initial allowance for depreci- 
ation, also provide .a fiscal means of 
adjusting the demand for investment 
goods. 

A balance still necds to be struck 
between the incentive, and the sense 
of independence, which. the ability 
to finance development schemes out 
of retained profits gives to the 
'managerial ' company, and the in- 
evitable lack of 'social control over 
investment so financed. Unless a 
building licence is involved, it is very 
difficulti today tofexercise a3y con- 

automatically passed on to the con- 
sumer. We believe that substantial 
sectors of industry are too competi- 
tive for this to happen, and that 
many other sectors are subject .to a 
price control which makes PO allow- 
ance for such a ' cost.' 
' Depletion of Capital ' Charge, 

It is clearly quite wrong to allege. 
that the tax system is preventing in- 
dustry from maintaining its physical 
capital intact. or even that high " 
tax?tion is an effective limitation on 
expansion. The limiting factors on 
fixed investment since the war have 
not been financial. Companies have. 
been willing to spend much more on 
investment than limitation of sup- 
plies has allowed. Building work 
has been limited by the licensing 
system and. despite .this 'indirect 
control over expenttiture. on equip, 
ment:the demand for machinery has  
been in excess of the supplies avail- 
able. , 
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In the case of both the proper 
treatment of depreciation allowances 
and stock appreciation for taxation 
purposes, the issue is whether. when 
prices are rising, the company's tax- 
able income should be reckoned 
after allowance for maintaining the 
original financial capital intact (as 
at present) or after allowance for the 
current cost of maintahing real 
capital intact. 

The real issue involved is-what 
'is fair financial treatment for com- 
panies-and hence for ordinary share- 
holders? The question is whether a 
person who subscribes a certain sum 
to finance a company, should have a 
right to expect the money value of 
his holding. and hence the income 
,derived from it, to increase in step 
.with rising pGces.. We do  not think 
the tax system should be adjusted to 
give this compensation for rising 
prices as of right. All the various 
kinds of money income subject to 
taxation have their real value de- 
creased by rising prices, and ' it 
would in our view be neither a suit- 
:able way of meeting the effects of 
rising prices, nor practicable, to 
.assess taxation on them in terms of 
real income or rial tax receipts 
.allowing for rising prices. 

Hence even in the case of unin- 
corporated businesses we should not 
.regard it as proper to offset the effect 
.of rising prices by calculating depre- 
ciation allowances on a replacement 
cost basis (or removing the tax 
liability on stock appreciation). But 
in the case of companies, the fact 
that a substantial part of company 
finance is raised by debenture and 
preference stock further strengthens 
the case against such a course. For 

' if the tax system is deliberately de- 
signed to enable companies to re- 
place their physical assets at higher 
prices without raising new finance, 

the ordinary shareholders will bene. 
fit substantially from rising prices 
on this count alone. 

. In  practice, we agree. a consider. 
able part of the increase in cost of 
maintaining fixed and working 
capital intact is met out of taxed 
profits. But we see no objection in 
principle to this or to companies 
having to issue new shares or their 
borrowing from the banks, when the 
cost of capital goods or stock has 
risen. 
Helping Small Companies 

The small company must rely to 
a very large extent on its own profits 
to maintain or expand its fixed and 
working capital-in short to survive 
in the long run. We believe there 
are a number of good reasons for 
ensuring that a small company'does 
in fact survive. 

(a) A substantial part of British 
. ' industry is a t  present in the 

hands of a great number of 
small concerns whose decline 
would cause a considerable 
amount of economic loss in the 
sense that organisation, know- 
how, special adaptation to 
particular markets, etc., would 
be dissipated and not neces- 
sarily replaced. 

(b) The rise of small firms stimu- 
lates competition amongst the 
existing leaders of business. 
which without pressure from 
below might grow too com- 
fortable, secure and unenter- 
prising. 

(c) There will remain a need for 
small units in industry. They 
are necessary to certain trades ~ 

on the ground of economic 
efficiency, and elsewhere be- 
cause of the psycho~ogica~ 
advantages of working in small 
groups, in order to harness the 
talents of those who will work 
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i best without any superiors. 
The small company is likely in 1 the future to become a more 

I ' important representative of 
' private industry, while the 

large private corporation has 
! been tending to be replaced by 

public bodies. 
f Our suggestion is that small com- 
; panies should, in normal times. 
I .  receive larger tax-free initial allow- 
; ances for expenditure on plant and 
L machinery than larger firms. For 

On the other hand, a tax levied 
solely on realised gains has the 
advantage that it falls on people 
when they are actually realising cash 
which they are likely to spend. It 
has thus a greater disinflationary 
effect in restraining demand and is 
the more logical extension of the 
existing system of income taxation. 
There is. in addition, a very strong 
and probably over-riding, adminis- 
trative case in favour of the latter 
alternative of taxing only realised 

example.the concesson might apply gains. 
1 to firms whose profits (as assessed we suggest that long term and 

i allowances for depreciation) were separately as the Federal gains 
1 under €15,000 per annum. tax in the U S A .  There a long 
1 Taxing Capital Gains ' term gain 9s defined as a gain 
I The present system of Income and derived from assets held for more 
' Profits Tax does not tax money than six months. We think that a 

j for Income and Profits Tax before short term gains should be treated 

, ~~ 

i made in the form of capital gains. 
We consider-that it is unjust and 1 undesirable that this form of making 
money should not be taxed while 

1 earned and unearned incomes are. 
.. Perhaps it should be made clear that 
! the case for such a'tax does not rest 

on the idea that capital gains are 
necessarily a wrong or anti-social 
form of money-making, any more 
than the case for taxing income rests 
on the idea that incomes are wrong. 

Such a tax could be assessed 
either on the increase in value of 
capital held by individuals whether 
realised or not, or solely on the 
capital gains actually realised. 

The advantage of the former 
alternative would be that the tax 
liability would not be affected by. 
whether the investment were held or 
sold. There would not be the,incen- 
tive. which arises when only realised 
gains are taxed, to hold investments 
which were increasing in value 
whilst selling those which had fared 
worst, in order to reduce the tax , 

liability. 

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

period of twelve months might be 
suitable. Short term gains could he 
added to income and taxed as such. 
Long term gains could be taxed at 
a separate rate. In each case pro- 
vision would have to be made for 
off-setting losses ,against gains. 

:In order to remove any incentive 
to realise capital losses so as to  
reduce the tax liability on ordinary 
income, we feel that there should be 
no provision for offsetting capita1 
losses against ordinary income.. 

The appropriate rate a t  which to 
levy tax on short term gains is the 
rate of Income and Surtax prevailing 
at  the time. The rate of tax on long- 
term gains should also be progres- 
sive, increasing with the size of the 
gain. Allowance must be made. 
however, for the time over which 
the gain has been made so that a 
single gain made over a period of. 
say, ten years should not be more 
heavily taxed than five separate 
gains spread over the same period 
with the same total. Thus the scale 
of progression .should refer to the 
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gain divided by the number of years saved in !his way can be prevented 
,over which it was made. from being passed on to the share. 

I t  might seem at first sight that holder free from any personal taxa. 
the taxation of capital gains realised tion. 
from selling shares in companies We think that capital gains on 
leads to unfair double taxation of owner-occupied houses should be 
savings ploughed back into the busi- exempt from tax if the receipts from 
ness. an injustice which provision selling the house .are reinvested in 
must be made to avoid in the case of another within three years, The 
unincorporated enterprises. owner will, in general, only sell his 

This is not so. Undistributed house in'order to buy another. A 
profits used to purchase capital capital gain on the sale of his exist- 
.assets and hence increase the value ing house will probably be the result 

. of shareholders' investment in the of a general rise in the price of 
company are. not subject to indi- houses so that his new house will be 
vidual taxation, but only to corporate correspondingly more expensive. To 
taxation. It is only by a capital tax the gain would unfairly penalise 
gains tax assessed on an individual those who moved house and un- 
.basis, that companies' earnings desirably restrict people's mobili!y. 

(For n discmsion on the difficulties oj'imposing capital gains taxes. by a 
Conodion ecoaomisl. see "Economic Digesr." January. 1952, p .1)  

Collecting Britain's Direct Taxes 
Since 1945 arrears of taxes out- During the year ended 'March 31, 

standing have been running ,at 1951. a systematic search was begun 
around the f8OO million mark, wlth to discover persons who bad hither. 
a rapid decline towards f650 million to escaped assessmerit, and it appears 
in the last two years. The amount probable that the steps already taken 
deemed to be ultimately recoverable will bring to light some 40,000 new 
is slightly rising. cases-mostly small traders. 

By far  the greater proportion of The drive against under-assess. 
these arrears are so-called " non- ment ,has  also gained .momentum. 
collectable arrears," which are in The number of cases investigated 
general due to unsettled liabilities. was 2,838, the charges raised were 
'In other words,' agreement has not f7,500,000, including penalties to 
yet been reached on the exact the total of €1,700,000. 

. 

amount due. and the greatest snag 
has been the assessment for excess 
profits tax during the war period, 
together with allowances for deferred 
repairs. Delay in presenting ac- 
counts, or arguments about the facts 
or the law. account for a very small 
proportion of the arrears. 

These arrears must not be con- 
fused with cases of evasion, on which 
problem a Departmental Committee 
has been sitting. 

INLAND REVENUE YIELDS 
Fiscal Year 1950.51 

, , E million 
Income Tax _.. 1.414 
Surtax :.. ... 121 
Profits Tax ... 259 
Estate Duty .._ 174 
Stamp Duties ... 55 

2,023 - 
From Ninety-Fourth Repon of the Commissioners of H.M. inland 

Revenue. Ianuury. 1952, H.M.S.O. 6s. 
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As LONG AGO as 1932. a scheme was mooted to allow ships of up to 
20,000 tons to proceed from the Atlantic straight to the heart of the North 
American continent. Seventeen locks would be needed, but nine of these 
were already in being. Only a 120-mile stretch of the St. Lawrence river 
remains to be developed. at a cost.of about $818 million (f292 million) at 
December 1950 prices. 

In 1941 a joint agreement between the h i t e d  States Congress and the 
Canadian Government was negotiated, but in the meanwhile the American 
authorities have done little to implement it. Canada’s latest decision is to 
go ahead.with the project on its o w .  

The advantages of the.project are patent: The iron of the Messabi 
range around Dulutb. the iron of Labrador, the grain of the prairie provinces 
and states, the manufactures of the Michigan and Erie Lake areas. and.the 
forest products of the eastern provinces would be linked more efficiently 
with one another. and with .the trans-Atlantic world. As for the reasons 
why America is slow in joining Capada on this vast international plan, the 
chief seems to be that it threatens certa.in industries with competition : 
the transport services that at present gain from transshipment over the un- 
built area are a case in point. Critics of these pressure groups say. in effect. 
“ Point Four begins at home-why not now?” 

1 1 From NPW York Times, February 3. Economist, London, February 9. 
'rind The T w ~ e s ,  February 25, 1952 
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SOCIALIST COMMENTARY ON U.K .  HEALTH SERVICE 

* 

Should Everything Be Free? 
How FAR is the populace justified 

~ in calling on the general purse? 
- Shall everything (in the Health 

Services) be free? 
Consideration of this complicated 

and subtle problem touches on many 
fundamental questions. The amount 
to be spent on the Health Services, 
we all admit, must be related to the 
expenditure of the country as a 
whole. Health is very important, hut 

, so is education, and housing, and 
national defence. Health. has no 
overriding claim to the kitty. It is 
economically not possible to send 
every consumptive to the Swiss Alps, 
or every asthmatic to the South 
African veldt. or to feed even, 

Assessing Need - 
Who is to assess need? The 

patient or the doctor? Often they 
do  not agree. Often the patient, his 
mind filled with the latest account of 
the newest wonder-drug, insists upon 
this or that treatment, and often he 
gets it, against the doctor’s better 
judgment. The well-nigh universal 
“bottle of medicine.” that modera 
amulet. fulfils a.need of the patient. 
but not a medical need. Left. to 
himself, the doctor would not order 
it. The same is true of the enorm- 
ous quantities of headache pills. 
laxatives, soporifics. and tonic tab- 
lets eaten with such gusto by so 
many gullible citizens. 

~ ~~. ~~ 

celiac suEerer on boiled ~chickeb ’ 

desirable this might be on medical 
grounds, 

For this particular waste, how- 

lies in the teaching in the medical 
schools. The National Health Ser- 

and fresh pineapples no matter how ever, I think there is a remedy, I t  

The amount to be spent on health vice is still too new for it to have 
’must he subject . to continual influenced . undergraduate teaching. 
scrutiny. This means that it may be But it will; and I look forward with 
necessary, from time to time, to confidence to a future generation 3f 
make charges for certain branches doctors, no longer in business com- 
.of the service, on purely financial petition with each other. having the 
.grounds. guts to blunt this, their hitherto 

most-prized weapon. The direct socialist appraach con- 
.demnr all these charzes on principle: To carry the “free” principle to 
.the object of a National Health Ser- its extremes may well land us in new 
vice. it is said, is to satisfy every inequalities. We see this already, in 
.medical need. and without cost. But. the approach to the suggested 
wnfortunately. “need” is not always “hotel charge.” Out of hospital. a 
.a simple mncepr. Often, of course, person needs to feed .and lodge him- 
.it is: acute appendicitis demands in- self, to keep himself warm and clean. 
.stant operation, puerperal sepsis These services, which a hospital 
must have penicillin. But all around offers in addition to purely medical 
.its boundaries. “need” shades 08 facilities. are given free: but were he 
in to  “non-essential desirables.” not ill, the patient would have to 

Frpm “The Health Services-Three Pertinent Questions.” 
Socialist Commentary, London, March. 1952 

.~ 
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this wfety-balve, that the body I t  is also their duty to consider the 
eliminates .them rapidly. But imag- means at the country's disposal. 
ination boggles at the thought of the Good prescribing is often econom- 
pounds' worth of unwanted synthetic ical prescribing. 

From British _Medical Jotma/ ,  London. Fehrunry 9 ,  1952 

provide them at his own expense. It 
seems then, that there is a positive 
gain to the patient through being 

' ill. and it appears quite fair to ask 
I him to pay for these essential 

services roughly the amount he 
1 saves. This charge would also act 

as a spur to get patients discharged 
as soon as possible; often conveni- i 

ence, rather .than medical need, de- 
termines the time. Even one day 
saved per p a t i e d i n  a busy hospital. 
would be equivalent to an additional 
ward of 30 beds. 

We would do well, then. to 
approach a little more critically the 
idea that everyrhing must be free. 

~ DOCTORS COMMENTARY 

costs. of Prescriptions 

t 
KEY TO THE BRITISH BUDGET 

I have been advised that there is much more danger of deflation and 
the possibility of unemployment and of difficulty in the world in general than 
some of the more lively economic critics outside this Committee imagine. 
It is against that background that I deliberately took a serious and. I believe. 
responsible decision, which I sincerely hope that economic events will prove 
to be correct, that I should do  quite sufficient if. taking account of the 
deflationary effect, I carried forward a surplus of approximately f5OO million 
into !he coming year. I believe that if I had added to that surplui by further 
taxation I should have adopted what would probably ,have been a too 
deEntia+ry act 

Rr. H o n  R .  A. B a l e r ,  Chancellor of rhe Exchequrr, House o f  Commons. 
London. March 17. 1952 

I 
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problems such as high absenteeism 
and !abour turnover are inherent in 
a state of full employment. A com- 
parison of the absence rates for the 
British coal mines with the state of 
the employment market during the 
period 1922 to 1950 certainly sug- 
gests that there is a very close rela- 
tionship between the two. In every 
year in which the unemployment 
rate increased the absence.rate fell, 
while it rose phenever nnemploy- 

also with changes in working hours A .new methid of evaluating' ab- to Wead employment. Before the sence rates is therefore suggested. 
when was a based on the observation that in a serious problem .in the coal mines, number of factories the 

the absence rate absence rates showed a very definite 

ing the week, with a minimum round 12%. 
absence rate on Fridays. The daily 

of Birmingham has analysed the in- sickness absence pattern on the 
other hand was'found to be prac- ! factories. tic2lly constant throughout the week, 
with a slight increase on Wednesday. 
?qnday being the day OF the lowest 
incidence of sickness. The difference 
.between the total absence rates on 

of prolong'ed sickness, a Mondays and Fridays can therefore 

1 

' ment declined. This was connected .New ~ d ~ t i ~ ~  M a d  

round 6%. In the post-war period weekly pattern: a peak on Mondays. 
Of it has and a decline in absence rateS dur-. 

.,. 
A research team of the University 

. cidence of absence in 57 Midland 

me variations in the total ab. 
sence rates were found to be clearly 
associated with two factors: the age 
of the workers and the number of 

samDle of 400 workem the 30-49 b: taken, a s  a measure of voluntary 

I Absenteeism . 
By HILDE B E m m  

I 
sickness were found to add up to.2.7 
percentage points to the average 
annual absence rate, thuscompletely 
distorting ttie picture by creating the 
impression that the total population 
had a high absence rate. It follows 
that thetotal absence rate cannot be 
taken as an index of industrial 
efficiency or of industrial morale. as 
it is largely determined by sickness 
and the age structure Of the working 
population. 

agcgroup'had the lowest absence aDsenteelsm. 
record: the 20-29 .age group came .: This measure is called the Blue 
next, wliile the level of absence of Monday Index and ,  the 
the workers in the over 50 age-group , surplus deficiency in 
was almost twice as high as that of attendances over Friday's- attend- 
the other workers. . . ances per 100 workers,. It is sug- 

One or two cases of long-term gested that the Blue Monday Index 
From "Absence under Full Employrnenl." b Hilde Behrend. Uiziwersily of 

~ i rminghom Smdics in Economics anK Sociely. Monograph A3 
~~~ 

c 
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is an index of the worker's willing- 
ness to work, of his attitude to work. 

examination of the incidence 
of the Blue ~~~d~~ in different de- 
partments and occupations revealed 
that there was no  apparent connec- comes a Of labour 
tion between the indulgence in the 
Blue Monday and age, working con- 
'ditions or wages. There were on the 
other hand, very marked variations 
in the incidence of the Blue Monday 
for different occupations. The Blue 
Monday was more niarked for un-, 
skilled than for skilled workers. The 
unskilled foundry labourers, for in- 
stance, showed a high incidence of 
the Blue Monday, while the skilled 
floor moiilders working under thc 
same roof and supelvision had a 
very much steadier weekly attend- 
ance pattern. . . 

.Indulgence in .the Blue Monday 
was found to be less frequent among 

long service workers than among 
newcomers. I t  appears that the new- 
comer's resistance to his new work 
shows itself in absenteeism until he 
becomes adapted to the work. or be- 

It is suggested that the indulgence 
in the Blue Monday is a question of 
social habits and group outlook. 
Certain groups of workers take it for 
granted that they can take Monday 
off if they feel like it. A completely 
different attitude was discovered in 
a German factory where the daily 
fluctuations in absence rates showed 
no consistent pattern and were 
found to be due to chance. What is 
needed in British factories is a 
change in outlook and the develop- 
ment of a pride in good attendance. 
The working group then might be 
used as a tool which exerts pressure 
to control absenteeism. 

FULL EMPLOYMENT PROBLEM (ir] 

Labour Turnover - 
By JOYCE R. LONO 

SINCE 1945 the rate of labour occupational distribution of the 
lurnover in British industry has been labour force. Workers often change 
higher than in most pre-war years. to new kinds of work, especially 

Assuming no. lack of orders, a within '.one area, but their move- 
' constant drain of workers from a ments are not oriented towards any 

firm raises the cost of producing particular industries. Within one 
each unit of its output. The idea area there is a constant reshuffling 
of labour turnover as a cost may of the workers and each industry or 
appear to conflict with the much re- occupation tends' only to gain as 
peated statement that, if industry is many workers as it loses. 
to be sufficiently flexible, consider- , The level of employment has a 
able mobility of labour is required. marked effect on the rate of labour 
'Thiscontradiction is. however; super- turnover. In both Britain and the 
.ficial since only a small proportion United States the rate of turnover 
.of the turnover of.labour leads to fell sharply during the trade depres- 
.any change in the industrial and sion of the early 1930's and rose 
From "Labour turnover under f d i  employmenl," University of Birmingham Srudirs 

1 *in Economics md Society. Monograph A2. (Published by the Research Bomd. 
Faculty of Commerce and Social Science. Birmingham University. IS/-) ~~ 
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again as the volume of unemploy- 
ment declined. The obvious ex- 
planation for this relationship is that 
workers hesitate to change their 
jobs when they see their former 
work-mates unemployed; hut, in 
addition, the incidence of unemploy- 
ment is likely to be particularly high 
among the most unstable types of’ 
workers, as they are probably among 
the first to be dismissed. 

But managements should not 
assume that their labour losses are 
determined by circumstances out- 
side their control. Under full em- 
ployment there are remarkable. 
variations in the rate of labour turn- 
over in different industries and firms 
and. to an even greater extent, in 
different factories. 
- The location of ‘some factories 
among other factories competing for 
labour. and the nature of their pro- 
duction, may make a relatively high 
level of turnov6r inevitable. But 
some turnover differences cannot he 
explained on such grounds and it is 
probable that some high turnover 
rates could he reduced. 

in one firm, for example, the skilled 
men’s turnover was only a quarter Reasons for High Turnover 

I.--The composition of a fac- of that of the semi-skilled and un- 
tory’s labour force has a marked in- skilled men, 
fluence on its turnover rate. The 
greater the proportion of women and wages which are paid 
girls. and the smaller the proportion 
of long workers, the higher another factor which. although less 
the rate of turnover tends to be. obvious. plays a large part in deter- 
the Midland firms studied the aver. mining what the rate of turnover 
age rate of female shall be is the social relationships in 
61% as compared with an average a factory. Good personal relations 
male rate of 31%; the between management and. worken, 
British *,,stitUte of and between the workers themselves, 
reports on labour turnover also show can result in a low rate Of turnover. 
much higher rates for women than mat MansgWRlts can D~ 
for men (38% a i  with Managements must, individually 
22% in 1949). at least, accept the general economic 

2.-Turnover ’ declines sharply and social conditions of the tim6 
with increasing length of service. In but the influences on turnover pecu- 

the rate Of 

was 

one qrm. for example, the turnover 
rate of workers with less than 6 
months’ service was ahout 4 times 
that of workers with 6 to.11 months’ 
service and wgrkers with less than 1 
year’s service had a turnover rate 
about 4 times that of workers with 
1 to 5 years’ service. Measures to 
reduce the rate of turnover must. 
therefore, if they are to have a 
marked effect, influence the attitude 
of short service employees. Other 
workers with relatively high tum- 
over I rates are those who have 
recently migrated from other parts 
of the country. 

3.-Certain characteristics of the 
factory itself are important. The 
rate of turnover varies with the 
location of production: where there 
are many alternative opportunities 
of employment the average rate of 
turnover is much higher than where 
there are only a f ey  factories. 

4.-The skill demanded by a fac- 
tory’s production methods is another. 
factor which determines the rate of 
turnover since skilled workers are 
more stable than other employees: 
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liar to eac6 particular firm are all may require more expenditure than 
variable. Some (the technique of would be saved from the lower rate 
production': for instance) can only be of turnover or may so reduce the 
modified ' within narrow limits; efficiency of production in other 
others are matters of long term ways that their net effect would be 
policy-a change of location for harmful. 
example can' o d y  be made when a 
new factory is being established or 
when the advantages of the change 
are.expected to be so great that it is 
worthwhile transfeming existing pro- 
duction units to other districts. 
Other conditions can, however, lie 

To recognise these limitations is 
to say that manage- 

ments treat a high rate Of 
labour turnover as a necessary evil. 
The need is for each firm to deter- 
mine the Iate Of its Own 
workers and, if this is higher than in 
the rest of industry, to study the 

It. may be decided that the incidence of .its own labour losses 
and decide whether any changes in 
policy are required. 

and speedily altered, 

changes necessary to reduce turn- 
over would not be worthwhile. They 

BRITAIN CAN AFFORD ONLY f400m: IN PAY RISES 

In Britain, wages today are running to  a total of five thousand million 
pounds per annum with salaries a t  approximately three thousand million 
pounds. Generally speaking. and with rising prices, approximately four 
hundred million pounds is what the nation can afford in increased wages and 
salaries during any given year. It is clear that if equity is 10 be achieved 
some centralised machihery should be created and made responsible! for 
allocatigg this total amongst the various claimants in accordance with what 
is equitable and in the national interests. Such a central authority could 
only be 8 6  up  by agreement with employers and trade unions. This would 
involve some criterion. Increased productivity per man hour is lhe obvious 
criterion for such an allocation under present economic circumstances. If 

' these principles could be accepted by both tides of indurtry and generally 
applied throughout Europe, in the beginning, in a rough and ready manner, 
the-structure and details could be worked out a t  a later stage. We need a 
new approach towards the whole question of wages and salaries based on 
productivity, job evaluation and incentive schemes. 

Bo6 Edwards. General Secretary, British Chemical Workers' Union. 
European Review. London. Ianuary 1952 

I 

During 1951 there was an increase, on average, in weekly rates of wages 
of 101 per cent. This was the largest annual increasc since the commence- 
ment of the current index of weekly wage rates bared on lune, 1947 e 100. 
comparative figures k i n g  4 per cent. in 1950, I t  to 2 per cent. in 1949, and 
4 per cent. in 1948. Retail prices rose I2 per cent during 1951. , 

Ministry of Labour Gazette. London, Ianuory 1952 

, 
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U.S.A. .Budget! World Budget' 
By CATHERYN SECKLER-HUDSON 

(American University, Washington) n 

EVERY CAPITAL.  of the world 
watches anxiously the United States 
budget figures representing expendi- 
tures for her own military strength. 
Every allied nation is affected by 
this programme. 

The two categories .of military 
services and of international security 
and foreign relations account for 
almost 70 per cent. of the total 
national budget recommended by 
the President. Estimates such as 
these influence the' domestic and 
monetary institutions of all nations. 
Inflpences on dollar balances, infla- 
tion, business conditions, labour and 
capital ,are sure to be felt through- 
out the world. 

Further stability or instability in a 
given country might depend on the 
shifts in the form of assistance from 
the United States, according to the 
strategic, political and economic 
situation of each free-world area 
requiring 'assistance. The United 
,States no longer lives in isolation. 
She has come of age. She operates 
in a world setting, of which'she is an 
integral part. 

There is a gradual reconciliation 
on the part of the citizenry of the 
United States to a large and increas- 
ing public debt. There is a gradual, 
though reluctant, reconciliation on 
their part, too, to the payment of 
heavier taxes and to a. degree of. 
deficit spending. Coupled with these 
is t i ie  gradual acceptance of the 
Federal budget as an instrpment;for 
the redistribution of the nation's 
wealth. .. . . .  

For the past several years the pro- 
posed budget of the President has 
summarized governmental bpending 
in terms of about a dozen broad 
functional categories. The projec- 
tion of Federal budget expenditures 
.by function for the fiscal year 1952 
shows that about 75 per cent of the 
total outlay will be spent for mili- 
tary services. international affairs. 
and payments to veterans; about 8 
per cent of the total outlay for in- 
terest payments; and 17 per cent of 
the total for all other programmes. 
" All other programmes " include 
aid for projects and activities con- 
cerning education, labour. housing. 
agriculture, commerce and industry. 
transportation, communication, de- 
velopment of. natural resources, and 
social welfare. 

Actually the 1952 budget presents 
a progressive panorama of a nation's 
needs (domestic and international) 
and a choice from these needs of 
those to be financed by the public 
economy rather than by private 
enterprise. Thc budget pictures the 
total flow of 'money between the 
Federal Government and the public. 
reflecting the .concept of receipts 
from and payments to the public in 
terms of wages and services. Over- 
all, the 1952 Presidential Budget 
estimates that 26 per cent of the total 
national income will be used for 
Federal budget expenditures. 
. ' Although taxpayers and other 
contributors to the fiscal resources 
of the Government are'beneficiaries 
of.theGovemment in terms of many 

From "Current Trends in Public Budgrtinp in the United States." 
Public Finance. ,The Hague. 4th Quarfer. 1951 
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guarantees and services. a careful 
study of the budget receipts. and 
expenditures. reveals an increasing 
tendency to drain off surplus supplies 
of money from the owners of it. and 
redistribute ttiis money to those 
needs deemed most pressing or 
worthy by the Government. One 
need only mention such programmes 
as the extension of ‘unemploy- 

ment compensation, aids to educa- 
tion, housing developments, exten- 
sion of social security. international 
assistance programmes, and many 
others to understand the differ- 
ence between “earned salary checks” 
and ‘‘ take-home-pay,” the difference 
between the capitalistic empires 
before World War 11. and the highly 
taxed business concerns of today. 

What Germany Could Pay 
Towards ‘NATO ’ Costs 

WEST GERMANY offered to pay The. Temporary Council Com- 
10,800 million marks in the year mittee’s findings show that on the 
1952-53 towards N.A.T.O. costs. basis of national incomes, 11,250 
This was challenged as being too million marks (€940 million) would 
low. The Allied High Commission ‘mean a burden on Germany com- 
suggested she could afford 13,000 mensurate with that of the other 
million marks. N.A.T.O. cowitiies. 

COMPARATIVE anom NATIONAL PRODUCT 
AND DEFENCE E X P E N D I T U R E  

LOetabar. 1961. prioas) 

IU5O.l 1951-2 1052.8 I V M . 1  1051.2 ,0:.2-8 
(Autunl) (Est.) (Est.) ( A i l i d )  (Est.) ( E W  

Unlled States : Franee : 
a. Gross national pro 
duct (dollars, thou- 
sands of millions) .._ 291 

b. .Defence exoendi- . 
tu;& (dollari thou- 
sands of millions) ,. . 20 

e. Defencc ’ expendi- 
tures in proportion P.C. 
to national product 6.9 

305 

44 

p.c. 
14.4 

Uoited Klngdom : 
’a. Gross national 
. product (millions 

O f f )  ... 
b: Defence expen$- . tures (millions of 
f)  ... ... 

c. Defence expendi; 
.lures in proportion 

. l o  national product 

13,100 

1,431 

p.c. 
10.9 

323 

57 

P.C. 
17.6 

13,450 

1.731 

p.c. 
12.8 

a. Gross National 
product (francs, 
thousands of mil- 
lions) ... ... 10.250 10.800 11.400 

b. Deience expendi- 
tures (francs, 
thousands of mil- 
lions) ... ... 750 1.145 1.250. 

c. Defence exnendi- ~ 

lures in proportion P.C. P.C. P.C. 
tonational product ’ 7.3 i0.6 I1.U 

Gernlany : 
a. Grass national 

product (marks,. 
thousands of mil- 
lions) ’ ... 

b. Defence expend;: 
tures (marks, thou- 
sands of millions) 

12,750 

965 

P.C. . 
1.6 

From Report by Temporary Council Contrnirree, Norrh Atlantic Treary 
Organisation, London. February 19, I952 

96.3 

- 
c. Defence expendi- - 
lure in proportion 
to national product - 

‘101.8 

- 

- 

107.3 

11.25 

p.c. 
10.5 
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British Export Earnings Riae 

The first of these groups has now 
been reduced to about 1.000.000 
persons. The second group consists 
of about 10,000,000 people. of whom 
about 9,000,000 are in Western 
Germany. It is this group in Ger- 
many which presents the most 
immediate and pressing refugee 
problem. facing The west. 
Report on Refugees. Council of Europe. 

S~rasborrrg. February 12, 1952 
During 1951 Britain'iexportearn- UP to December 1951. the IRo 

ings rose from f2.170,086.000 to had placed the following numb?rs 
f2,579,978,000. In volume, however Of refugees : in the U.S.A., 320,000: 
exports increased only 3 per cent., in Australia, 181,000; in Israel, 
and now stand at  67 per cent. above 132.000; in Canqdda. 120.000; in 
1947. The large increase has been Great Britain, 86,000'; elsewhere 
chiefly due to price advances: the 139.000. Total-978,OOO. The I R O  
averaee exoort value index rose 15 disbanded on January 31. 1952. 
per cent., i n d  stands 36 per cent, 
above 1947. Metals and eneineerine 

Europa Arclriv. Frankfurt-ani-Main. 
Fc.brrtory. 1952 

" 
products rose in value 11 per cent.. 
in volume remaining' almost 
stationary. 

Financial Timm, London. 
Fehrrnry 9, 1952 

Europe's 11 Million Refugees 
More than 11,000,000 refugees are 

living in countries which are mem- 
bers of the Council of Europe. 
These refugees fall into two general 
groups. 

The first group, known as dis- 
placed persons. is made up'  prin- 
cipally of persons who were dis- 

'placed as the result of the war. It 
includes many workers brought to 
Germany during the war. It is this 
group for which the International 
Refugee Organization (IRO) has 
principal responsibility. 

The second group is made up of 
refugees referred to as " national " 
refugees. These are persons who 
live as refugees in another part of 
the country to which they belong. 
Persons who have fled from Eastern 
to Western Germany belong to this 
group. 

South African Gold Sales 
In 1951. South Africa produced 

11.5 million ounces of gold valued 
at €137.5 million at the official price, 
a slight decline in quantity. Cost of 
production rose by 2s. 2d. per.ton of 
ore milled to 31s. 9d. per 'ton. 
Average yield is 3.759 pennyweights 
per ton; there are 20 pennyweights 
to the gold (Troy) ounce. Additional' 
revenue from premium sales during 
1951 was f6.7 million; in 1950 it 
was only f2.1 million. 

Sor,rh African Survey. London. 
February IS. 1952 

American Output up 16 per cent 
The output of goods and services. 

in U S A .  in 1951 is valued at 
$328,000 million, compared with 
$283,000 million in 1950. an in- 
crease of 16 per cent. in gross 
national product. About half @e 
rise is due to higher prices. National 
income rose from $239,000 million 
to $276,000 million in the same 
period. Personal income rose from 
$225,000 million to $251,000 million. 
The big rise came in the first half of 



:the year, then slackened consider- 
lably: personal savings rose corres- 
pondingly. Personal consumption 
spending rose only from $193.500 
million to $205,500 million. Cor- 
porate profits after taxes were $5,000 
million lower in 1951 than in 1950. 
without adjusting for inventory 
losses. -Wages accounted for just 
over two-thirds of the risi in national 

,. 

income. 
Annual Review, Depormenl of Corn. 
mercc, Wnsbington. Febrnnry, 1952 

Rhodesia Gets World Bank b a n  
A loan of .€IO million has been 

granted by the World Bank to 
Southern Rhodesia, who is not a 
member of the Bank and whose loan 
therefore has been guaranteed by 
the British Government. The term 
is 25 years, interest and commission 
being at 4$ per cent., and amortisa- 
tion begins on November I ,  1956. 
The proceeds are to be used for 
hydro-electric development as part 
of a four-year plan. 

Financiol Tiincs. kondon. Febrimry 28, 
1952 
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Fo&y Debts to America 
Payments by foreign countries on 

their indebtedness to the United 
States are scheduled to amount to 
more than $500 million in  1952. 
about the same as actual payments in 
1951. Scheduled payments on the 
British loan and on British and 
French war accounts settlements 
began in 1951, and accounted for 
about $170 million of the total. 

Outstanding indebtedness of 
foreign countries rose from $800 
million in mid-1945 to $10,100 
million in mid-1951. Large amounts 
as yet unsettled as to amount remain 
outside this figure - debts from 
Russia, China. Germany and Japan. 
As from 1984 through the year 
2000. the 'only remaining payments 

scheduled are those of $138.5 million 
a year by the United Kingdom. 
Survey of Current Business. Washington. 

lanuary. 1952 
Germany's Dollar Drive 

Although Germany's trade was 
virtually balanced in 1951, the dollar 
gap was $550 million. To close 
this a scheme is proposed to allow 
exporters to retain a part of their 
dollar proceeds for imports of speci- 
ally favoured goods. The dollar gap 
is vitiated by.high imports of coal. 
Honddshlalr. Dssscldorf, March 5.  1952 
Japan Wants Sterling Imports 

Japan's sterling balances having 
risen to nearly f90  million, accord- 
ing to authoritative estimates, she is 
reducing exports to the sterling area 
and encouraging sterling imports. 
New exchange regulations have 
come into force which forbid the 
obtaining of sterling credits by 
importers. 

Financial Times, Fehrrnry 18, 1952 
Point Four Aid I n c r e a e  Sixfold 

For the present fiscal year the 
Mutual Security Appropriation Act 
provided approximately $209 mil- 
lion for Point Four Activities. The 
Point Four Budget for 1951 was 
$35 milinn. The sum of $209 
million is,apportioned as follows : 

$ million 

' 

'Latin America .._. 19 
Middle East and 'TndeDen- 

dent Africa ... ... 56 
South Asia ... ... 66 
Israeli refugees ... ,.. 50 
Technical aid ,,. ... 13 
Other . . . ... ... 5 

Slmc Departmenf. Washington. 
Fchreary 18, 1952 

YOUR QUESTIONS 
ANSWERED 

See Inside Front Cover 



Business Tax Burdens Compared 
I 

By F. BOWER, C.B.E. 
Germany, Britain and Norway impose the heaviest faxes on profits ' 

ALTHOUGH o m  could not pgtend 
that it is an index to the competitive 
power of other cauntries. because 
there are many other costs than 
direct taxes, it is interesting to  com- 
pare the relative weight of direct 
taxes which is placed on businesses 
abroad. 

united states 
In the United States corporate 

business profits are, as from Jan- 
uary I. 1952, subjrct to a cumulat- 
ive tax charge of 52. per cent. nor- 
mal tax and surtax and then to 
excess profits tax. The excess profits 
tax is a-charge o€ 30 per cent. of the. 
sum by which current profits exceed 
83 per cent. of the average annual 
profits of three of the best years out 
of the four ypars 1946 to 1949. The 
ceiling to the E.P.T. is 18,per cent. 
of E.P.T. income before deducting 
the base profit. This is all one need 
consider in order to find the maxim- 
um rate of tax. The' E.P.T. income 
is not materially different from the 
income for corporation tax purpxes. 
Therefore the sum of the E.P.T.. 18 
per cent., and corporation tax, 52 
par cent., is 70 per cent. of the 
income. 

In  addition there are profits taxes 
in several states which vary between 
.3 per cent. and 5 per cent. Taking 
the h igk r  and allowing for the fact 
that State taxes are deducted from 
Federal income for tax. the efkctive 
State rate on income before tax is 2 
per cent. Therefore. corporation 
profits bear an aggregate rate of 72 

From Manchestet Guardic 

.per 'cent. Nominally'it exceeds the 
maximum British rate of 66.25 per 
cent, 

Preference dividends. and indeed 
all dividends, are paid in full. unlike 
the British system where. they are 
paid net of income tax. The entire 
carpontion tax and excess profits 
tax falls on the equity shareholders. 
Therefore. as in the United King- 
dom, the nominal 72 per cent. max- 
imum rate on the entire profits of 
the company can become a much 
greater rate on.the profits available 
to  ordinary shareholders. 

But.the United States.business has 
valuable reliefs:-First. the adop- 
tion of the L.I.F.O. method of deal- 
ing with trading stocks is a valuable 
heage against inflationary rises in 
prices. Second, businesses which 
work 'natural resources such as 
mines, oil wedls, and forests can 
obtain depletion allowances which 
are a percentage of the profits and 
not of the' capital expenditure. 
Third, businesses which are certified 
tohave spent capita1 on construction 
of factories for &?fence production 
can write off' the capital cost over 
five years. . 

Canada 
In Canada there is no excess 

prafits tax and the nomina!rates, of 
tax on company profits are lower. 
but the real rates may be higher by 
reason of severity in the calculation 
of taxable profits. The Federal rate 
of company tax has risen from 33 
per cent. to 38 per cent. in 1950, 

m Review of lnduslry 1952 
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~ to 45.6 per cent. in 1951. and to 

47.6 per cent. in 1952. In addition 
; there are separate'profits taxes in 

the orovinces. among which Quebec 

half of the United Kingdom rate of 
direct taxes on ,business profits. 

But French business has to pay 
in other ways. The Social Service 

and'ontario charge-7 per, cent. and 
the others 5 per cent. The Quebec 
and Ontario taxes, which matter 
most, are, not deductible for Feder- 
al tax purposes. This makes the 
combined rate 54.6 ,per cent. of the 

Canadian rules of computing 
business profits make no allowances 
for inflation at all. On the contrary. 
in an effort to discourage non- 
defence expenditure. the ordinary 
depreciation allowances have been 
suspended for four years for all busi- 
nesses other than defence contracts 
and public utilities and certified in- 
dustries of national importance. The 
nominal rates of tax are thus applied 
io figures which are in excess of the 
real profits. Defence contractors. 
on the other hand, are permitted to 
write off over four years the cost of 
special plant less its peace-time 
value. As in the United States. the 
company taxes fall .entirely on the 
equity owners. The fixed prefer- 
ence shareholders hear no part of 
the charge. 

France 
In France direct taxes are con: 

siderably less. The company tax is 
34 per cent. followed by a dividend 
lax of 18 per cent. Since the divi- 
dend tax can only be paid-on the 
profits remaining after paying the 
company tax, its effective rate on 
profits before tax is 12 per cent. 
Adding this to the company tax of 
34 per cent. makes a maximum tax 
of 46 per cent. on profits. Moreover. 
unlike the United Kingdom, the law 
has permitted fixed assets to be re- 
valued and depreciation may be 
deducted on the revalued net cost. 
French direct taxes are about one- 

profits. 

taxes are much heavier and can 
amount to over 30 per cent. 
of the'wage bill. Moreover, th.e main 
taxes in France are turnover taxes 
and Customs duties which inflate 
costs. Perhaps the biggest burden 
for French business is not taxation 

-,but the instability of the currency. 

Germany 
In Germany the nominal business 

taxes are heavier than in the United 
Kingdom or the United States! 
The business tax, .13.75 per cent. on 
profits and 4 per mille, on capital. 
absorbs 15 per.cent. of the profits 
before tax. The corporation tax. 
60 p e i  cent. on the remaining 85. 
absorbs 51 per cent.. and the divi- 
dend tax, 25 per cent.. on the re- 
maining 34, absorbs 8.5 per cent. In 
total the'charge is 74.5 .per cent: of 
the profits before tax. 

These are normal taxes but in 
addition there is the tax for the 
equalisation of burdens, w7iicli is.a 
capital levy payable by instalments 
over thirty years. Nominally, busi- 
ness taxation is probably the highest 
in the world. But, whether these 
taxes are enforced in all cases is 
open to  doubt. 

Holland2 levies up to 52 per cent.. 
taxes on company 'profits, but divi- 
dends from overseas subsidiaries are 
wisely left tax free. Belgium levies 
taxes of 46 per cent. on profits. to- 
gether with substantial . turnover 
taxes. Tn Sweden business profits 
are first subjected to municipal 

. taxes which absorb IO p r  cent. 
The remaining 90 per cent. hears 
the State tax of 40 per cent. which 
absorbs 36 per cent: the balance of 
54 per cent. if distributed to non- 
residents, would bear 20 'per cent. 
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dividend.tax. making a total charge 
of 57 her cent. of the profits. 
Norway 

Norway levies a variety of taxes. 
The municipal tax on profits, 21.5 
per cent, and the State tax on profits. 
30 per cent.. are followed by an old 
age fund tax and a tax on undistrib- 
uted profits. The profits which sur- 
vive the% and are distributed to 
non-residents bear a dividend tax 
of 25 per cent. The average rate of 
tax on profits adds up to  68 per 
cent. 

In addition there is a tax on busi- 
ness capital which is payable 2 per 
mille to the State and 4 per mille 
to the municipality. Converting 
these into terms of taxes on profits 
and allowing for the fact that they 
are deductible for profits tax they 
add about 3.5 per cent. to the profits 
taxes proper. raising the total from 
68 per cent. to 71.5 per cent. 

In Switzerland the average total 
of Federal and Cantonal taxes is 51 
per cent. . 
commonwealtb 

Within the Commonwealth, apart 
from India (62 per cent.) and Pak- 

The Indian income tax, 27.5 per 
cent., i s ,  followed by a company 
super tax of 16.5 per cent. and a 
shareholders' super tax on dividends 
absorbing 18 per cent.. making a 
total of 62 per cent. in the case of 
public companies. For private 
companies the dividend tax on 
shareholders absorbs 23 per cent., 
making a total of 67 per cent. 

The Pakistan tax is even more 
complicated. The average tax rate 
for public companies! is 63 per cent. 
of the profits before tax. 

These figures give some indica. 
tion of the relative nominal weight 
of direct taxes on business in'a 
selection of countries. They suggest 
that business carried on in and from 
the United Kingdom does bear a 
heavier load of direct taxes than 
any other country save Norway and 
Germany. ' As world trade becomw 
mdre competitive they will be a 
serious handicap for British exports. 
They make it difficult for a British. 
firm to, finance the m w  plant and 
equipment, necessary for the .pro. 
duction of a new British export. 
......... ALSO WORTH READING ......... 

NEW BRITISH BUSINESS TAX RATES 
In the Budget of March I I ,  1952, the following new stmcture of business 

taxes was introduced : 
Distributed profits afe taxed at 1 7 j  per cent. net instead of 25 per cent.; 

undistributed profits are taxed at 2+ per cent., instead of 5 per cent. Bath 
these reductions are to compensate for an Excess Profits Levy of 30 per 
cent. on profits in excess of those earned in the base years 1947-8-9. There 
is a ceiling of Excess Profits Levy, namely, 18 per cent. of total profits. 

Budget Slaremenl. House of Commons. March 11. 1952 
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Less Specialisation Means Poverty 
- By HERBERT GROSS 

THE AUSTRALIAN ,economist Cslin 
Clark has been concerned during the 
last few years with reflections on 
classical lines-namely. the virtues 
of the greatest possible international 
division of labour. In this division 
lies the most important source of 
wealth and the only means of feed- 
ing the population of the world. 

To the primary-producing coun- 
tries, Colin Clark says that they 
must fully expand production of 
agricultural and other raw materials, 
especially in view of a probable 
long-term rise in raw material prices. 
He also warns them that too much 
industrialisation diverts labour and 
capital from the more profitable 
field of primary production, and 
causes declines in living standards. 

Denmark's 'Decline' 
From unpublished ' data by the 

Danish . statistician. Kjeld Bjerke. I t  appears that in Denmark,,as in 
Colin Clark has calculated the Australia and the Argentine, in- 
changes in .P.M.H. Over the Past dustry has received excessive pro- 
fifty Years. These show a real de- tection and encouragement from the 
cline in the marginal increase of State. ne of this over- 
productivity for each year since deveiopment have been: 
1918, about the same time as mar- 1, Injury to its own productivity; ginal productivity was increasi'3 2. Attraction of labour away from greatly in the U.S.A. and even in 
Great Britain. Whilst in Denmark 3, Slowing down in the increase 
the average increase in P.M.H. in the 
period 1918-20 was about 2.2 per 4. Decrease in the supply of f&d. cent., per year, it sank from this 
height down to only 1.2 per cent. The of this obvious This thesis, substantiated in so 
cline, which still persists, lies, accor- 
ding to both Bjerke and Clark. in 
the fact that up to 1918 Danish pro- 
ductive resources were devoted to 
agriculture. 

I 

tivity' &lining. 

Industrialisation and, Protection 

agriculture: 

of national income; 

s)uffs on the world markets. 0 

countries. may be summed I .  

as 
The more favourable conditions 

are for primary production, the less 
favourable they are for manufactur- 

From Haddsblarr, Dusseldorf. Ianuory 25, 1952 

Not only were there considerable 
increases in output in this period 
from the land. but j rom industry 
also: Since tariffs were low. only 
those industries remained which 
could show a productivity similar to 
that of the agricultural export in- 
dustries, and which also could afford 
to pay high wages and profits. 

In 1920 Denmark turned to high 
industrial tariffs. An increasing part 
of the labour force was drawn into 
the artificially-protected infant in- 
dustries. The new industries were 
relatively inefficient, and productivity 
remained henceforth practically un- 
altered. Agriculture. which now had 
to buy the domestically-produced 
expensive industrial goods instead 
of being able to import much more 
cheadv. found its marginal oroduc- 



the opposite situation. namely; a 
general shortage of labour and 
capital. The world needs no m x e  
New Deal legislation: it needs 
measures that will increase the 
supply of goods. Therefore the pub- 
lished warnings of the Australian 
Tariff Board against the rapid rises 
in industrial costs in Australia are 
timely. 

Under the shadow of declininr! 
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ing. Nearly all the raw material 1920's and 1930's in order to bring 
producing countries have been en- into employment resources which 
ticed hy industrialisation since 1945. were lying idle. Today we have gof 
with the result that, for instance, the 
Argentine wheat-harvest is only half 
pre-war size, and that Australia can- 
not fulfil its commitments under the 
International Wheat Agreement. 
Both countries exhibit a stagnant 
industrial productivity. 

An example of development in the 
opposite direction is New Zealand. 
where esR&ally under the liberal 
government of Sidney Holland every- 
thing was done to raise production 
of meat, wool and other natural 
primary products of this Dominion, 
with the result that already this 
year New Zealand has been able to 
export twice as much meat to Great 
Britain as Argentina and Australia 
together. Since industrial protection- 
ism in New Zealand has been kept 
within. moderate bounds. the pro- 
ductivity of the New Z e  a 1 a n  d 
worker is actually higher than that 
of tho Australian. for instance. 
New Zealand on the Ball1 
' T h e  world needs more of New 

Zealand's kind of development. It 
must b'c remembered that'industriali- ' 
sation behind high tariff wals was 
carried out in many countries in the 

standards of living. there is prepai: 
ing in the many protectionist 
cuntries a revolution against the 
economic policy followed hitherto. 
It is still more significant that there 
appea ed in the Financial Times 
recently a letter opposing the high 
tariff system of the Commonwealth, 
which was based on rising costs of 
living and of production. 

The letter finally points out that 
the high protective tariffs. which 
shoot up behind the facade of Em. 
pire Preference, have split the whole 
Empire into watertight compart- 
ments. The old integrated Empire 
was destroyed from within itself. 

These warnings apply not only to 
the British Empire: they apply 
equally to Western Europe: 

NEW ZEALAND HELPS TO SOLVE STERLING CRISIS 
The Prime Minister (the RI. Hon. S. G. Holland) today announced that 

there was no need Id reimpose general licensing of imports from the sterling 
area and European Payments Union countries. All import licences for goods 
from scheduled countries-mainly the United Slates, Canada and Japan- 
would be cancelled, Mi. Holland said, Imports from these countries would 
require new licences which would be strictly screened lo cut. down dollar 
expenditure. 

Imports of motor vehicles from all countries would be controlled. 
Production in export industries would be boosted, mainly by developing 
large scale oroduction of fertilisers. - 

New Zealand had BD obligation as a member of the sterling area 
group. IO do everything possible to increase the dollar surplus of the area. 
New Zealand had acceoted the amended target of a non-sterline surdus nf 

. 
-- -- ..- ~. 

€ZS,MIOM)U. dependent bn the amount of Ne& Zealand produce bought and 
the prices paid for it by countries outside the sterling area. 

New Zealond News. Wcllingfan. Morch I I .  1952 



Bulk Buying Has Been Successful 
Liberal Journal says we must. be redistic about State purchasing 

We REALLY know very Little about 
the relative merits of bulk purch,ase 
and private trade in food in the 
world's present circumstances, but 

:such evidence as there is suggests 
that we have not done too badly by 
Government trading. Cirtainly the 
sellers have not regarded the British 
Government as a buyer in blinkers 
(and the Danes and the New Zeal- 
anders, for instance.. consider that it 
has driven some pretty hard .bar- 
gains). Even if all the subsidies were 
taken away our food prices would 
still be among the lowest in Europe; 
unsubsidised butter would cost at 
the moment about 3s. 34d. a pound 
here. compared with about 6s. in 
France and. 7s. in Switzerland; meat, bassahors be left out? And even if 
in spite of the latest increase, is also business men could begiven a pretty 
relatively cheap here. free hand lo buy food, Governments 

It is worth bearing in mind that would still want to bargain about 
bulk p-urchase also means shipping 'coal (and other things) to be supplied 
in bulk, and arranging:for cargoes in return for food. No doubt there 
to be handled in bulk when they ar- is room for common sense in letting 
rive. This can bring 'substantial private traders in many marginal 
economies. In  his volume on food. commodities have rather more free- 
in the series of civil histories of the dom of action than they have been 
war Mr. R. J. Hammond brings out able to enjoy. But the sellers of our . 
very clearly how? necessary was the main foodstuffs know. perfectly well 
intervention of the Ministry of, that we must buy, whether the pur- 
Food to overcome difficulties and chasing is done by the Government 
delays of .private transport arrange- or privately. And if private negotia- 
'ments. We are not now at war, but lions struck too many snags, the 
our transport services are far from Government would have to come to 
being in a fit state to meet all the the rescue. We need to be hard- 
demands of export trade, rearina- headed and realistic in these 
ment, coal handling (including per- matters. 

From Mmtchc,srer Ganrdion. Jommry 11,  1952 . . 

haps imports of coal), and a great 
increase in individual shipments of 
food. One forceful argument against 

. Government trading is that what 
should be minor c o m m e r c i a l  
wrangles are liable to become dip- 
lomatic .disagreements, involving 
Governments instead of business. 
men. But would things be much 
different if they could be left to 
business men? It would certainly be 
an easier world to live in if we could 
buy meat or butter without Ambass- 
adors sending Notes to one another. 

:but, since the business men would 
have to make arrangements with the 
Treasury before they could get the 
mmev to trade with. could the Am- 

ECONOMIC RESEARCH COUNCIL 
A meeting will.be held an Wednesday, May 7, at 8 o'clock. at which the 

The meeting will take place at 55, Park Lane, London, W.I . .  Non- 
members who wish to  be present are very welcome - if they kindly notify 

'iheir intention to the Secretary, Economic Research Council. 18, South Street. 
Loildon: Wil. (GRO. 4581). ' 

RI. Hon. Hugh Gaitskell, MlP., will speak. . .  

- 
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In Defence of Speculators 
By J. R ‘ B m  

IN A FREE MARKET. where prices 
fluctuate in sympathy with the state 
of demand and supply it becomes 
possible to gain-and to lose- 
money by speculation. Probably the 
simplest form of speculation consists 
in buying a commodity or title-dwd 
in the hope that it may he later 
resold at an enhanced price. A con- 
verse form of speculation is under- 
taken when a person, not actually 
posseSGng a commodity or title-deed. 
sells it forward to a buyer in the ‘ 
h o w  of obtaining it in the interim 
at a price lower than that stipulated 
in the contract. 

In the first instance the speculator 
goes “long” in’ the hope of a price 
rise: and in the jargon of the market 
he is termed a “Bull.” In the second 
instance he goes “short” in the hope 
of a price fall; and he is termed a 
“Bear.” 

Steadying Inaoenre . 
Much has been written about the 

economics and ethics of’speculation; 
and it may fairly be said that specu- 

equilibrium with supply. In the ord- 
inary way, however, speculators 
would probably buy from the sellers 
on a modest fall long before this 
point was reached. In other words 
the speculators would go “long” in 
the hope that the price trend would 
eventually reverse itself. 

Similarly. if the number of buyers 
at a given price exceeds the number 
of sellers, some speculators would 
probably sell ‘‘short’’ in response to 

’ a modest rise in price and a much 
steeper rise would thus be averted. 
In both of the instances considered, 
the speculators have a buffering 
effect upon the price fluctuations and 
fulfil a useful economic function. 

Disturbing Inauenf;, 
It must. however, be appreciated 

that if something untoward occurs in 
the state of supply and demand. and 
a panic eventuates on the Exchange 
then the existence of a large specu- 
lative interest in the market may well 
cause the normal price oscillations to 
be greatly amplified. 

lation kept t o  within reasonable 
limits. can have a healthy economic. modity 

speculators are able to exert a 

puichase qf a com- 
title-deed is,purely specu-., 

that a period bf steadily 
effect On a Illarket. 

steadying influence upon Prices. 

In moderation, ]ative, bust be ready to sell quickly 

falling prices is about to begin, If 
if it 

’ On the Stock Exchange, for in- the majority view of the market is 
stance. it can often happen that there that the decline in prices will be long I 

are more sellers of a particular share lasting. then most of the speculators 
, a t  the existing market prices than who have gone long will try to sell 
there are buyers. If there were no out in order to cut their losses: and 
speculation, the result of this might these very actions, all taking place 
he a drastic fall in price in order that in unison. will normally make the 
demand might again be brought into fall continue more deeply than 

From “The Futures Market.” Purchasing Officers Association. Londi&:.I$fSZ 
-- 

‘ .  
.’ . . ~ . ~~. , ~ _ -  
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I 
i 
lwould otherwise occur. The same 
1 would apply in reverse. 
i Fuhuos: A Cheap Insurance 

Is speculation in futures good or 1 bad? h o s t  authorities are of the 1 opinion that. generally speaking, the 
I economic advantages which specula- 
: tion bestows on the market outweigh 
1 the disadvantages: and take the view 
( that the futures markets with attend- 
i ant speculation provide facilities to. 
; producers and users which could not 

be obtained elsewhere. 
It would be impossible in practice 

for producers and users to insure 
themselves against price fluctuations 
through the ordinary insurance 
companies. The latter are normally 
willing to insure against those 
risks which in the aggregate are 
statistically predictable lo a fair 
degree of accuracy: but they 
would not undertake insurance 
against the type of fluctuation 
which occurs in commodities. with- 
out also requiring very high prem- 
iums. 

The result is that where we have 
commodities in which futures trad- 
ing is possible. we find that supplies 
are held and carried for very small 
margins: a substantial economic 
asset. Where these futures facilities 
are not available, the handlers of the 

commodities concerned have usually 
to operate between wider profit 
margins .in order. in the-long run. 
to provide themselves with the 
means .of safeguarding against 

If the buffering effect of the 
speculation in futures were abol- 
ished (and it is difficult to s e  how 
in practice this could be achieved 
in any free market), it is probable 
that the varying requirements of 
ultimate producers and ultimate 
users could not be continuously 
married without extreme fluctua- 
tions in price. So long as specula- 
tors are willing to assume risks in 
response to minor price changes and 
to provide a useful buffer, it be- 
co-mes possible to. equate total 
demand and supply long before 
these extremes are reached. . 

Kn conclusion, we must note the 
important distinction between spec- 
ulation and manipulation. The spec- 
ulator tries to obtain a profit by 
backing his judgment of likely price 
trends. In contrast. a manipulator 
attempts nakedly to influence prices 
solely to suit his own ends: e.g. by 
cornering supplies of commodities as 
a prelude to reselling them later a t  
a price made high simply through his 
own activities. 

lossp. 

TWO THOUSAND TAX IPkPEIXORS , 

At the end of the war there were about 1,500 trained Tax Inspectors in 
Britain as compared with 1,700 before the war. Training necessarily extends 
over three years, and by the end of 1951 the figure had been brought up 
only to 1,730. The aim so far has been to get together a force of 2,000 
tkined men; and this figure should be exceeded by the middle ’50’s. The 
number of Schedule D liabilities (independent profits and professional 
incomes) has grown much faster than expected, and the affairs of the honest 
taxpayer must be expedited before the question of fraud and evasion is 

dealt with. 
About 700 dentists have been “disciplined” under the National Health 

Service for scamped work and fraud: this is rather more than 7 per c a t .  
of the total number in the Service. 
Treasury Minutes to the First Report of the Committee of Public Accounts. 

H.M.S.O.. London. February 9. 1952. 
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Latin American Survey 
Lutin Aniericu presents U patchwork of inflation and stability. poverty and . .  

:. . riches, indtrstry and peasantry 

ONLY FIVE PER CENT of the total textiles imported, only 32 came from 
area of Latin America is cultivated, Britain; biggest suppliers w e r  e 
and of this only two-thirds is under Brazil (3,600), Peru (3,000). .U.S.A.. . 
crops in any year.-The direction of Belgium, Holland and France. 
trade of the area is largely towards crisis will continue unless ' the 
the United States (exports and im- Peronist policy of expanding industry 
Ports during 1951 totalled over (especially the manufacture of agri- 
$%ooo milfion) but in certain Corn- cult+ machinery) a t  the expense- 
tries there are signs of a swing to- of agriculture is reversed, 
wards trade with Eurooe. The terms 

' 

of trade ~ i re  in fa;our of Latin' 
America generally. For example, 
U.S.A. is the largest market for 
coffee, whose value has more than 
doubled in the last two seasons. But 
the cars sent from U.S.A. have. 
hardly risen in price. 

Argentina: In  1951 d r o u g h t  
brought the economy to the brink 
of crisis. But outside influences 
were also unfavourable: wool prices 
fell and oil shipments, the more im- 
portant now that the Peronist plans 
include rapid industrialisation. were 
cut after the start of ths Persian 
crisis. The cost of living has trebled 
since 1945. while wages are up bare- 
ly.one-third. The peso has dropped 
on the black market 30 to the dollar 
(80 to the f )  from the legal rate of 
14 to the dolrar. 

Currency in circulation is rising 2 
per cent. per month, gold and for- 
eign exchange are seeping away, 
there will certainlv he no wheat 

Bolivia : A critical situation has 
arisen over the tin concentrates on 
which this country's economy is 
largely dependent for foreign ex- 
change. In March 1951 the Amer- 
ican Reconstruction Finance Corpor- 
ation (the government bulk-buying 
agency) refused to pay Bolivia's 
price of $1.50 per Ib., offering $l . lZe 
per Ib. Since then no tin has moved 
from the country, and crisis is im- 
minent. America has accused 
Bolivia of being a member of a 
world tin price-ring. 

Argentina has come to the help of 
the country in one way by lending 
36 million pesos (f900,OOO) to con- 
tinue building a rail link across their 
common border. 

Brazil : Only 2 per cent. of total 
area is cultivated, or 5 per cent., of 
the cultivable area. Transport is the 
greatest gap in the ekonomy; the 
railways in particular are in a parl- 
ous state. Coffee made ua over half 

exports this year, ahd it is doubiful her exports in 1951. raw cotton 
whether Argentina will fulfill.'the coming a bad second. Chief buyer 
meat agreement with Britain. Short (over half) and supplier (just over 
of sterling, she cannot import Brit- one-third) was the United States: 
ish goods., In December 1951. for Brazil has therefore become the 
example, out of 14,000 packages of U.S.A.'s 'second-best customer, Can- 

From Memorandum submitfed 10 Economic Rezarch Council. 
London, March 1952 . .> .... 
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[ada being the first. Her chief im- 
ports .are .petroleum, cars, wheat I an machinery. But in view of Ameri- 

i can rearmament, Brazil i s  n o w  
j seeking to assure imports by con- 
; cluding trade agreements w i t h  
~ Europe. Population totals 52 million, 
1 9.5 million~being employed in agri- 
~ culture, and there are 30 million 
! rural farmers. 

1 The Vargas government has come 
! in for some criticism both from 
/ America and the U.K., because of 
i its decrees limiting the proportions 

of foreign capital and dividends that 
may be repatriated in any one year. 
This is why the plans of the joint 
A m e r i c o - Brazilian Development 
Commission, set .up in July 1951. 
yet r,emain only on paper. The Com- 
mission is concentrating on long- 
term capital-transport. ports. elec- 
tric powe-. There is talk of a loan of 
$500 million from the U.S.A., but the 
Vargas government bas a domestic 
financing plan to bring in $550 
million. 

Meanwhile Brazil, is a t  the peak 
of a boom; Sao Paolo is now the 
sixth biggest city of the Americas 
and still expanding, chiefly in the 
direction of a l l  kinds of light and 
medium industry based on both 
American and British capital. Wages 
!ave risen faster than the cost of 
Ilving; but the government have 
nevertheless passed a bill providing 
for nationalisation of the purchase, 
distribution and sale of certain 
essential consumer goods in order 
to stabllise prices. 

Cuba : The sugar crop in 1952 is 
estimated at 6 million tons; there 
are ready markets from the U.S.A. 
quota. the remainder going to 
Europe under a network 'of' trade 
treaties. In 1951 Cuba had a trading 
surplus OF $100 million; but the cost 

i .  

of living is soaring and attempts to 
control prices have failed. A 6 pet 
cent. export tax on sugar is being 
introduced; the proceeds are ear- 
marked to nationalise the British- 
owned United Havana Railways. 

Chile: Economy remains at a 
relatively low level. but attempts are 
being made to expand steel and oil 
production, two ne? plants-being in 
process of construction. The import 
of motor-cars is virtually prohibited 
into Chile. Most important new 
trading partner is now W,estern Ger- 
many-imports and exports between 
the two countries have trebled. 

Colombia J The trade pattern is 
turning. towards Europe. Western 
Germany taking the bulk of tbe 
country's sugar .crop last year. 
Coffee. hitherto Colombia's chief 
export. is declining in value. and , 

domestic industry is being encour- 
aged. Foreign capital is being 
attrackd by recent measures legal- 
ising remittances of both capital and 
profits. and credit restrictions are 
beim relaxed. 

Equador: Trade with Europe, par- 
ticularly with Italy and Western Ger- 
many, is increasing. Cocoa and 
coffee crops were poor in 1951. but 
the mining of sulphur from deposits 
high in the Andes is being &vel- 
oped this year: 

Guatemala: This country. dependent 
almost entirely on coffee and banana 
plantations for foreign currency is in 
jeopardy from labour troubles and 
from catastrophic storms. The 
American Fruit Company which has 
the export mqnopoly,_has cancelled 
its sailings from the country. 

Paraguay : The World Bank has 
,granted a $5 million loan which is 

~ 
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repayable over nine years, with inter- 
est at 3$ per cent., to be used for 
setting‘ up plants to manufacture 
agricultural machinery. fencing, fer- 
tilisers and road-building materials. 
The main target for this develop- 
ment capital is the cotton crop. 

Peru: This country exhibits a very 
stable economy, for three reasons: 
the chief exports are sugar.. cotton, 
copper and oil; five-sixths of her 
trade is with the United States: and 
since 1949 her political leaders have 
abolished controls in an attempt to 
return to a free economy. The cur- 
rency remains steady a t  15.4 sols to 
the dollar ( 1  sol = 5fd.); the cost of 
living is high but wages have kept 
pace. 

On the last day’of 1951. a Nation- 
al Health Service was created, fin- 
anced by proceeds from bigger taxes 
on alcoholic drinks and a new tax of 
3 per cent. on employer’s payrolls. 

Uruguay : High wool prices made 
1951 a profitable y.ear, and meat 
shipments were satisfactory thanks 
to a new agreement with Britain. 
Wages have risen very slowly, how- 
ever, and inflationary pressures are 
not apparent. There is a flourishing 
tourist industry in this, the smallest 
of the South American republics. 

Venezuela: This is an underdevel- 
oped country par excellence. exhibit- 
ing all the earmarks bar one. I t  is 
the world’s largest exporter of oil. 
and depends on oil for its living, al- 
though small quantities of iron ore 
are being exported. Most of the 
country remains unexplored. But she 
imports most of her food. Warnings 
are given from time to time of the 
unsta6le nature of such a one-prod- 
uct economy, but the demand for 
oil is insatiable as far ahead as one 
can see. 

How Investors Have Fared, 1939-1951 
I f  one had invested by holding cash, deposits in banks, bonds, shares, 
commodities or real estafe ;n 1939. how would they show, in tcrnls of 

purchasing power, in 1951? 

DURING ,THI! I’BRIoD 1939-1951. Gold Dollars: The old gold 
dollar, drawn in by the Treasury in 
1933, no longer exists as a means of 
investment in the domestic economy. 
But in Paris recently the $10 gold ~ 

cas/!: Therefore cash held forthis “eagle” was selling for $24 in i 
Present I 
ing gold dollars has lost nothing in 1 
terms of capacity 10. buy American 1 

Bonds: Generally bond-prices de- 
cline in periods of inflation, but in 
1939-1951 bonds have benefited by ~ 

the artificial cheap-money policy o f ;  
the government. This is small corn- 1 

1 
! 

the cost of living in U.S.A. rose by 
90 per ce.nt. Putting it another way, 
the :purchasing power of the dollar 
dropped by 47 per cent. - 
period fell to 53 per cent. of its first 
purchasing power, representing a 
loss of 5 per cent. per annum com- 
pounded. Savings Bank accounts goods Or 
would have depreciated i n  real value ’ 

to the same fizure: prevailing interest 
rates are now at 2 per cent., but the 
purchasing power of the income has 
fallen by 29 per’cent., 

I 

From Monfhly Lerrer, National City Bank of New York. February. 1952 
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~ fort lo the bond-holder, however, in futures are short-term rather than 
since the cheap-money policy has long-term investments. Nevenhe- 
helped to reduce the value of the less, it is pertinent to observe the 
dollar when'spent or dis-saved. The increases in certain commodities 
preferred shareholder is in the same over the 1939-1951 period. Cocoa, 

I boat. for instance, rose 627 per cent.. 
,' Equities: The owner of property, cotton 340 per cent. Tin rose only 

or of equities (ordinary-type shakes) 110 per cent.. silver 132 per cent. 
' in property, has fared much better. 
1 ne best record has heen in railway SUViWS Bonds: k good deal of 

publicity has been given to the losses shares, the worst in hank shares. 
~ ~ ~ i ~ ~ l  gains should of be in purchasing power to the'savings 
measured against loss in the Bond holders. For instance. $75 

worth of Bonds bought in 1939 for value of the specding dollar and the sum of $56.25 were redeemed in also with reference to  the capital 1949 for $75. This reinvested in the gains tax (now a t . a  maximum rate next series of Bonds would have a of 26 per cent. on large sums). 
In order to allow for this a redemption value of. $77 in Decem- 

' 

shareholder who held his &are from 
1939 to December 1951, then sold; 

ber 1951. This represents therefore 
a 3 7  per cent. appreciation in the 
origmal $56.25 outlay. But the 
$17 will buy only 73 per cent. of the would have to realise a capital gain 

of 120 per cent. in order to make the goods that $56.25 would have pur- 
chased in 1939. 90 per cent. gain necessary to com- 

pensate for the diminizhed value of 
the spending dollar. The figures given in the accom- 

Commodities: For hedges against panying table are no guide to the 
(inflation some people turn to the future. Even though further infla- 
commodity markets. Warehousing tion may come, it still does not 
of hulk commodities is not practic- follow that such inflation will have 
able for most people, and dealings exactly the same pattern. , 

CHANGES I N .  REAL AND NOMINAL VALUE OF 
CERTAIN INVESTMENTS 1939-1951 

Change in Change in real 
nominal value value (%) . Cash aad Savhgs Bank pccounts .... nil - 47 

New York City 4's . . . . . .  + 7 .  - 43 
Atchison. Topeka and Santa Fe 2s - 5 - 50 
Public Services Elec. and Gas 39s - 9 - 52 

. . . . . . . . . .  - 46 National Steel 3's .+ I 

Railroads-Dow Jones average ... + 216 + 68 
Industrial!-. ,, ,, ... .+IO6 + 9  
Public Utilities-Dow Jones average + 106 . + 9  
Fire Insurancc-Standard & Poor's 

average '+ 86 - - I  
New York Banks-Standard'& Po& 

average . . . . . . . . . . . . .  + 25 - 34 

I-Family Houses, Washington ... '+ 152 + 34 
Farm Real 5tate-Dept. of Agricul- 

lure average + 145 + 30 

i 
~ US. Treasury 2+'s . . . . . . . . .  + 2 - 46 

Bonds : 
I 

Equities : 

Real Ertatc : 

. . . . . . . . .  
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'. Israel Pulls Up Its Socks 

Rationing abandoned in favour of monetary policy 

THE POLICY of makin$ Palestine a 
national home f o r .  the Jews was 
based on other than economic 
motives. It is hard therefore to 
argue economically with their Gov- 
ernment. The attempt to form an 
all-out Welfare State from scratch 
has resulted in near-chaos. To add to 
its burdens, Israel has had to main- 
tain ,a military establishment against 
threats from the Arabs, and despite 
help from America (totalling $471 
million in 1951-more than half of 
this being loans and contributions 
from individuals a,nd non-govern- 
mental institutions) and from other 
well-disposed countries, the finances 
reached a crisis a t  the end of 1951. 
A $500 million bond-drive is being 
made in U.S.A. 

During the year January 19511 
January 1952. the currency in circu- 
lation .rose by 35 per cent. from 
If74 million to I f  100 million. Dur- 
ing the same period. foreign currency 
cover for the domestic currency fell 
from I f 1  I milliotn to If2$ million. 

Tlie Government has resolved at 
last to take remedia'l action of.an 
economic nature. Immigration is 
now subject to control. Civil 
Servants are being dismissed and tax 
collections being tightened up. 
Rationing. which was becoming im- 
possible to administer, is being 
abandoned in favour of monetary 
policy. The Israeli pound has been 
devalued into three rates : 

1. For vital foodstuffs, chieEy 
grain : IEI = $2.80. on a par with 
the British pound. 

2. For meat, fish, coffee, tea, 
medical . supplies. fertilizers and 
seeds: If1 = $1.40, which is-also 
the tourist rate. 

3. For investors: I f 1  = $1. 

The effect has been to raise the 
cost of living by about 25 per cent. 
The black market rate of If I = 30 
cents. is expected to drop; and the 
flourishing dealers in dollar goods 
are disappearing. Unfortunately. so 
are the goods, particularly sugar. 
coffee and petrol. 

From Busitierr Digest. Hoifn. ud Isracl Economist. Jerirsnle,n. March. 1952 
- .  

.. . .  
, _  

F4=l . .  

Foreign credits will henceforth he 
used for capital development and no 
longer for consumer imports. A 
ten-year programmc designed to 
make the country virtually self- 
supporting in food is being drawn 
up, which will cost $840 million. 
Irrigation, afforestation and farmer- 
credits are designed to promote 
sufficient. sugar, milk. oil and to- 
bacco for home use, and enable 
exports of vegetables and- fruit. 
Israel will still have to import most 
of its flour and meat even then. A 
new company is being formed to 
refine imported oil in  Haifa to save 
foreign exchange costs, and a new 
Export Bank set up to finance raw 
material imports for export manu- 
facturers.) 



DIGEST BOOK REVIEW 

The Soviet Financial System ’ 

By MIKHAIL V. CONWIDE 

IT I s  NOT only the Soviet govern- attracted all planners; some have 
ment thaS has adopted a normative even “solved” it. 
approach to statistics; only too It is therefore with considerable 
many writers this side of the Iron relief that we discover that “Soviet 
‘Curtain let subjective reasoning bias economists have never developed 
their -approach even to the small any kind of specific planning theory. 
amounts of information to be They have proceeded on_ the basis of 
gleaned from the official pronounce- trial and error. This .is true also of 
ments of the Russians. A book on the techniques of business adminis- 
Russia, thecefore, must come more tration.” In other words, the Soviet 
closely under the reviewer’s scrutiny “planners” have been opportunists 
than most. and pushed and prodded the exist- 

We believe that Mr. Condoide has in6 price-com~lex as best they nlight. 
in this book made the best of a had I t  iS true that the early Bolsheviks 
job. , That is (0 say, he views the had little economic training but in 
Soviet with the eyes of an objective Some ways this has probably been 
economist, and only reads into facts their one saving grace. . 
the little that can be regarded as AS thc Sovict planners gained ex- 
reasonably logical. perience, the operation of the price- 

the Planned Economy that is part in alloca,fing resources between 
he ,hen describes the func- ends. Pricei became a simple 

tions of banking and credit, money. addition sum of planned fixed Costs, 
lanned variable costs (which vary central and regional budgets and p 

trade control within the plan. H~ less than in a capitalist system). 
the importance of competi. planned profits and the turnover tax. 

tion within the structure, and leaves What price ~ ~ ~ b ~ t ~ y ?  
the reader with a very clear picture This being so, i t  is intere&,g to 
of the Soviet as a who’c.’ follow through what the author has 
although his’ title appears to hit to say abollt bankruptcy. Although 
him to finance alone. ’ .the Central Plan can lay down what 

One of the thorniest problems of each industrial unit niust produce, at 
the Planner is that of price policy- what price, there remain imponder- 
what part should prices play, whether ables and uncertainties which destroy 
in money or in labour notes, in “oil- the tight financial bonds tying the 
ing” the Plan? Given a clean sheet . unit to the whole. Their very tight- 
to start with (a runaway inflation. ness means that small slips ,mean 
say, or almost total destruction .of failure to meet planncd require- 
capital equipment by war), what ments. The unit, in fact, becomes 
shall be the planned price of com- bankrupt. What happens then? 
modity x, service y?  %As an exer- Taking the case of. working 
cise in theory. this problem has capital. the, Central Soviet Bank 

Pebli.vhed by rhc Bareor.of Business Research, College qf Co,rvncrce arid 
Adminisrrarion. Ohio Stole UniwrJirv. Columbus. Ohio. 1931 

Beginning with a description of system began to Play less and less 
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I sources is now somewhat fuller than valuing production which . has 
in recent years and permits a more diverged from the' "I966/77" basis 
detailed analysis than hitherto. - used hitherto.. which overestimated 

On the.basis of this information. the rate of expansion. 

ECONOMIC DIGEST 

grants short-term loans to industry 
within planned limits. For seasonal 
operations it charges 4 per cent.. on 
loans secured by documents it 
charges 2 per cent. "In case of 
default," says the author, "the bank 
charges 6 per cent." 

"The debtor is thus induced to 
intensify his efforts 'and to realize 
his programme of production or 
sales." 

So far, the, use of the stick of 
interest rates is similar to the brasher 
capitalist system. But even this stick 
cannot beat success back into " in: 
efficiencies" arising from' acts of 
either God or Mammon. What 
then? 

" Under the Soviet system, as still 
operated to-day, the Central Bank 
fulfills the double role of financier 
and controller of finance. Presum- 
ably, this is the way out of the 
dilemma of how to cope with cases 
of enterprises which become insolv- 
ent. A state bank playing the role 

of a mere creditor. by forcing in- 
solvent enterprises out of business 
would do more harm than good, 
since it would complicate tremend. 
ously the already complex and deli- 
cate plans- of operation of a huge 
economy , . . and might lead to 
temporary unemployment. But, this 
is not allowed to happen . . . where 
the enterprise becomes insolvent, the 
only thing to do  is to start again 
with a fresh supply of capital and a 
new manager." 

Though nowhere does the author 
comment strongly on the social and 
moral aspects of the Soviet system, 
it occurs to the reviewer that plan- 
ning on the scale of Russia's creates 
more problems than it solves. The 
" Refill Economy " of appointing 
new managers, in the political, 
social, and cultural fields as well as 
in the business field. exposes tho 
planned economy for what it is- 
desperation. A.B.C. 

" 

Progress Report on Russia 
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~ materials. The timber industry in calculation would mean a scaling 
, particular is not keeping pace with down of tlie percentage increase, 
1 demand. Cement, however. is up 80 therefore. 
1 per cent. from 1940. which has en- More than half‘ of the budget 

abled the large hydro-electric and receipts of the Soviet government is 
irrigation projects to be successfully from the turnover tax. Under this 

i vrosecuted. system, investment goods are taxed 
Housing ~ a r t h  

Concentration on industrial build- 
ing has meant that housing standards 
remain very low. Not only has there 
been a strong migration from coun- 
trv to town. but war damage and 

very lightly. whereas ’ consumer 
goods yield 85 to 90 per cent. of 
proceeds. T a x .  rates for textiles 
show that tax is highest on goods 
that are in greatest dema’nd, such as 
cottons, and least on such items as ... . .. 

the war gave house-building a se< 
back from which it ‘is doubtful 
whether the .country has yet re- 
covered. Rural housing is lagging 
particularly. 

In agriculture, the greatest short- 
ages are in draught power. There 
are only about 4 tractors and 94 
horses and mules for every 1.000 
hectares (2,500 acres) of sown .area. 
In America in 1949 there were 23 
tractors and 55 draught animals per 
1,000.hectares. The failure to reach 
agricultural targets during 1950 has 
led to changes in policy-among 
them the amalgamation of collective 
farms into larger units, although the 
plan to form “agro-towns” (&e 
Economic Digest; May 1951. p.220) 
seems to be in abeyance. 
National Income 

From 1940 to 1950, national in- 
come rose by 64 p-r cent. which is 
almost as great as that of the gross 
value of industrial production (73 
per cent.). It appears that in the 
calculation of this figure. the weight 
given to agriculture is only 7 per 
cent. (Britain allows a weight of 5 
per cent). although more than half 
the pooulation still derives its liveli- 
hood from the soil as contrasted 
with about one-twentieth of the 
British population. To give ,agricul- 
ture its rightful importance in the 

Soviet State Endget 1951 
(Thousand millions of roubles) 

Revenue 
% 

Turnover Tax ... 244.7 53.5 
Withdrawals from 

profits of enter- 
prises ,.. ... 47.2 10.3 

Personal taxes ... 43.4 9.5 
State Loans ... 33.5 7.3 
Other revenue ... ‘ 89.9 19.4 

. \  

458.7 

Expenditure 
% .  

National economy ... 178.5 39.5 
Social and cultural ... 1204 26.8 
Defence ... ... 96.4 21.3 
Administration .._ 14.3 3.2 
Other expenditure , , , 41.6 9.2 

451.5 

Footnote : The Budget presented on 
March 6. 1952, proposed military 
expenditure of 113.800 million 
roubles, as against 96,376 million 
last year. At the official rate of 
exchange, these figures become 
f10.160 million as against f8.600 
million. Defence expenditure will 
now be just under one-quarter of the 
total expenditure, as against just 
over one-fifth last year. 

Sovier News. London. March 8. 1952 
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GENERAL AGREEMENT .ON TARIFFS A N D .  TRADE 
. .  

' Modest Steps .to Freer Trade 
, ,  

0 GATT takes stock ufter four years: and 
i&ks forward to a dificult time in 1952 

ments were abie to reia; their 
import controls. 

The topics now to the fore are 
those which reflect the economic 
consequences of rearmament and 
tension. Export controls have been 
reimposed and tightened. particu- 
larly on raw materials, and govern- 
ment participation in trade has 
increased. 
Barrier of Shortages 

.World-wide demand for raw mat- 
erials. aggravated by commercial 
and strategic stockpiling. led to the 
establishment of the International 
Materials Conference, whose meas- 
ures have led to controls over trade 

. .  

THE GENERAL AGREEMENT has now 
been in force for four years. In 1948 The lniernational Trade News Bulletin, 
it was applied by eight governments which is published ,monthly by, the Sec- 

retariat of GA7T 1s now obtainable on 

teen Others became Bulletin provides information concerning 
parties. To-day there are thirty-four developments in commercial policy as well 
governments contracted to the as changes in customs, tariffs, and import 
Agreement, and by May 1952 there and expoil resirictions. The Bulletin 

also lists new trade agreements and 
may be thirty-seven. , othei intergovernmental trade arrange- 

The achievements in the field of nlyi;;ons o~ inteiestcd in 
trade be 'Onsidered so far as subscribing to the Bulletin should ask for 
modest. The exceptional difficulties a specimen copg and subscription form 
since the war have delayed the re- from the G A l T  Secretariat, Palais des 
establishment of a sound equilibrium Nations, Geneva. Swltzerlnnd. 
in international trade and fin- 
ance. In 1947-49 discussion centred in The plaris .of the 
round currency controls, devalua- North Atlantic Treaty Organisation 

and the dollar gap' By mid- foreshadow further controls. These 
inevitably run, countet to the pro- 
gressive removal of controls which 

GATT. 
Some countries are alert to the 

inflationary influence of a large vol- 
ume of exports. They are now less 
interested in the export of their 
national products and .they even 
restrict or  prohibit the export of 
some. raw materials and semi-pro-. 
cessed goods. 
Europe's Problem 

A special European problem lies 
in the disparities between tariff 
levels. Some countries have found 
advantages in low duties, others in 
high tariff protection. These dis- 
parities reflect differences in social 
and economic structure, and the re- 
moval of the . disparities would 

until "Iy Of that year when four- , a subscription basis. The Trade News 

1950 many countries had made sub- 
sta"tial PrWess towards redressing 

seemed that the attainment of equil- 
'ibrium was in sieht. Manv eovern- 

their palance of payments, and it is one of the principal aims of 

From " G A T T  in Action." Inlerim Commission for the hternationol 
Trade Organisofion. Geneva. January. 1952 
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involve a correspondingly complex 
series of other problems. 

The General Agreement suggests 
several possible courses. One would 
be the creation-of a customs union 
in Western Europe, but the difli- 
culties of bringing this about are 
well illustrated by the. experience of 
Benelux, by the experience of France 
and Italy (whose union still awaits 
parliamentary ratification) and by 
the decision of the Scandinavian 
countries not to proceed with the 
establishment of a common tariff. 
Customs union involves a host of 
problems of' fiscal policy, wage 
levels. subsidisation and ',invest- 
ment. 

The disparity in tariffs is in many 
instances the result rather than the 
cause of the differences in national 
production: it is not' certain that 
much more can be achieved in this 
field unless governments decide to 
embark on extensive 50-operation 
in fiscal and wage policy. 
Regional Plans 

Several plans have been proposed 
which aim at  strengthening Europ- 
ean industry, and removing barriers 
to inter-European trade, by using 
new financial institutions, .national- 
isation and. loans to 'assist those 
industries which would suffer hard- 
ship from the. removal of protective 
measures from which they at present 
benefit. 

Others see the most promising line. 
of development,in the creation. of 
" one-market '* communities em- 
bracing whole sectors of production. 
The Schuman Plan for coal and 
steel, and the Pflimlin Plan. for 
agriculture, are of this kind. 

Finally there are schemes which 
would set up a large European pre- 
rerence area. 

Some of these plans would be 
npatible ,with obligations under 

the. General Agreement. The con-. 
tracting parties would then have te 
steer a difficult course between rigid 
application of the rules of the 
Agreement, and the prosecution of 
measures which promise a strength- 

.ening of, the European economy 
whilst weakening the basic prin- 
ciple of equality of treatment. Be- 
cause only thirteen of the thirty-four 
countries are Western European, 
GATT and Full Employment 

The purpose of tariff reduction 
and elimination of other harriers is. 
not simply to expand the exchange 
of goods. Other objectives, such as 
improvement of living standards, 
maintenance of full employment and 
the development of resources appear 
to some to be paramount. Success 
will be assessed in terms of an in- 
crease in real income and effective 
demand. 

How, therefore. are the motivis 
behind protective measures compat- 
ible with the aim of improving real 
income? Will the reduction of trade 
barriers help to attain this objective? 

Reduction of tariffs and elimination 
of quantitative import restrictions 
will generally have a direct effect 

'upon the cost of living and there- 
fore upon real incomes. If the re- 
duction in the price of imported 
goods is large. and the share bf im- 
ports in domestic consumption is 
also large, the saving made by the 
consumer will increase his purchas- 
ing power-provided his money 
incoine is not at the same time 
reduced. 

This being. so. freer trade would 
seem so advantageous to all con- 
sumers that one would expect that 
the imposition or maintenance of a 
protective measure would be strong- 
ly opposed by the public. On the 
contrary, protective measures arc 
actively supported by some. and a re  
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generally not combated with vigour 
.by the rest of the comgwnity. 
: . Most consumers are a t  the 'same 
time producers. They fear a reduc- 
tion in money incomes through falls 
in wages or profits or even through 
unemployment or bankruptcy. So 

-there is a tendency to look askance 
.at  any programme for. removal of 
'trade barriers. I t  is not sufficiently 
realised that an excessive protection- 
ism is a luxury which is paid for by 
a lower standard of living than a 
wiser use of economic resources 
would provide. 

The hearing of complaints and 
differences of view or interpretation 
is one of the most important func- 

. tions performed by the contracting 
parties in' concert at their regular 
sessions. The more important un; 
settled differences-are as follows: 

I .  American Resfricfions on  Dairy 
Products: Holland and Denmark, 
supported by other countries in- 
cluding New Zealand. and Canada, 
have complained that American 
restrictions on dairy products im. 
posed in August 1951 were an 

'infringement of .the Agreement. A 
Bill in Congress for the repeal of 
of these restrictions has been sub- 
mitted, but is unlikely to come up 
.for passage until later in t952. 

2. British Utility Scheme: Coun- 
tries exporting goods to Britain 
which are similar to the Utility 
range complain that the purchase 
tax imposed on imported articles 
{regarded as non-Utility) is con- 
trary to the Agreement. The British 
Douglas Committee sat on ,this 
,question among others. and decisions 
taken, by the British Government on 
their findings may c l e a r  t h i s  
(question. 
.. 'The ,above differences may ' be  
discussed at a GATT Session in 
July 1952. ' . . .  . 

' 

. 3. Amqican Withdrawal of Con- I 
cessions on Felts: 'Czechoslovakia 
has complained. that in'invoking the 
'yescape clau-s'.', (Article XIX) of 
the. Agreement, .and witbdrawing 
tariff concessions on hats and hat- I 
felts from Czechoslovakia, i n s a c -  
ient reason was given. This escape 
clause allows reimposition of tariffs 
if unexpected injury arises. or is ' 
likely to arise to domestic producefs. 
A Working Party report (published i 
separately by the GATT, Secre- 1 

lariat) led to a decision of the con- 
tracting parties that the withdrawal 
was allowable. 

Tar;@: .The restrictions mentioned 
above on dairy products and hats 
have caused losses to Italy's export 
trade, according to a Note presented 
by Italy to America. This questi.on, 
will be discussed in June. 1952. 

Bearing in mind also the decisions 
of the Commonwealth Finance Min- 
isters in January 1952, which will 
lead to further controls and restric- 
tions, and the balance-of-payments 
strains developing within the Euro- 
pean Payments Union (see Economic 
Digest; March 1952;~. 114); the 
General Agreement on Tariffs and 
Trade faces a very critical period. 

DOUGLAS REPORT 
With the principal exception of 

furniture, where the Utility scheme 
sets a minimum standard of con- 
struction, the only essential advan- 
tage to consumers is exemption from 
puchase tax, for articles within the 
range. It was suggested that a value 
test be substituted. For each class 
of article, whether Utility or non- 
Utility; a tax-free limit price. should 
be set. Only the excess of price over 
the tax-free limit is then subject to 
purchase tax. This recommendation 
was adopted in the. British. Budget 
of March 11, 1952. 

i 

4. lraly's Exports and American, 
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1885-1919, throughout which the small 
indigenous industries were ovenhadowed 
by Western industries fostered by the 
government in its determination to mod- 
ernise Japan. In about 10,000 words the 
article presen,w what amounts to an  
economic history of modem Japan (64). 
INDIA: Measures for Mobilising Dom- 
estic Capital, Reserve Bank of India 
Rulletin, December 1951. Attracting the 
small investor .by means of Bond Sales 
and Past Ofice Banks (65). 
ADVERTISING: TlFk Economics of 
Advertising, Financial Times Survey, 
March 3, 1952 (66). 
TURKEY : Turkey's Defensive Task. 
The Timer. March 6. 1952. Plans to sus- 
tain economic stability in NATO's "far- 
eastern" member (67). 
SPANISH IRON MININO: La explot- 
acion dc .mineral de hierra en al Rif. 
De Economia, Madrid, November-Dec- 
ember 1951 (In Spanish). Description 
with statistics of the irao mines of the 
Rif area of North Africa (68). 

! 
...... F o r  Reference ...... 

imrs in rhis Seciion ore kepi for one 
y m r  01 the offices of Economic Digest: 
They air orniloble 10 members of ihe 
Economic Rcscarch Couticil by arranac- 
,npni. Pimue wire, ciring reference 
rttrnzhrr of i r o , i s  given in brockets, 10 
18 Sotrrh Srreri. London. W . I .  or iele- 
pliorir CROmoior 4581. . .. ... 

AUSTRALIA: Australia and Internat- 
ion31 Financial Policy, A Call for ". 
Leadership, by Sir Douglas Copland. 
December IO. 1951. A warning issued 
at t h e  end of last Year acainst restrictive 
policy (54). 

- 
How Australia's Overseas Trade is Fin-. 
anred. Quarierly Survey, Australia and 
New Zealand Rank. Melbourne, lanu- 
sry 1952 (55). 
hl.S.A.: Text of Public Law 165 of the 
82nd Congress of the United States, 
known as the Mutual Security Act of 
1951 (56). 
BELGIUM: Belgian Economy During 
1951, Quarterly- Survey of the Banque' 
dc Bruxelles, No. 3-4. 1951 (57). 
Economic and Financial Situation in 
Belgium. Quarterly Survey of the Banque 

' de Eruxelles, No. 3-4, 1951 (58). 
COCOA IN THE COLONIES: Produc- 
tion of Raw Cocoa. The Times Review 
of the Britirh Colonies, Spring 1952 (59). 

~ 

' ITALY: Italy's Trade with the Sterling' 
Area, 1945-1951, Quarterly Review, 
Banca Nazionalc del Lavoro, Rome, 

1 November-December 1951 (60). ' Italian Economic Survey, 1950-1951, 
Association of Italian Joint Stock Com- ' panies, 'Rome, January-February 1952 
(61). . .  
EGYPT : Development of Egyptian 
Companies since the War, National'Bank 
of Egypt Bulletin, February 1952. Details 
of the Egyptian issue market in recent 
years (62). 
JAPAN: Statistical Tables, covering 
Currency. Prices. Productian and Trade 
since 1947-48. Fuji Rank Bulletin, Tokyo, 
December 1951 (63). 
lapanex Small Industries During tho 
Industrial Revolution. by Tokutaro Yam- 
anaka. Annals of the Hitotsubashi Acad- 
emy. Tokyo, October 1951. The second- 
ary tille-A Study of the National 
Structure of Industry-indicates its scope 
more clearly. .The period surveyed is 

UNIVERSITIES: Finance of Univers- 
ities. Financial Times. London, February 
I5 and 18. 1952 69). 

~~ I ~~ ~~ , ~~~ 

UNDER-DEVELOPED AREAS: On the 
Political Economy of Backwardness. 
Manchester School. University of Man- 
chester, January 1952. " Dollars are  no 
substitute for the domestic changes that 
are mandatory if economic development 
is to be attained" (70). 
BRITAIN: Local Health Services Stat- 
istics. Institute of Municipal Treasurers 
and Society of County Treasurers. Lon: 
don, February 1952. Wealth of detail on 
welfare spending by boroughs in 1950- 
51 (71). 
The Economic Criris and the Edowtion 
Act of -  1944, National Provincial Bank 
Review, London, February 1952 (72). 
The Seaside Holiday Industry. National 
Provincial Bank Review, London, Febru- 
ary 1952 (73). 
Problems of British Forest Policy, West- 
minster Bank Review, London, February 
1952 (74). 
U n m l  Kingdom St3t~rttcs. 1939-1951. 
Bnrclnys Rank Review. London. February 
1952. Emnlovmrnt. Produclm T n d c  -. ~~~~ ~~~.~~ 
Prices. Cu;re&y, Exchange (75). 
The Natianal Debt. Rarclays Bank Re- 
view. London, February 1952. History 
of the de% in recent years, with charts 
(76). 
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New Books Reviewed 

Commercial Agr=emenls. by Glyn Pidon, Bowes & Bowes. Cambridge, 3s. 6. 
. ’ This monograph is the first in a series the section describing rights to use com- 
.written by members of a Research Board ponents: 
.of the Faculty of Commerce and Socidl ”A and B may both supply a piece o f  
Science at the University of Birmingham. equipment, but A may have the better 
I t  does not, however, deal with those component. I t  would be in B’s interest 
agreements mednt to share markets, re- to limit A’s technical advantage by incor- 
.strict prices or define output;.these, the porating .A’s component in B s  equip- . 
monograph says, “have been well can- meni . . . . Questions of reputation would 
vasscd.” Instead, the actual farm and arise and both parties would be intcrested 
content of commercial agreements (from in measures to  retain or disguise the 
mere verbal cxchanges through letters to separate identity of the component. B. 
properly engrossed deeds) are ex- might not wish to make public acknow- 
haustively described. ’ with particular ledgment of A’s supremacy. In contrast, 
reference to those agreements between A might insist upon. disclosure of the 
firms to exchang; information, pool re- source of the component : . . . B, 
.search, share patents, or limit the use of incidentally, might not be reluctant to do 
licences. so, particularly if he has any reservations 

as to the quality of A‘s product, and has 
in mind passible complaints and claims 

a s  witne?s the following extracts from for replacements.” 
The author has the gift of succinctness; 

The Economics of Notioh1 lnsnrance, by A l a n  T. Peacock. Hodge & Co., 
, London, 8s. 6d. . 

This is an excellent economic analysis From this table it will be seen that 
of the Britirh unified national insurance unemployment benefit has risen 5 3  per 
scheme. It deals principally with the cent. for a single man, 65 per cent. for 
financial aspects of the scheme-the in- a married man with one child, and old- 
vestment of the Reserve Funds-but age pensions have- risen 160 per ceni: 
touches briefly, and tellingly on) the I n  the same period earnings have gone, 
social aspects of it. The chief p o h t  up 139 per cent., cart of living. 84 per 
made is that no comparison can be made cent. Sickness benefit rose, incidentally, 
with the normal meaning of “insurance.” 230 per cent.. for a married man with 
.and the contribution: are in effect a poll- one child. The chief beneficiaries there- 
tax and not adjusied to risk. fore of the new scheme seem to have 

An interesting table is given, which is been the old and the dependents. 
reoroduced below. in abbreviated form. 

Unemploymcnt benefit per week- 
1938 I944 1946 1950 

(Single Man) ,.. ... 17s. 24s. 24s. 26s. 
(Married. Man, one child) ... 30s. 45s. ’ 45s. 49s. 6d. 

Old-Age Pension .., . 10s. 10s. 26s. 26s. 
Index of AV. Weekly iiirnings 100 170 177 239 
Cost of Living Index’ ... , ... 100 146 I50 I84 

.Conditions of Fall Employment, by Karl Gruber. Hodge & Co., London. 12s. 6d. 
Doctor Gruber is Foreign Minister io 1. A simple model of the circulation of 

tho Federal Government in Vienna. and purchasing power in any economy; 2. An 
his political colour may be gathered from excellent description of the trade cycle; 
the fact that the Russians are asking that 3. Measures to be taken to avoid .the 
he be replaced by P minister more kindly criris that heralds a slump, and thereby 
.dirposed towards Moscow. Hi9 book is maintain full employment. 
.B well balanced restatement of current “Where profitability is low,” says the 
theory an the subject of trade cycles. author. “the existence of reserve capacity 
‘There is a little maihematics, but not 80 is a decisive check to investment. Seldom 
much as t o  frighten,away the general will an entrepreneur Set up new plant 
reader. Ttie book falls into three parts: so long as he has command over idle 
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Landberg. Rudolf Meidner, Casta Rehn wigc policy; or the giving up of freedom 
and Krister Wickman. written in the in the labour market. The first line of 
period 1948-1950, rcvised for this edit,ion action might eventually lead to the 
and .translated into English. The points abandonment of full employmcnt. For 
of view taken are”very varied. the style a ccrtain length of time. the eAects of 
of evFry writer is bright and succinct. S U C C ~ S S ~ V C  wagd and price increases 

Discussion chiefly centres round the might be apparently neutralised by means 
difficulties in formulating any central- of control and subridy. This system is, 
incd wage-policy for a nation (the resist- however, doomed as soon as-if not 
ance of Trade Unions to losing their before-the high cost level rcndcrs 
chief activity being not least), but one competition in export markets impossible.” 

NEW BOOKS REVIEWED 

Society is hearleninp, although the author’s answer is that socialists must 
author’s fellow Fabians proved not yet now examine experience frankly and 
able to take it .  Here we get far beyond scientifically, and not be discouraged by 
the idea that the world can be bettered the fact that nationaliration proves not 
by a few simple, though fundamental, to be a magic formula, ‘or that it seems 
changes in the :tructure of society. We rather ‘more difficult to spell out the 
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enterprise. Mr. Clegg is neither dis- ‘’It is now a commonplace to say that 
couraged nor intimidated. His examin- nationalization has disappointed expccta- 
ation of the problems is objective and tions . . . The extravagant claims of 
penetrating, and has’a  great merit of socialists diserve part of the blame for 
asking’ the real questions and putting this disappointment.” But this debunk- 
them into their true perspective. If that ing of the past is only incidental to an 
means putting socialists of the bygone able and honest effort to  spell out the 
day in the pillory what does that matter? problems of the future. 

A180 Worth Reading 
Competition and Prices : A Study of Groundnut Buying in Nigeria, by P. T. BAuEP 

and B. S. YAMEY. Economico, London. February, 1952. The groundnut crop 
in Nigeria is grown by small farmers and sold to agents a t  railheads or in con- 
venient villages. This article analyses prices and compares them with the con- 
ditions in the actual buying markets. The resuli is a fascinating description of 
economic theory in action-one of Ole results of the enquiry, for instance, is 
undoubtedly that the number of buying agents in any one place affects the 

. prices given .to the growers. despiie apparent interlocking agreements between 
buyers. 

The Drive Against Inflation, by ROY F. HARROD, District Bank Review, Manchester, 
March. 1952.. The worsening in the British lerms of trade has been due more 
to devaluation than the Korean crisis; meanwhile inHation can be fought with . expanding exports. ”The main internal disinflatianary effort should be con- 
centrated on the capital account . . . to regulate capital investment so as to  
keep it within the limiti of our savings.” 

Trade wifh Canada. by KODNZY GREY, Dislrict Bank Review. Manchester, March, 
1952. British firms h a k  assumed that the cheap goods bought in Canada will 
be produced domestically and that only the small highmargin luxury type 
goods are left for the British. manufacturers. The important middle range of 
high-quality standardised goods is being ignored. Also ignored seems to  be the 
fact that the Canadian tariff, .unlike tha American, is still based on a degree of 
Empire Prefeience. 

Remedies for Cyclical Unemployment in the North-Fast, by J. SYKES. The Man- 
chester School. Januory. 1952. Four remedies for slumps in areas of heavy 
industry-removal to other ‘areas, limitafion of expansian, .introduction of 
consumer goods industries. and diversification of products in existing factories- 
are discussed fully. This article is interesting theoretically. but has few points of 
contact with Ihe present situation of slump in cansumer durables. 

London and Cambridge Economic Service, Bulletin No. I (New Series), The Times 
Review of Industry. March. 1952. The Bulletins of the London and Cambridge 
Economic Service, which were in danger of ceasing to appear last autumn. have 
now been taken under the wing of The Times Review of Industry. and have 
not been harmed by such a fusion. Everyone who has had anything to do  with 
the Service will be extremely relievcd io know that it continues to present its 
surveys, verdicts and statistics. The Bulletin is presented as a 16-page section 
of T h e  Times Review. which is easily detachable for filing. The current 
quarter’s Bulletin includes an appraisal of “The Difficulties A h e a d  by E. A. 
G. ROBINSON. A. R. PRBT and A. D. ROY, “Changes in Size and ,?stribution 
of the National Real Product,” by F. W. PA~SH. “Wage Kales, by A. L. 
BOWLEY, and the Service’s full range of statistics. The Times Review of Industry 
costs one shilling, inclusive of the Bulletin. 

The Recession of 1948-49 in the USA. ,  by D. HAMBeRo, Economic Journal. Lon- 
don. March. 1952. This was an “inveniory recessian,(. and the fear of another 
in the current American economy lends interest io this article. Demand for 
loans shrank, .exports dropped.. consumer credit was restricted and buying 
weakened-but what fired the gun to start the.downswing7 The author suggests 
that the buying spree of 1946-48 was not accompanied by sufficient new inven- . 
tion and new capital-use for the satisfaction of pent-up demand fo  be averted. 
Demand for “any.old thing, so long as in can be got” cannot last for ever. 

. 
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NATIONAL BANK OF INDIA LIMITED 
ANNUAL GENERAL MEETING 
TO BE HELD ON APRIL I ,  1952 

The following is an extract from the statement by the Chairman. 
Mr. J .  K .  Michie, circulated wiih the report and accounts for 

thc year 

The total of the Consolidated 
Baloncc Shect has riscn to 
f 147,283,674 [rom f 133.404.121 .at 
December 31. 1950. Thk figures 
mrtainine to the National Bank of 
r ~~~~-~ ~ 

India ai&  how a ~ rise of 
€15.3?6,882, but. contrary lo  our 
experience in 1950 and for rearons 
indicated in my last Statement, 
there was a relatively snia11 in- 
crmse in dcvasits and a consider- 

over the previous year. 
I n  the special circumsmnccs ob- 

taining over thc latter p?rt of the 
ycar I regard these as ratisfactory 
results. 
Hnnken Foresati Puyments Gnp 

Last year I wrote at a time whcn 
thc spurious prospqrity induced by 
devaluation had been exhausted. 
and when the balance of payme.nts 
gap, now so starkly outlined, wa: 
plainly foresccn by bankcrs if not 
by Governments. We are now 
surrounded by the financial results. 
ct is true many commodities have 
fallen-cotton, wool. jute, rubber 
and copra are CBSCS in point-but 
stocks have risen, many market: 
arc stagnant, and capital accretions 
have not met the needs of industry 
and trade. 

At the turn of the year large de- 
mands were made on us for accom- 
modation to finance imports 
(largcly Governmcnt spmsored) 
and expons awaiting or in course 
of,.shipment. or held up at port?. 
and as our primary function i s  that 
of exchange b a n h s  our advances 
at the end of the year perforce 
reached a much higher level than 

1951 :- 

is  usual. The position has since 
been relieved and the situation i s  
now returning to normal. 

In  India, 1951 was another year 
of difficulty-cropr generally and 
food grains in particular being ad- 
vcrrely aliectcd by thc poor mon- 
soon. The food sitbation has been 
rclievcd by shipments of wheat 
from U.S.A.. largely financed by 
loans. India's traditional granary, 
Burma, is still unahle to aAord 
much-needed incrcnses in rice 
Supplies. In common with many 
other countries. India i s  r h o n  of ' 

capital for industrial development. 
and I am glad tu see that the 
World Bank i s  likely to make a 
considerable loan to India for this' 
purpose. 

Economically. Pakistan has en- 
joyed a very successful year, al- 
though her import markets are 
still ruffering from a surfeit of 
supplies bought early in 1951. She 
i s  fortunate in having no food 
problems and i s  now bending her 
energies towards cxmndine hcr .~ . 
induitries. 
Cheap Money Mus4 End 

Now that i t  has bacn agreed thit 
inflation must be fought, it i s  sure- 
ly an anomaly thal money which 
i: a scarce commodity should bc 
"cheap" while everything else i s  
dear. I t  i s  this unbalance that has 
been the cause of some of our 
post-war ecanomic i l l s  and which 
must be rectified an world-wide 
lines. Banks do not want dearer 
money for its own rake or for their 
profit but because money n t e ~ .  
must be allowed to reflect market 
conditions and so play their part 
in the fight acainst inflation. 1952 
is bound to be a year of'adiurt- 
men1 and difficulty but we have no 
rcason'to expect that it wi l l  not be 
reasonably successful. . 
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