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u.s; Economy - 1975 
I 

The Materials Policy Conimission ' was asked by President Truman to 
investigate the long-term aspects of 
the demand for materials over the 
quarter century 1950-1975. I f  
peace should prevail, and all the 
tiations of the world should acquire 
the sunie standard of living as 
America's, the resrtltittg world need 
for ntaterials would be six times the 
present consumption. In consider- 
ing materials at long range we have 
(snw the Report) roirgli1.v the S ~ I ~ E  
problenu 10 face and act!oris to 

increaSe to 193.000.000 by 1975. and 
the working force to 82,000,OM) 
compared to the 1950 figures of 
151,000,000 and 62,000,000. It has 
also assumed a shortening work 
week, hut that man-hour produc- 
tivity will continue to rise somewhat 
more than in recent years. But 
even these conservative assumptions 
bring the United States up against 
some very hard problems of main- 
taining a supply of materials, for 
natural resources, whatever else they 
mey be doing, are not expanding at 
compound rates. 

pursue. war or no war. 
Rising Costs Chief Threat 

FOR THE.LAST HUNDRED YEARS, the 
United States' total output of all 
goods and services (the gross 
national product, or G.N.P.) has in- 
creased at the average rate of 3 per 
cent a year, compounded. Such a 
rate means an approximate doubling 
every 25 years (which would mean 
a 19-fold increase in a full century). 
As of 1950. the G.N.P. was approxi- 
mately $283.000.000.000. This 
would mean a G.N.P.' in the 
middle of the 1970's of about 
$S66,000,000,0?0 measured in dol- 
lars of '1950 purchasing power. 

The Commission has also as- 
sumed, after consultation with the 
Census Bureau, that population will 

Absolute shortages are not the 
threat in the materials problem. We 
need not expect we will some day 
wake up to discover we have run 
out of materials and that economic 
activity has come to an end. The 
threat of the materials problem lies 
in insidiously rising COSIS which can 
undermine our rising standard of 
living, impair the dynamic quality 
of American capitalism. and weaken 
fhe economic foundations of nation- 
al security. These COSIS are not just 
dollar costs, but real costs-mean- 
ing the hours of human work and 
the amounts of capital required to 
bring a pound of industrial material 
or a unit of energy into useful f0r.m. . .  

From '' Resorrrces for Freedom ", Report by Presidctit'r'r Mnrerin1.s Policy Commirrion, 
Vol. 1. Washington. Jane 23, 1952 
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Over most of the 20th Century 
these real costs of. materials have 
been declining. and this decline has 
helped our living standards to rise. 
But there is now reason to suspect 
that this decline has been slowed 
down. that in some cases it  has been 
stopped. and in others reversed. The 
central challenge' of the materials 
problem is therefore to meet our ex- 
panding demands .with . expanding 
supplies while averting a rise in real 
costs per unit. 

In materials, there is always a 
tendency for real costs to rise be- 
cause invariably people use their 
richest resources first and turn to 
the leaner supplies only when they 
have to. 

There is no such thing as a purely 
domestic policy towards materials 
that all the world must have; there 
are only world policies that have 
domestic aspects. If the United 
States and other free nations 'are, in 
the years ahead, to enjoy economic 
growth and national security. they 
must co-ordinate their resources to 
the ends of common growth. coni- 
mon safety and common welfare. 
Uneven Demand 

Although the G.N.P. can be ex- 
pected to double between now and 
1975, the total materials input 
necessary for this will not double. 
but perhaps rise only to 50 to 60 per 
cent. This is because the G.N.P. 
will reflect more value added to 
materials by inneased manufacture: 
and because an increased volume of 
services will also swell the G.N.P. 
Demand f o r  materials will rise most 
unevenly, sometimes increasing one- 
quarter or less, sometimes rising 
four-fold or more. Amone the 
maior classifications. something like 
this might be expected in the United 
States (1975 compared to 1950): - be conditioned by :his fact. 

Demand for minerals as a who11 
including metals. fuels, and' non 
metallics. will rise most-about 9b 
per cent, or almost double. 

Demand for timber will rise l a s i  
-about IO per cent. 

Demand €or all agriculrural pro 
ducts will rise somewhere in betweei 
- a b o u t  40 per cent. 

Demand for energy in ali form. 
will double. 

Demand for indusfrial wafer will 
increase roughly 170 per cent. . 

The above figures apply to .the 
United States alone. For the res1 
of the free world the projections 
made by the Commission are neces, 
sarily much rougher, but they sug 
gest that demand in ' other fret 
nations, building as it  will on a 
smaller base, will be even.larger in 
its percentage increase than the U.S. 
demand, and that 'the United Slates. 
although its total of materials con- 
sumption will increase, greatly. will 
probably consume a somewhat 
smaller share of the free world's 
total supply. 
US. Outgrowing its Resources 

The United States is outgrowing 
its present usable domestic resource 
base. This condition has been a 
long time in the making, but it was 
not until the 1940's that we corn 
pleted the change from being a raw 
materials surplus nation to being 8 
raw materials deficit nation. Where. 
as at the start of the century we 
produced some 15 per cent more 
raw materials than we consumed 
(excluding food). by mid-century we 
were consuming IO per cent more 
materials than we produced. This 
is a peace-time situation. and the 
trend seems firmly established: our 
economic thinkine must hereafter 
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1 US. PRODUCTION AND CONSUMPTION OF MATERIALS 
. OTHER THAN FOOD AND GOLD , 

in 19354939 dollars 
~ Year 
’ 1900 ... 

~. 
Production Consumption Notes 
3.795.000.000 3.309,200.000 IS%grduction 

surplus 
1 1950 ~, .  8,635.400.000 9.495.500,Ooo 9% production 

deficit 
11975 ... 12.600.000.000- 15,600.000.& 20% possible 
i (possible) (projected) praduction 
I deficit 
; In 1950 the United states imported about 10% of its petroleum require- : ments. more than a third of its copper and zinc, and more than half its 
1 Itad-all of which it formerly exported. I 
j That our economy can best more than the cheaper material that 

develop by obtaining its materials can be obtuined from .abroad. 
1 at the lowest possible cost is most Abroad, our purchase wifl comri- 

~ often attacked by those whose bute lo a strengthening of economic 
; costs are higher than those of life and improvement of working 
I foreign competitors. It is they conditions in the nations from whom 

~ who ask for restriction of imports 
i on the grounds of “protecting the 
! American standard of living from 
j the competition of lower paid 

foreign labour ”. This argument is 
often. buttressed with the assertion 
(hat we should strive to. be as self- 
sufficient as .possible in view of the 
iecurity risks we face. 

The Commission feels strongly 
that this line of argument is falla- 
cious and dangerous. The idea 
that the A’merican standard of living 
must be protected from low-cost 
foreign supplies bared on “cheap 
labour ” is an idea based on unem- 
ploymerit . psychology. In  a full 
employment situation the supply of 
any material from abroad at a price 
below that of our domestic costs 
(provided it .does not represent a 
temporary dumping), does not lower 
the standard of living but actually 
helps push it higher. In the United 
States it enables us to use manpower 
and equipment to better advantage 
in making something that is worth 

L 

we import. 
Recommendations 

The United States should nego- 
tiate government - to - government 
agreements with resource countries. 
designed to encourage and protect 
the enormous investment necessary 
to create new materials production 
abroad. 

The United States should expand. 
perhaps to as much as $4.000.000 
a year, its own technical assistance 
along the lines of geological sur- 
veys. preliminary exploration and 
mining technology. advice. with as- 
surances from the resource coun- 
tries’ governments that they will 
promote conditions favourable to 
developing new mineral resources 
discovered. 

w e n  current emergency agencies 
(like the Defence Materials Procure- 
ment Agency) eventually disband, a 
permanent agency should be em- 
powered to make long-term pur- 
chase contracts, including price 
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guarantees. with resource nations; 
to make loans for foreign materials 
production where special securify 
interests justify assumption of risks 
beyond those assumable by the 
Export-Import Bank. 

Legislation explicitly authorising 
the Government to enter into 
management contracts for foreign 
materials expansion should be en- 
acted by Congress. 

There should be permanent legis- 
lation enipowering the elimination 
of duty. apart from reciprocal action 
by other countries, when US. need 
for imports of a particular material 
becomes crucial. 

The "Buy American " Act, 
characterised by the Commission as 
" a relic of depression psychology ", 
should be repealed. The idea of 
I' self-sufficiency " can result only in 
a '' self-imposed blockade ". 

There shou!d be a continuing 
study of world materials demand 
and production, with statistics main- 
tained by the United Nations: 

special international study groups 
should be set up when particular 
difficulties are encountered. similar 
to those now reviewing wool, rubber 
and tin. 

For reducing market instability 
the Commission saw promising pos- 
sibilities in the multilateral contract. 
such as the lnternational Wheat 
Agreement ' and in testing inter. 
national buffer stocks as compen. 
sating inventories in a few materials. 

Footnore: The " Buy American I' 
Act, still on the books despite a two. 

. year effort to have it removed, for. 
bids Federal purchases overseas 
except where domestic supplies of 
the same material are unreasonably 
priced or in insuficient quantity or 
quality. 

An administrative interpretation 
has placed the test of reasonableness 
of price at 25 per cent above the 
domestic market, 'and this was 
recently written into -a new law 
governing even foreign contracting 
for stockpiling here. 

$6,5W.,MILLIONS FOR FOREIGN AID 

On June 20, 1952. President Truman signed the 1953 Mutual Security 
Bill authorising expenditure on military and economic aid to other nations. 
The total is S6.447.730.750, or nearly 51,500 million less than hc requested 
from Connress. , - 

Allocations to areas are as follows: Europe: Military aid ' 
53,415,614,750, Defence support 161,282,433,000. Total : $4,698,047,750. 
Near Easr and Africa: 556.316.500. Poinl Four: 550,822,750. Arab and 
Israeli Refrgees: $130,291,250 (slightly more than half for Israelis). Asia ' 

and the Pacific: Military aid 5564,807,500. Economic aid 5224,988,750, ! 
Point Four $96.423.750. Total: 5886,220,000. Lorin America: Military , 
and economic aid $78,014,750, United Nariorn: Technical Assistance. 
Migration aid and U.N.I.C.E.F. $41,430,250. Co-operative for American 
Remittances to Europe (C.A.R.E.), ocean freight aid 52.587.500. ' I 

-U.S. Enthossy Bsllerin. London. June 21. 1952. 

I .. i 
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BANK FOR INTERNATIONAL SETTLEMENTS SUMMARISES . 

Economic Essentials for the Korean Age 
Balance at home-Freeing of trade-Re-establishment of Exchange 

Market-and no Reliance on Inflation. 

IT IS HOPED that 1952 will see some ber of countries which had suc- 
constructive action towards re-estab- ceeded in putting their own houses 
lishing a monetary system which is in order have suddenly found that 
not regional but genuinely interna- most of their ba!ance-of-payments 
tional and tvhich will have the full diflicult{es have disappeared as if of 
participation of the United States- their own accord. 

. 

a country-which, by, its post-war ex- Adjustnient~LSonie Painful hortations and, to a certain extent. 
also by its own practice. has indica- I n  the second place. the individual 
:ed that'it does not intend to retire countries must be willing to submit 
within the confines of an increas- to the adjustments which adherence 
ingly closed economy. toan international monetary standard 

and participation in a free economic 
he and the main adjust- system require. There will probab!y 

be a painful side to some of these ments to be made? adjustments but the difficulties can 
Balance Begins at Honie easily be exaggerated. 
. In. the first place. it is essential many quarters there i s  still a 
that mch ,country .sho"ld ? tendency to regard the removal of 
Proper balance In Its domestic trade and payments restrictions as 
economy-which means that. in re- primarily a killd of cOnceSSion .,, 
lation to the supplies of goods and other countries. and this idea springs 
services at their current prices. the from the [hat the syste!,l 
general public. and the financial in- of controls may actually benefit the 
stitutions must not be left in posses- country concerned by helping to re- 
sion of an excessive volume of ready duce its spending abroad and thus 
cash and other liquid funds. setting resources free for, say., in- 

T o  say that there is a close link ternal development. Bxt such ad- 
between domestic policy and ex- vantages have shown' themselves to 
ternal equilibrium used to be re- be anythins but permanent. Con- 
parded as almost a truism: but 9 trols hive not prevented the recur- 
time came when the existence of thls rence of defic;ts in the ba!ance of 
link scemed to be forgotten or was cayments. and the countries imoos- 
wen categorically denied. Todav. ing them have discbvered that. when 
however. a different attitude is in their 'own producers and 'merchants 
evidence. and perhaos the main ate foiced to buy raw materials and 
reason for the clinnge is that a num-  oiher cirmnlbilitiese!sewhere . .  than . .  'in 

'. Frorn %enry-Secokd Reporr of rhe Bonk for Inrcntir ioini  Scrrl&!c+s. Bnslr., 

what, then. are the main steps 

. ' .lune 9. 1952. 
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the cheapest markeh this artificial 
redirection of trade proves io be a 
very expensive device and-since it 
aggravates the costs of production- 
a very dangerous one for great and 
small manufacturing nations which 
have to obtain much of their food 
from abroad. 

The constant bargaining with one 
commodity against another and the 
more and more Byzantine com- 
plexity of many commercial and 
other arrangements involve a shock- 
ing wastage of real economic re- 
sources and'put a premium on the 
continuance of inefficiency. And 
who will keep more than an indis- 
pensable minimum o f .  currency 
which remains inconvertible and is 
hedged around with a jungle of re- 
strictions? Indeed, there is little 
choice left: the mere continuance of 
the present system will not solve the 
problems of the individual countries. 
Foreign Exchunge Markets 

Thirdly, in order to get away from 
the present artificial situation. it will 
be necessary to re-establish real ex- 
change markets. in which foreign 
currencies can be bought and sold 
freely at single rates. for then no 
balances will be left over to seek 
'transfer in other ways and thus 
cause a multiplicity of rates to he 
quoted in free, grey and black mar- 
kets. 

The world is tired of dual prices 
and multiple rates. of arbitrary de- 
cisions and distorted markets. and 
lones to return to a more simde and 

As the various European coun- 
tries are now taking the necessary 
steps to attain a sufficient measure 
of internal equilibrium. the restora- 
tion of an international monetary 
system is becoming a practical pos- 
sibility; but the durability of such a 
system will depend on a number of 
other factors. several of which are 
inevitably bound up with the atti- 
tude adopted by the United States. 
America Musf Play 

Convertibility must necessarily 
require a sufficient amount of dol- 
lars and. while the first condition 
for this is that. the countries in 
Europe should have goods to sell in 
sufficient quantities and at  competi- 
tive prices, a further condition is 
that it should be possible to dispose 
of these goods in ways which will 
permit them to earn the dollars and 
other currencies they need. 

European countries have in the 
past earned dollars in triangular 
trade by selling their manufactured 
goods to countries in Africa and 
Asia which were able to pay for 
them in dollars earned by selling raw 
materials to the United States. Un- 
less these world-encircling currents 
of trade and payments are main- 
lained and broadened, it will hardly 
be possible for any international 
monetary system to work smoothly. 

Another equally important condi- 
tion is that the United States itself 
shall not reverse the policy of tariff 
reduction .which it has now been 
pursuing for nearly two decades but 
rather help to create the me- ., 

honest system. 
common knowledge that the Present 
control of foreign exchanges is not 
effective and that many deals take 
place with regard to which the auth- 
orities have general suspicions or 
even precise knowledge but no pos- 
sibility of intervention. 

It is a matter of , requisites ior a large volume of 
world trade. in mindfulness of its 
responsibility -as the world's fore- 
most creditor nation, 
Objections to Convertibility 

Even those who are willing to ad- 
mit the importance and weight of 
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these various considerations often 
object that a return to convertibility 
might endanger the volume of em- 
ployment and impair the rearma- 
ment effort. But neither objection 
is valid. 

As regards the volume of employ- 
ment, it is necessary to be on one's 
guard against drawing misleading in- 
ferences from the conditions obtain- 
ing during the recent inflationary 
rise in world prices and while econo- 
mic aid has been available to meet 
foreign payments. These conditions 
have made it possible to pursue al- 
most any kind of i?xpansion,isi 
policy: but one day. the countries 
will have to make do with their own 
resources and under conditions far 
removed from those of an extreme 
sellers' market. 

In the light of past experience it 
is evident that the'moment will soon 
come when no more "forced sav- 
ings '' can be extracted from a pub- 
lic which has become sceptical about 
the purchasing power of the national 
currency and is therefore intent on 
speeding up its purchases, retaining 
only a bare minimum in ready cash. 
As people may even draw on their 
old savings in order to buy what 
they can lay their hands on, the 
amount of fresh voluntary saving 
will indeed be small-and if that is 
so what will be left to sustain a 
volume of productive investments? 

As regards the rearmament effort, 
it is'not sufficient to look only at the 
increase in expenditure which, for a 
few months, half a year or perhaps 

' 

~ 

' 

a year, might be met by inflationary 
methods of financing. For. quite 
apart from all the wastage of real 
resources attendant upon an infla- 
tion. there is the disorganisation it 
brings to monetary systems and to 
forms of international co:operation 
-not to mention the collapse of 
confidence and the social disturb- 
ances which characterise periods of 
prolonged inflation. especially in 
peacetime. 

I t  is therefore not to be wondered 
nt that, both in eastern and in wes- 
t e n  Europe, such determined efforts 
are being made to get away from 
methods of inflationary financing 
and to uphold the tenets.of an effec- 
tive monetary policy, even under the 
present straitened circumstances. 

For the countries with a western 
form of economy there can now be 
no doubt as to the goal 7n view: fhey 
must re-establish-and quickly- 
effective foreign exchange markets 
which will make every currency 
what it used to be in the past: 
namely, a reliable medium for sav- 
ing and for the exchange of goods 
and services throughout the world. 

. 

* * * 
Footnote: The prev'ious Report of . 

the B.I.S. was summarised in the 
August and September. 1951. num- 
bers of Economic Digest. Compari- 
son of the two reports shows the 
continuity of these the most en- 
lightened-and lively-of interna- 
tional surveys. 

INDIAN GIRL BABIES ARE HALF-PRICE 
The ultimate retlnement of the lax gatherers' cradle-to-grave ** 

activities has been reached in the Karnal district of the Punjab. In future 
it will coot a boy one rupee (Is. 6d.) to embark upon life and a girl half 
that amount. Failure IO pay this birth tax on all children born within the 
district board's jurisdiction will involve the parent or guardian in a fine of 
up to Rs.5O.-The Times. London. l u l y  3, 1952. 

j 
1 
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Other Highlights ~ from the B.I.S. ' Report 

The rnain conc1irs:ons of thz Report of the Bank for International Settle- 
inents were prefaced by these cointnents on the kaleidoscope of international 

ecotpiics. 

task in Europe was the introductipn 
of. morc elfective technical methods. 
. One consequence of the attitude 

thus adopted was that the monetary 
aspect oi reconstruction was pushed 
somewhat into the background. It 
is still a moot point whether a more 
purposeful and widespread attempt 
to combine efforts in the direction of 
industrial progress with the taking of 
more rational monetary measures 
wou:d not have restored equilibrium 
and general well-being more quickly 
and more surely. 

ON MARSHALL AID: N o  Room 
.jar Monerury Policy 

PROGRESS has been made along the 
lines marked out in the Marshall 
Plan, although the advance has been 
more spectacular in the sphere of 
production than in that of monetary 
affairs. This has not been a ma!ter 
of chance. Attention came to. be 
devoted to the task of nursing the 
productive forces of the various 
countries for these reasons: 

1. Where maintenance had been 
deferred during the war. and where 
damage from other causes was ON INDUSTRIAL PR~DU&N: 
slight; a relatively small volume of No Guide to RccoGery 
investment of fresh capital sufficed 
to put plant in  working order, and An increase in production forms 
production could be increased fairly the basis for an improvement in the 
quickly. standard of 'living and enables the 

economy to meet heavier expendi- 
2. Once certain bottlenecks were ture a t  home and abroad, may 

eliminated (electric power for ex- well be asked why, even llow, so 

those industries with surplus capa- dificulty i n  finding resoiyces. 
.CitY-often the arrival of Some badly cover consumption and investment, 
needed material Or machinery from and to restore equilibrium in ,their 
abroad made all the difference to the balances of 
level of production. ' To some extent it is the o!d post- 

3. Continuous natural increases war difficulty of a widespread lack 
in population (and in some countries of balance in the conditions of wor!d 
by the influx of refu6ees) provided ' trade. Another and even ,more im. 
great reserves* and it portant factor is the failure to mas- 
seemed important t~ give priority t~ ter the monetary prob!ems. .But the 
the provision of fresh plant for their difficulty ,nay also be by efficient use. the fact that for most countries, in- 

4. In the .United States, the en- dexes of industrial production must 
ormous war effort had been sus- not be looked on 'as  giving a true 
tained essentially by an all-round in- picture of the real increase in the 
crease in production. To Americans national income. There are several 
it looked as if the most immediate reasons why: 

amp1e) production could 60 ahead in many Elropean countries have ireat 
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I I .  For. statistical reasons, an in- necks such as the construction of 
1 dex may overstate rises. Published housing, where supply has been 

I monthly. it is necessarily based on greatly inferior to demand. Indices 
I a sample. usually limited to large of production are true guides only 

~ firms. Much depends on the chosen if supply and demand are roughly 
data. The unofficial index published balanced; otherwise. rises in produc- 

~ by the London and Cambridge tion of less urgent goods will appear 
~ 

Economic Service shows a rise i4 to compensate for drops h produc- 
t production in the U.K. of 41 per tion of essentials. It is not luxury 
1 cent between 1935 and 19SO. where- goods that have been in short sup- 
! as the official index shows a rise,of ply. but some of the most essential 

59 per cent. Moreover, a yearly In- things (food, coal and houses) the 
dex calculated by C. F. Carter and shortage of which is quite serious 

, t  published also by the t. & C.E.S.. from the social point of view. 
compiled on a broader basis. shows 
even lower figures. ON FREER RATES: . . . But Not at 

high indices is apt to come to the CanadaVs action in  introducing a 
fore in wartime. when more than free rate of exchang+soon recog- 
half the country's industry is con- nised as a striking success-natur- 

' A factor making for misleadingly the Cosf of Sfability 

centrating on Weapons Of ally raised the question whether this 
the Second World War* example should not be followed by 

these were mass-produced with other countries. A free rate has cer- 
possible technical aids. The growth 
of such output. together with I .  A genuinely free rate will never 
working of longer hours, will lift the of line with economic 
industrial index to a level whrch the while it would be an 
more varied peacetime production. illusion to think that the market d- 
working in Io civlhan ways finds the right level, there are 
needs, will not readily attain. many artificial rates which could not 

2. Those engaged in industry for a moment stand up to the test 
form only a part-usually about a of a free market. The present 
third-of the total working popula- " official '9 rates are tenable only 
tion. In the other branches of the thanks to foreign aid, and represent. 
economy (especially in the service in reality, a method of subsidising 
trades) the rise in output has gener- imports. 
ally been at a much lower rate. Im- 2. The fluctuations of a free rate 
Provement in agriculture has lagged do attract attention and thus bring it 
far behind the improvement in in- home to [he public that there is 
dustrial output. something radically wrong when !he 

It is not an easy matter to calcu- rat* is disappointing. As long as 
late the "real product," and even the public believes in the officially- 
the increases shown by the widely fixed rates. it is easily lulled into a 
differing estimates cannot be taken false sense of security. and when the 
as a reliable measure of the true im- crisis has already started it is 
provement in the supply of goods generally too late to react; at that 
and services. The estimates may stage, to devalue the currency by 
mask various maladjustments. such 20 or 30 per cent is often the only 
as the existence of certain bottle- solution. 

' 

obvious advantages: 

be wholly 
realities, 
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In  practice. there are strong 
reasons against leaving rates entirely 
“free.” Seasonal and other tem- 
porary influences might cause them 
to fluctuate very widely. 

. ON GOLD HOARDING: 
I .  

.Another Record Year 

The year 1951 was one in which 
the Row of gold into private hoards 
was on a record scale. It is estima- 
ted that some $500 ‘million worth 
“disappeared” in this way. Gold 
prices on the free markets were 

moderate. because supplies werc 
more easily available, and also be. 
cause confidence in various curren. 
cies revived-this latter factor be. 
came more important in the firs1 
months of 1952. 

1 t . k  an object lesson for all and 
sundry.that, if supplies of gold arc 
allowed to move freely, and .if con- 
fidence in the national currencies is 
restored, these two factors,are cap- 
able of putting an end to gold 
hoarding, after all attempts a t  sup- 
pression by prohibitions and con- 
trols had failed. 

NATIONAL INCOMES AND MONEY SUPPLY 
(Thousand Millions of national currency units) 
1950 1950 1951 1951 1950 1951 

Total National Total National Ratio Ratw 
Money Income Money Income Money/ Money/ 

supply Income Income 
% Supply 

% 
Belgium (fcs) 
Denmark (krnr) 
France (fcs) 
Italy (lire) ‘ 
Holland (Rm) 
Norway (krnr) 
Sweden (kmr) 
Switzl’d (ICs) 
IJ.K. (pounds) 
U.S.A. (dollars) 

IS5 

3120 
2571 

5.25 

7.08 
4.80 
6.78 

5.55 
11.4 

117.7 

165 

7225 
6370 

19.1 

15.6 
13.81 
25.4 
18.1 
10.85 

239.0 

169 

3667 
2987 

5.36 

7.29 
5.56 
8.31 

5.h5 
11.9 

124.5 

25’6 

9020 
7423 

21.2 

16.9 
17.05 
30.0 
19.5 
11.28 

275.8 

’ 27 S8 

43 
40 
45 
35 
27 
63 
S I  
49 

57 
25 
41 
40 
43 
33 
28 
61 
50 
45 

Nores. I .  Time deposits excluded from U.K. and U.S.A. money supplies. 
0 2. Ratios of money to national income are mostly lower than pre-war- 

0 3. All ratios are on the downtrend since 1948 or 1949. 
0 4. The greater pan of the excess Supply of money created by the war 

appcam to have been absorbed, and this is an important reason why 
monetary policy is becoming more elTective. 

those of Norway. Sweden and the U.K. are still higher. 

From Twenry-Second Annaal Report of rhe Bank /or lnrernarional S~lllemmls. 
Bade. lane 9. I952 
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I A Sources of New Investment in Canada 

One-seventh of Canadian development in recent years has been financed 
by foreign capital: the United States supplied the lion’s share 

DURING the last two years, incoming It is officially computed that ‘’ tho 
foreign capital has permitted net contribution by non-residents 
Canada to import a considerably and foreign-controlled companies to 
larger quantity of goods and ser- the savings used for all types of in- 
vices than she has been exporting vestment in Canada was only about 
and still increase her reserves of one-seventh in 1950 and 1951.” For 
go!d and U S .  dollars. The picture. the purposes of this calculation. 
however. has been more complex however. there has been added to 
than that brief factual statemen: iiicoming capital the concurrently 
would indicate. Both the volume reinvested earnings of foreign-con- 
and nature of capital inflow have trolled enterprises. . 
changed. as has the pattern of Cur- over the the inflow of 
rent transactions. fresh capital, together with profits 

First of all, let us look at that have been left in Canada by 
Canada’s over-all current account external owners. has grown to a sub- 
dealings with other countries and stantial sum. At the end of 1951 
the role of capital inflow:- the book value of the accumulated 

. ($million) foreign investment stake in Canada 
1950 1951 had reached $9.4 billions. T h e  

growth and ownership of this invest- ::: :’$; ::$! ment may be summarized as fol- Exports ... 
Imports’ ... 
Deficit ._. 329 524 

Increase in Gold and ($million) 
Net Capital Inflow .._ 1,023 563 ’ FOREIGN INVESTMENT IN CANADA 

1939 1950 1951 
In bo& 1950 and 1951 the lion’s United StilteS ... 4,151 6.565 7.235 

United Kingdom 2.416 1,723 1.772 share of the net capital inflow came Other countries ,,, 286 , 358 ,417 
from the United States, the net in- 
ward movement from this source Total 6,913 8.646 9.424 

being $960 million and $560 million The marked decline in [he United 
respectively. Oil has been the major Kingdom’s investment i n  Canada 
attraction. Of the total flow Of new since 1939 is attributable, of course, 
direct investment from the United the exigencies of wartime finance 
States in the last four years, which which involved a heavy liquidation 
swelled from $67 millions in 1948 of ~ ~ i ~ ~ i ~ ~ ~  external is 
to $84 millions in 1949. $199 mil- noteworthy, however. , [hat British 
lions’ in 1950 and $259 millions last investment i n  [his country has in 
Year* more than half went recent years been gradually building 
into the exploration. development up  from the low point of $1,593 
and refining of petroleum. 

US.$  ... ... 694 39 Held in 

_ _ -  

From Business Review. Bank of Montreal. Moy 22, 1952 ’ 

. 
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millions reached at the end of 1948. 
The $7,235 millions of US.-owned 
investment in Canada at the end of 
1951 comprised $3,900 millions 
directly. placed in industrial enter- 
prises in which a majority of the 
capital is U.S.-owned. The balance 
of $3.335 millions was of a “oon-  

recent growth has been financed by 
external capital, a somewhat larger 
proportion of the total outstanding 
investment in Canadian government 
and industry is internally held. In 
other words, foreign capital played 
a larger role in Canada’s growth in 
orevious oeriods of rauid develoo- 

folio’ nature. being U.S.-ohed ment and the foreign’ investmeh 
minority. holdings of Canadian debt stake in Canada, although rising 
or equities. absolutely in the post-war period, is 

To summarize. while something today relatively smaller than prc- 
like one-seventh of this country’s war. 

Where Counterpart Funds Go 
EVERY country participating in the France and the United Kingdom to- 
European Programme of the Mutual gether received approvals for over 
Security Agency deposits in a special half of this. 
account its own local currency, in The countries of Europe used 
amounts commensurate with the their counterpart funds in the ways 
dollar cost of the aid received. Of shown on the accompanying table. . . -  

USES OF COUXtERPART FUNDS the total amount of such counter- 
pan  funds. 95 pFr cent is available 
for use by the country making the 
deposit. but only after the Mutual Stabilisation 2,252 29 
Security Agency agrees to the Pro- Promotion of Production 4,239 55 
posed use. Military Purposes 143 2 

April 3, 1948-Dec. 31, 1951 , 

Smn. per cent 

The other five Der cent is reserved Other Purposes 1.113 14 
~~ .~ ~~ ~ 

for use by the U h e d  States, to de- 
fray administrative expenses pay- 
able in local currencies, to purchase 
or develop production of strategic 
materials needed for the American 
stockpile. and to carry out informa- 
tion programmes. Up to Decem- 
ber. 1951. 63 per cent of these 
reserved funds went into strategic 
materials. 12 per cent into informa- 
tion services; and the remainder to- 
wards the cost of administration and 
.transfers to the United States 

The only heading under “ Mone. 
tary Stabilisation ** is Debt Retire- 
ment. The headings under “Pro- 
motion of Production” show thal 
the power industries received the 
greater part of the funds. namely 
$1,035 million. Manufacturing, 
Agriculture. Railroads and Mining 
received most of the remainder. The 
“ Other Purposes ” were housing. 
payments to German exporters prior 
to December. 1948, and refugee and 
other social services. 

Treasury. Of the five per cent reserved for 
Up to December, 1951, the M.S.A. United States use, the greater part 

and its forerunner the E.C.A. had went into strategic material buying: 
approved the use of counterpart about one-fifth went into administra. 
funds to a total of $7,147 million. tion and information spending. 

From Monthly Report. Murid Sscuriry Agency. Washington. April 1952 
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1 Path. of Virtue for Australia 

34 1 

By SIR DOUGLAS COPLANLI (Australian National University) 
Ninereen per cenf of Gross National Product is being invested in fixed 1 capital in Australia. Far from being too much, this cm-and must-be 

increased. 

SINCE THE WAR a number of spent on other forms of essential in- 
reasons have made it essential for vestment in the basic industries or in 
Australia to increase its rate of public works. 1 development. First, in the decade At 19 per cent of gross product 

1 of the 1930’s and during the war the (see table) fixed investment is at a 
~ rate, of development was far from high level, perhaps as high as a t  any 
1 satisfactory and left ,an inadequate time in our history. Public invest- 
! supply of deteriorating and ineB- ment has risen from about 30 per 
: cient capital equipment. cent of total fixed investment in the 

I The second reason lies in the first two post-war years mabout 42 
i programme of immigration which’ per cent in 1950-51, not a surprising 
! was embarked on after the war and move in view of the great power 
j has been one of our great post-war projects that are now necessary to 
! achievements. This programme has eliminate shortages and prepare for 
j brought to Australia approximately the increasing demands of a rapidly 
: 600.000 immigrants in the five years expanding population. 

1947. to 1951 and has meant a popu- Public investment has always 
lation growth at the rate of 2.6 per played an important part in Austra- 
cent per annum. lian development and since there is 
’ The attempt made to meet the in- public ownership in such basic in- 
vestment requirements of the dustries as , transport. power and 
economy is perhaps the most com- fuel. its proper maintenance is 
forting feature of the Australian necessary for the expansion and 
economy since the war. We have efficient working of private enter- 
not dissipated our resources in in- prise. 
flation and riotous consumption. No Volume alone is not the only 
doubt we might have pruned down aspect of investment that affects the 
some of the investment with little ill standard of living. There are two 
effect if  we had attempted to curb other factors which have been most 
the “milk-bar” propensit.ies of thc relevant in Aurtra!ia since the war. 
economy, but anything saved on that I .  The level of efficiency in pro- 
account cou!d have been profitably duction: the ektrcmely prosperous 

I 

. AUSTRALIA’S FIXED CAPITAL INVESTMENT 
(Excluding Motor Vehicles) 

1945-46 46-47 47-48 48-49 49-50 50-51 
Investment f m  ... 156 239 300 390 523 693 
As % of Gross National 

Product ... ’ ’ I O  15 15 17 19 19 
’ 

 fro^ nddresr. Sgdmy. .lane 23, 1952, 
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period since the'war and the condi- 
tion of over full employment have 
not been conducive to the efficient 
use of existing capital equipment by 
either management or labour, and 
although accurate figures are not 
available for Australia it would ap- 
pear certain that productivity has 
not advanced in any comparable 
manner to either the United King- 
dom or the United States. 

2. The direction that some' pri- 
vate investment has taken. Instead 
of going into the really basic indus- 
tries on which the efficient function- 
ing of the whole economy depends, 
some of. the investment went into 
the production of luxury goods. 
leaving the economy in a state of 
acute unbalance. This condition is 
likely to be aggravated by import 
restrictions which impair healthy 
competition. 
Contpari.son with Canada 

There is a widespread view that 
the present rate of capital develop- 
ment is over-ambitious, straining our 
resources and causing continued in- 
flation. On this point a comparison 
with Canada is illuminating. I set 
out below the relevant facts of 
Canadian fixed investment in rela- 
tion to Australian experience over 
recent years. both sets of figures ex- 
cluding investment in motor vehicles. 

FIXED CAPITAL INVESTMENT 
AS % OF G.N.P. 

1945-46. ... IQ 14 
1946-47 ... 15 18 
1947-48 ... 15 20 
1948-49 ... 17 21 
i w - m  ... 19 21 

A rrsfralia Canada 

'C DIGEST 

Admittedly, conditions are different 
in Canada, particularly as regards 
the amount of foreign capital com- 
ing in for private investment. 

The second difference is the ad- 
vance in productivity in Canada 
since the war. Compared with 1939 
gross product per head in 1950. 
measured at constant prices. had in- 
creased by over 40 per cent. At the 
same time the expenditure on con- 
sumption per head had increased by 
53 per cent, so that Canada has had 
the benefit of higher living standards, 
in'creased productivity and a great 
expansion of investment. 

In part only is this due to the in- 
flow of capital from abroad, though 
this capital has been a substantial 
factor in the maintenance of such a 
high level of investment. In Aus- 
tralia the increase in gross product 
is about half that of Canada, as is 
the rise in the standard of living. 
Up till this year our investment has 
been supported by a substantial in- 
flow of private capital, perhaps 
f650m. since the war, though some 
of this came in on speculative ac- 
count when it was thought that the 
f A  would be appreciated. 

Our investment was also suppor- 
ted by high export prices. especially 
by the buoyant returns from wool. 
but both these conditions now seem 
to be at  an end; we cannot expect 
as much foreign capital on private 
account in the immediate future and 
returns from wool and exports in 
general are much less, so that wc 
may he hard pressed 'to. obtain the 
imported capital equipment neces- 
sary for our developmental projects. _ _  ._ _ _  

igso-si  .:. is 22 Investment and Employmenf 
I t  will be observed that the pro- In Australia the level of invest- 

portion of gross product devoted to ment and export incomes are !he 
fixed capital investment IS shghtly main determinants of prosperity. 
higher in Canada than in Australia. Export incomes are greatly influ- 
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enced by the world market and to t this extent are out of our control. 
I 6 though even here there is much that 

a government policy can accomplish. 
: However, ,the level.of investment is 
! adjustable and is what we must rely 
j on to. maintain employment. Bu! 

while investment can determine em- / ployment it cannot determine em- 
I ployment at any standard of living: 
L it can only utilise the resources with- 
j in Australia and it is on imports 
i obtained either from the returns of 1 our exports, or by overseas loans. 
l on which our ultimate 'prosperity 

will depend. 
/ .We have resumed foreign bor- 
1 rowing on a limited scale through 
1 the International Bank, and it is now ' hecoining quite clear that we should : have entered this field long before / 1950. It was a mistake to assume 
' that we could sustain a high level of ' investment without our traditional 

support from overseas loans, especi- 
ally as it has not been part of our 
policy to place emphasis on the wn-  
ditions under which private capital 
would come in, namely convertibility 
of currency into dollars, and 
capacity to earn high profits on the 
risk involved. Only now are we ad- 
justing our taxation to eliminate 
double tax on American capital. 

No financial techniques short of 
gross inflationary expedients can 
produce further capital for public or 
private ventures at rates approach- 
ing those operating in the favourable 
circumstances of the immediate 
post-war period. It is significanf 
that many of those who press for a 
higher level of public investment are 
not prepared to accept the conse- 
quences of a higher rate of interest. 
Yet it is a condition of development 
that saving should approximate to 
the level of investment if further in- 
Ration'is to be avoided. It is merely 

the familiar case of attempting to 
have the cake and eat it too; the in- 
vestment market is not accepting 
that view and higher rates of interest 
arc now inevitable. 
Path of Virtue , 

As fo r  increased productivity. this 
is a method of tackling the problem 
on which far too little emphasis is 
laid in Australia. When any new 
demand is placed on the economy 
in.  Australia we tend to think that it 
must mean a reduction in some 
o:her avenue of expenditure, where-' 
as in the United States all national 
plans are made on the assumption 
of an increase in productivity of 2 
per cent to 3 per cent per annum. 
No choice was necessary. both guns 
and butter were possible. 

There is ample scope 'for increas- 
ing output in Australia. Policy 
measures such as directing capital 
and labour into essential industries 
and reducing labour turnover have 
beneficial effects, and there is an 
urgent need for a national study of 
productivity along the lines of what 
is being done in the United King. 
dom. Such measures when com- 
bined with better management and 
co-operation would easily raise out- 
put.5 per cent. 

This is the path of virtue and even 
for this generation it will return divi- 
dends. To cut do? investment 
seriously is to arrest development, 
to suspend the very type of activity 
that makes for higher living stand- 
ards in the long run. Indeed. with- 
out investment the present .standards 
cannot long he maintained for the 
simple reason that the supplies of 
capital goods necessary For an or- 
dered and decent life in a modern 
community will quickly lag behind 
the demand for them. 

It is an illusion that standards can 
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...... ALSO WORTH' READING ..... be maintained by cutting invest- ..The Dilemma." 
ment. Moreo\*er, the measures 1 Summary, National Bank of Australasia 
have suggested would create new Melbourne, May 12. l9SZ. A hopcfu 
confidence abroad in our efforts and ~ : v ; y , , " e ; ~ ~ r ~ ~ ? ~ ~ o n o m y  in Transi, lead to investment from abroad to 
support our own efforts: so that on paper for the Economic Society .of Vic 
all counts the path of virtue is also toria. May 30. 1952. Mimeographed) 
[he path to highcr living standards. "The danger of deflation aPPeak mor1 

real than the danger of inflation." 

by Sir D. Copland (Synopsis of 

Economics of the Suez Canal 
THE ECONOMICS of the Suez Canal 
are closely bound up with the 
economics of Middle East oil. The 
trans-Arabian pipeline, which has 
been used at  full pressure since the 
spring of 1951. has diverted from 
the Canal a large part of the oil 
produced in Saudi Arabia. And 
soon afterwards in mid-1951. the 
cessation of Persian production and 
transport meant that one-third of 
the oil passing through the Canal 
was lost. 

But the rise in cargoes of other 
goods and from other places has 
been very large, partly owing to the 
demands from the rearmament pro- 
grammes of western Europe and 
America. The events in Egypt and 
the Cana! Zone in the last quarter 
of 1951 and during the first months 
of 1952 led only to some delays in 
trans-shipment owing to a reduction 
in the number of daily convoys. 

Works and Repairs 

ening of the Canal by half a metre 
has been prosecuted to the extent 
of a further 20 kilometres of the 
Canal's length. Nearly 14 kilo- 
metres of the banks have been re. 
constructed in stonework,, and re. 
pairs have been carried out in many 
places. There is now going forward 
a study, using a scale model, in 
Paris, on the phenomena arising in 
the Canal from the passage of ship 
ping, the action of the desert winds 
and so on, and the possibility of 
using bituminous compounds on the 
revetements is being explored. 

One Door Shuts, Anorher Opens . . . 
Although the trans-Arabian pipe 

line meant a loss of 14 million tons 
of traffic in oil, and the Persian 
close-down meant an even greater 
loss in traffic. the great increase in 
crude oil production in the countries 
bordering the Persian GulfT-and tbc  
larger volume of refined products 
coming from Eurooe eastwards to 

The execution of the seventh im- take &e place of ihe.lost Persian 
provement programme has contin- products-have been compensatory. 
ued according to plan. Improve- The net tonnage of ships using 
mens to the Hussein Basin and to the Canal during 1951 was 
the fishing port of Port Said are 80,356,000, and the number of 
completed or continuing. and deep- journeys through the Canal was 
From Report and Accounrs. Compognie Universelle du Cnnal Maritime de Surf,  

Paris, June IS, 1952 
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10.2% IO 9.8%. Fourth in the list 
of nationalities is France. which 
has just ousted the Pananiian Re- 
public. ' 

South-North Moverrrent 

other products moving from the 
east to the western countries reflect 
the changing currents of world trade. 
India, Pakistan, Burma and Ceylon 
are exporting more, particularly coal 
and ores. Australia is sending more 
wheat through the Canal. More 
copra and soya .beans are coming 
from the Far East. ' '..I.:- ' . " 

North-Soufh Movement. . " t  
It is in the goods moving from 

north to south (from the Americas 
and Europe to the East and Austra- 
laiia) that the greatest increases in 
tonnages are taking place. From 
1950 to 1951 these tonnages rose by 
43.5%. 

Refined oil products are now at  
a record figure in this direction. 
Fuel oil forms the greater part of 
this movement. of ,which 'Great 
Britain is sending one-third, the 
United States one-quarter, France 
one-sixth and the Caribbean area 
one-seventh. American exports .of 
wheat to India helped to swell the 
figures for cereals. 

Manufactured metals and 'metal 
products, traditionally the chief con- 
stituent of north-south traffic. have 
fallen to third place. and are still 
declining in volume. although the 
movement of machinery is rising 
sufficiently so far to compensate for 
this. 

COLOUR BAR-TO THE TAX-COLLECTOR 
For the ycar ended March 31. 1952. no income tax was paid by 

Southern Rhodesian natives-three were liable, but did not meet their 
obligations. The patives have large numbers of children: the average 
family of those to whom tax forms were smt  was six children, which 
meant that no tax was due until an income of nearly f1.600 was reached. 
Polygamous natives can claim rebates only for the first wife, but thc 
children of all wives rank for allowance. The largest number of ' I  official 
children on record for one (extremely unlikely) taxpayer was 29; his tax- 
free maximum would be f2.700 a year. 

- S o ~ ~ t h e n ~  Rhodesia Newsletter. London. Jtdy 2. 1952. 
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Indian Views of Economic Theory 
Looking at an under-developed country from inside .. 

THE INDIAN ECONOMIC. REVIEW, 
which is to appear twice a year, is 
published by the’ Delhi School of 
Economics, which is a n  autonomot& 
department of Delhi University. and 
this. addition to the family of 
economic journals is very welcome. 
The ’ first number contains three 
articles of compelling interest. to 
students-of the problems of under- 
developed countries. 

Dr. D. R. Gadgil (Gokhale Insti- 
tute, Poona). writes on the “Pre- 
conditions of Economic Develop- 
ment ’’ with particular emphasis on 
India. Many practices. attitudes or 
institutions may militate against an 
accelerated pace of development, he 
says: There is a whole series of 
taboos: certain products, certain 
occupations, may rank low in the 
social spectrum: caste and religious 
barriers may exist which increase 
the percentage of the non-working 
population. 

Other obstacles arise out of tradi- 
tional modes of life fixed through 
generations of static economic con- 
ditions. “The  business of the 
family farm or of domestic industry 
does riot require that punctuality in 
hours of work or regularity of atten- 
tion and attendance which is re- 
quired of a machine operator.” The 
evolution’ of factory discipline is a 
difficult.and long process. 

Attitudes of mind are more 
deeply -rooted than sanitary habits 
and modes of. clothing, and are 
more difficult. to change. Also, agri- 

8 

From Indian Economic Review. Vol. 1. 

cultural communities living at sub. 
sistence level are unaccustomed to 
a monetary economy: the response 
to fluctuations of the modern market 
might be very slow.’ 

This enumeration of obstacles in 
the way of rapid development 
would appear to make the problem 
almost hopeless, but. the difficulties. 
says Dr. Gadgil, can be overesti- 
mated. ’ However deeply rooted 
some of the customs and institutions 
may appear to be, they can be re- 
moved. In particular, the wave of 
nationalism sweeping south-east 
Asia is a help.. not a hindrance, in 
educating the masses and eradicat. 
ing their prejudices. This was partly 
the story of Meiji- Japan, and of 
post-1918 Russia. 
Ri.srks of Investment 

B. R. Kishore (Delhi School of. 
Economics) writes on the ‘‘ Risk of 
Investment in Corporate Ventures in 
India”. He takes the figures for 
losses of capital as given in bank- 
ruptcy and winding-up statistics. and 
these, expressed as a percentage of 
total capital at risk, added to the 
average yield on Government securi. 
ties. gives the “ economic rate of re. 
turn” on investment. The results 
show a marked lowering of risk 
since the 1920’s: from 1922 to 1930 , 
the economic rate was 8.59%, in j 
the 1930’s it was 7.42%. and in the ~ 

period 1938-46 it was 4.8%. I 
He also finds that the-lag between j 

high activity in the new issue market ’ 
I .. , 

No. 1.. Delhi, Annrol  Subscription 15s. 
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j in India and heavy liquidations is 
; about six years, giving'a kind of 
I trade cycle index. The. causes of 

failure are not sufficiently docu- ! mented to allow of a pure analysis. 
' but in Bengal alone, the greater part 
1 of companies fail owing to causes 
~ other @an business losses: This 
1 points to the importance of personal 

factors in business promotion; the 
new issue market itself and the cus- 
toms, and institutions allied to it 

I need a great deal of improvement. 
; Faults are stifling the growth of the 
I joint-stock company form of organi- 
~ sation which has become indispen- 

sable under modem conditions of ' ! private enterprise. 
,, . K&nes on the Curpet 
I Dr. V. K. R. V. Rao (Director of 

:he Delhi School of Economics). 
writing on '' Investment. Income and 
the Multiplier in an Under- 
developed Economy *', seeks to. ap- 
DIY Keynesian economics to the 
Indian scene, and finds that the 
multiplier which forms the keystone 
of Keynes's theory will probably 
have a negligible effect on consump- 
tion and production. 

The marginal propensity to con-- 
sunie in an under-developed country 
is likely to be not far short of unity, 
and therefore the multiplier (the 
additional "work '* that money 
pumped into. the system will do 
when it is spent) should be very 
strong. But the writer, warns 
against. an unintelligent application 
h o t  on Keynes's part) of this theory. 
Deficit financing and created money 
have figured in nearly all the plans 
for economic development of India. 

on the assumption that. what .is.re- 
quired is an increase in the pur- 
chasing power of the people. 

"In the case of a country like 
India the secondary, tertiary and 
other increases in income. output 
and employment visualised by the 
multiplier principle do not follow. 
even though the multiplier should 
function in a vigorous fashion. v i s  
is because the consumption goods 
industries to which the increased de- 
mand is directed are not in a posi- 
tion to expand output and offer ad- 
ditional employment." And this is 
because the most. important con- 
sumption goods industry is agricul- 
ture, where the supply is notoriously 
inelastic. As agricultur@s are 
themselves the producers of their 
own food, the increase that follows 
in the consumption of foodgrains 
after a " pump-priming". of pur- 
chasing power leads to a reduction 
in the marketable surplus of these 
grains. (See Economic Digest, July. 
p. 316. where T. N. Ramaswamy 
makes a similar point.) The result 
is more likely to be a rise in the 
price of food than an increase in the' 
use of the factors of production.: 

Dr. Rao concludes by saying that 
taking Keynesian economics on their 
face value. the Indian economy is 
'acting' as if it were fully employed. 
Deficit financing and the disregard 
for thrift which are the roots of the 
Keynesian policy, do not apply to 
an under-developed country. "The 
policy that holds good.for an under- 
developed country is more o n  the 
lines formulated by the classical 
economists." .. 

~ 

YOUR QUESTIONS ANSWERED 
SEE INSIDE FRONT COVER 
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DIGEST BOOK REVIEW 

. I  . .  . .  - 1  

. .  . . Ten Great Economists. . . . .  . , 

'By JOSEPH A. SCHUMPE~ER . . .  
... . .  

NOT ALL,EFYS in this collection 
aFe. of e.qua1 value. for the feason 
that they were written fai'apart in 
time, 'md some par!ook more of the 
obituaries of men than critiques of 
their writings, and the shortcomings 
of obituaries are manifest. But we 
have no hesitation in recommending 
this book to the general or the 
specialised reader, or to the student. 
I t  is a fitting monument to Schum- 
peter himself., and the title might 
well have read: "Eleven Great 
Economists ". 

The keyword to SchuniDeter:s' 
criticism & "balance". Hd sees 
economic writings as a whole. as a 
continuiyg thread; he never loses 
sight of the wood of economics for 
the trees of institutions: he con- 
temns not econometrists; nor does 
he contemn those economists who 
themselves contemn econometrists. 

Nowhere is this balance better 
shown than in the first essay, which 
deals with Marx. I t - i s  one of the 
problems of the time -that whereas 
other economists created schools, 
Marx (and his 'commentators) 
created a religion. The Marxist has 
an obvious answer to this problem, 
but the disadvantage at which the 
Marxist stands is patent: any faith 
automatically creates its equal and 
opposite faith, which may not ad- 
dress itself to the same terms as the 
original. The result is that whereas 
the Ricardian theory of value is 
criticised in terms of amused patron- , 

age or of syqpathetic but clear-eyed 
analysis, the Marxist theory of 
value is commented on as Moses 
and all the prophets (to borrow a 
Marxian phrase) or as Beelzebub 
and the Clappers of Hell. 

Bearing in mind that Schumpeter 
is regarded as the ardent 'exponent 
of capitalist economics,'let us with 
his help see where Marx .fits into 
economic history. for Marx like 
ordinary men was not the result of 
a virgin birth: - 
On Macx 

" M a x  was a ouoil' of Ricardo. 
He a!ways used RicarddIs to~ l s .  He 
fell in with the, ordinary run of the 
theorists of his own and. also of a 
later epoch by making.a theory of 
value the cornerstone of his theoreti: 
cal structure. and his theory is the 
Ricardian 'one. Both say that the 
value of, every commodity is (in 
perFect equilibrium) proportional to 
the quantity of labour contained in 
the commodity. Both measure this 
quantity in hours of work and use 
the same method in order to reduce 
different qualities of work to a 
single .standard. Neither has any- 
thing useful to say about monopoly. 
Both .answer critics by the same 
arguments. . 

".Everybody knows. that this 
theory is unsatisfactory. But for 
economics as a positive science, it 
is more important to ask how thz 
labour theory of value works as a 

" T e i  Great Eco"omisrs". by Jose h A Scharnpter. George Allen and Unwin. L~"L. im. 21s. 
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! tool of analysis, and the real trouble 
with it is that it does so very badly. 
It does not work at all outside per- 
fect competition; even in perfect 
competition it never works smoothly 
except if labour is the only factor 
of production and if labour is all of 
one kind. 

“The  theory that replaced it- 
ihe theory of marginal utility-may 
claim superiority on many counts. 
but the real argument for it is that 
it is much more general and applies 
equally well to cases of monopoly 
and imperfect competition, and to 
the presence of other factors and of 
labour of many different kinds and 
qualities. But it is incorrect to call 
the4abour theory of value ‘ wrong ’. 
In any case it is dead and buried.” 

Our quotations so far might give 
the impression that Schumpeter in- 
tends to demolish Marxian theory 
completely: this he does not do. 
“ Marx,” he says, “ saw the process 
of industrial change in capitalist 
society more clearly and he realised 
its pivotal importance more fully 
.than any other economist of his 
time. This does not mean that he 
correctly understood .its nature or 
correctly analysed its mechanism. 
With him, that mechanism resolves 
itself into mere mechanics of.masses 
of capital. . . . But the mere vision 
of the process was suficient for 
many of the purposes Marx had in 
mind.” 

We think -that this is in itself a 
fundamental “ mechanism ” . - 
namely, that it is the enthusiasts 
who build their structures and gloss 
over the cracks with eristic (lies, .if 
you like) that are most successful 
in bringing problems lo the atten- 
tion of the world. The “use”  of 
enthusiasts is just this: the very re- 
sistance, criticism and name-calling 

that they bring out are steps towards 
further enquiry. Had there not 
been a Marx, it would bave been 
necessary to invent him for the in- 
scrutable ‘‘ purposes ” of science. 

We have quoted at length from 
what is only a part of the book, in 
order to show that Schumpeter &.so 
good to read in that he does not 
assume too much in the reader. 
Unfortunately, this leaves us with 
only a small space to devote to the 
other giants which are the subject 
0: o!her chapters. 
On Wnlros 

“The  whole of pure economics 
rests with Walras on the two condi- 
tions that every economic unit wants 
to maximise utility and that demand 
for every good equals supply. To 
find exact forms for the phenomena 
whose interdependence is given us 
by experience, to reduce these 
forms to, and derive them from. 
each other-this is what the phy- 
sicists do, and this is what Walras 
did. And Walras did it in a new 
field which could not draw on cen- 
turies of preparatory work.” 
On Menger 

‘‘ Menger’s theory of value, price 
and distribution is the best we have 
up to now.” This was written in 
1921. The essay on Menger in- 
cludes a pocket history of economic 
theory from 170O-l900. 
On Marhall 

“ He did not wish to frighten lay- 
men. He wanted-strange ambi- 
t i o n ! - ~ ~  be read by business men. 
And yet practically all the most use- 
ful geometrical illustrations used in 
classroom teaching we owe to Mar- 
shall.” Marshall was the architect 
of economic statics, and discovered 
“ a  whole Copernican system by 
which all the elements of the 
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economic universe are kept in their 
places by mutual counterpoise and 
interaction. He devised those handy 
tools everyone knows, such as sub- 
stitution; the elasticity ,coefficient, 
consumers’ surplus, quasi-rent, in- 
ternal .and external economies, the 
representative firm. prime and 
supplementary cost,’ and the long 
and the short run.” 

The essay on Marshall is the 
most glowing. and the impression 
left in the reader is that of an 
economist really great, universal. 
and yet one who “clothed his ana- 
lytical skeleton in the flesh and skin 
which his observation of business 
facts found it easy .to assemble.” 
On Eohni-Bawerk , 

“ H e  gave us an all-embracing 
theory of . . . interest, of the net 
return to capital. the most difficult 
and the most important in econo- 
mics; Its importance stems from 
the fact that nearly all of our insight 
into. and our whole attitude towards 
the nature and. meaning of capital- 
ism depend- on our view of the 
meaning and function of interest 
and profit. His name has been in- 
separably joined to the theory of 
marginal utility. which will perish 
only with our science.” 

This essay is the more interesting 
since it contains what we might call 
Schumpeter‘s. own ‘‘ Critique of 
Pure Theory ”. 
On Keynes 

The nearest thing to harsh criti- 
cism to be met with in this book is 
directed towards Keynes. Keynes 
is accused of work which betrays 
hurried writing and sketchy analysis. 
“The  General Theory is imple- 
mented by means of three schedule 
concepts : the consumption func- 
tion, the efficiency-of-capital func- 
tion, and the .liquidity-preference 
function. These together with the 

given wage-unit and the equally 
given quantity of money ‘determine’ 
income and ipso facto employment 
(if and so far as .  the latter is 
uniquely determined by the former). 
the great dependent variables to be 
‘ explained ’. What a cordon bleu to 
make such a sauce out of such 
scanty material ! ” This sentence 
could read, of course, as admiration 
rather than accusation, but Schum- 
peter insists that in calling the 
theory a ‘ I  general *’ one Keynes was 
claiming a great deal more for it 
than it can comfortably sustain. 

“ Professor Hicks was correct.” 
he says, “ i n  calling Keynes’s 
economics the economics of depres- 
sion.” Indeed. others have gone 
farther since then (1946) in reduc- 
ing Keynes’s work to the stature of. 
a suggestive description’of one parti- 
cular depression. 

Be that as it may, Schumpeter 
does not lose sight of the fact that 
“before the appearance of the 
General Theory. economics. had 
been growing increasingly complex 
and increasingly incapable of giving 
straightforward answers lo straight. 
forward questions. The General 
Theory seemed to, reduce it once 
more to simplicity, and to enable 
the economist once more to give 
simple advice that everybody 
understands. Even here the sharp 
eyed reader will not miss the modal 
verb .“ seemed ”. 
Etcefera 

The remaining four of the ten 
giants are Taussig, Irving Fisher. 
Pareto and Wesley Mitchell. The 
essay on Pareto is perhaps the least 
happy of all. the essay on Wesley 
Mitchell deserves to be read parti- i 
cularly in Britain, where Mitchell’s 
place in theory is not well known. j 
There are short appendices on G. E ~ 

Knapp. Wieser:and Bortkiewicz. j 
A.B.C. i - I 
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How to Dodge Exchange Control 

By A. H. VON KLEMPERER 

Markets exist for under-the-counter currencies of every shode from 
off-white to black 

MOST FOREIGN. payments in the 
United States are effected along 
'' traditional " lines in whatever 
manner experience has proved 
most practical for the type of 
merchandise or transaction--cable 
transfers, air or surface mail trans- 
fers or bank drafts. 

But a number of non-traditional 
practices have developed in recent 
gears as a result of the trade and 
payments restrictions established 
by other governments. These prac- 
tices account for only a small part 
of total US. foreign payments. 

* . '  
(most prominently), German '' off- 
set" marks and dollars, various I .  Comrnodity Switching 

Here goods Purchased with a types. of Belgian francs, Canadian 
soft currency ostensibly for a given 6' special arrangement 79 dollars, 
market are trans-shipped to the certain types of French Irancs and 
United States for dollars. This Dutch guilders. 6' Cheap " .  sterling 
type of transaction has these ad- (i.e., sterling offered to dollar 
vantages for the -Purchasers and countries at heavy discounts) has 
the middlemen: The U.S. importer been to pay U.S. expofierJ 
obtains .his goods more cheaply, where conntrien have been sufferins 

handsome profit. The broker who 
has brought together the middleman 
and the US. importer receives a 
liberal commission which, in the 
case of transferable and bilateral 
sterling amounted to as much as five 
cents per f in the early days of 
switching. 

Commodity switching deals can 
be very complicated, as many as 
four or five countries being involved. 
But they all have this in common- 
they arise from regulations restrict- 
ing the convertibility of certain cur- 
rencies into hard currencies. 

Currencies involved include bi- 
lateral and transferable sterling 

- ~~~~~ 

since his payment in dollars to the 
middleman will .be at a rate which 

from an extreme lack of dollars. 

remesents a discount on the oficial * 
ddllar/soft-currency rate. The 
middleman succeeds in convertink! a 2. Market 
soft currency into a hard one whkh Black Market payments received 
can in turn be converted into by Americans through transfers out- 
domestic currency at a premium on side regular banking channels are 
the black market, or used to buy usually the result of the liquidation 
American goods to be resold at a of capital abroad, i.e., the conver- 

From '' Foreign Payments Prarricts in rhe United Srorrs". 
lnrernariorial Moncrory Fund Slag Paper. Washington. April I992 
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sion of foreign balances which could 
not otherwise be transferred. Similar 
payments made front the United 
States reflect the reluctance of 
Americans to make foreign transfers 
at the official rates. 

Technically, these black market 
transfers are generally effected in 
this manner: The American turns 
over dollars to an exchange dealer 
in, say. New York, who in turn 
credits these dollars to his “con- 
tact” abroad. The latter pays the 
domestic currency, equivalent to the 
beneficiary through normal chan- 
nels. Because of the risk of detec- 
tion by the authorities, cash pay- 
ments arc usually preferred and 
command a premium. All pay- 
ments are made at a rate below the 
official rate and attractive to the 

’ dollar-payer. The foreign contact 
can pay this rate because he can 
dispose of the dollar credit at a 
premium in his home country, such 
credits being not available legally. 

Since 1945. the black market has 
been extensively used for payments 
to France, Italy, Greece, Austria 
and Germany, and payments to al- 
most every country in the world can 
he made through it. 

.A variation of this kind of trans- 
fer is the growing practice of pur- 
chasing foreign hank notes in 
America and posting them to friends 
abroad. Since it is illegal lo re- 
import these notes (which have 

’ often been smuggled out in the first 
place) the American can obtain 
them at a discount. The payer 
rarely worries about (and often is 
not aware of) the fact that his re- 
mittance , contravenes the postal 
regulations as well as the foreign 
country’s currency control. T ~ G  
demand for bank notes for this kind 
of operation forms an important 
part of the New York hank note 
market. 

Again, the quotations a; a dis- 
count are a result of restrictions in 
the foreign country. Before ex- 
change control, hank note rates 
varied from parity by only the 
amount of the shipping charges and 
dealers’ profit margins. 

* 
3. Sliare Swirctring 

Arbitrage in international securi- 
ties is not new. but it has taken on 
new forms because o f ’  rest+tions 
abroad on the export or import of 
securities. US.. holders of British 
securities, for instance, cannot sell 
them in Britain and repatriate the 
proceeds at the official rate; they 
may, however, sell them to ,other 
Americans against dollars. Because 
he is unable to convert the foreign 
currency proceeds at a  legal^ rate, 
the American buyer will expect to 
obtain them at a discount. There 
exists an active market in British 
securities in America, and the rate 
at which these “switch” or 
“securities ” sterling deals are car- ; 
ried out is established as follows: 
A security which would be sold in 
London against inconvertible sterl. 
ing for. say. f 100 is bought by one ’ 
American from another for $230. ~ 

The rate for. switch sterling would ~ 

be $2.30 to the f .  
* 

4. Tradinfi in Blocked Balances ’ 
Dealings in blocked balances , 

were practised even before World I 
War 11. particularly in the various ~ 

types of German mark. Since the I 

war. this’ kind of activity. has not ! 
been very important, except in con. ; 
nection with commodity switching. ~ 

In March 1951, a market developed 
in New York in the new German; 
mark when regulations permitted 
transfer of such balances between 
foreigners. Rates for these dealings! 
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have been considerably below par. 
Recently there has also been a mar- 
ket for certain French and Italian 
blocked balances accumulated 
largely from the sa!e of capital 
assets. * 
5. Twilight Exchange Marker 

A special exchange market has 
developed in America to accommo- 
date the transactions described 
above. For security arbitrage the 
market is largely made by stock- 
brokers and security dealers. 

A number of these houses are 
also engaged in exchange dealings 
for certain kinds of commodity 
switches, because they believe that, 
despite- the illegality according to 
foreign laws, these are legal under 

, .  

U.S. law,. and that brokers are 
merely acting as intermediaries who 
receive a commission for bringing 
the two parties together. 

The commercial banks have shied 
away from any of these transactions 
(except for certain blocked balance 
deals which are legal on both sides) 
because they are fearful of having 
their names mentioned in connection 
with a transaction violating the laws 
of any country. * 

Footnote: Pick's World Currency 
Report mentions, as at April 30. 
1952, three different rates of 
sterling: Transferable at $2.535 to 
the f. Security at $2.44, and Resi- 
dential at $2.455. See also Economic 
Digest. May 1952, p. 194. 

UNITED NATIONS BUDGET: THE FIGURES 
At the Sixth Session of the United Nations in Paris, thc proportions 

of the 1952 U.N. expenses to be paid by the various members were as 
' follows:- 

Briroin nnd rhe Common~~~eulth : Ressin and Sarel1irc.r : 
DI 0, 

United Kingdom 
Canada . . . . . . . . .  
Australia . . . . . .  
N. Zealand . . . . . .  
India . . . . . . . . .  
Pakistan ... ... 
Union oi South Airica ... 
Total 

Unired Stnres: 
U S A .  ... 
Cuba .._ 
Philippines 

Total 

... 

... 

... 

... 

I l66  
3.35 
1.77 

S O  
3.53 
.79 
.90 

U.S.S.R. ... 
Ukraine ... 
Poland 
Czechoslovakia 
Byelorussia 

Total 

... 

... 

... 

... 

... 

... 

... 9% 

... 1.30 

... 1.36 

... 1.05 

... 0.34 

... 13.90 
- 

- - 
21.40 China . . . . . . . . .  5.75 

... 36.90 

... 0.33 

... 0.29 

37.52 

France . . . . . . . . .  5.75 
Bclgium . . . . . . . . .  1.35 
Holland . . . . . . . . .  1.27 
Sweden . . . . . . . . .  1.73 
Yugoslavia .43 
All South American cou&es 4.81 

- 
Notes: 1. A number of non-member slates who have signed the agree- 
menls relating to narcotic drugs also share a very small part of the 
expenses relating to those agreements. Inter alia, they are Western 

' Germany. Italy, Japan and Switzerland. 
2. The total budget for 1952 is $48,096.780. as against 548.925.500 

for 1951 aclual after supplementary estimaler. The General Assembly 
.- is estimated 10 cost about $1,500,000, official records and publications about 

$1.600.000, investigalions and enquiries about $5.500,000. The largest 
sums are: Headquarters at New York $28,130,000, Office ai  Geneva 
164.840.000. technical programmes and economic commissions 53.100.000 
(except E.C.E.). Under I' Hospilalily there is the figure of 120.000). 
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Pakistan Needs Help 
THE WORLD BANK has lent $3) 

million to, Pakistan to help reclaim 
waste land in the Punjab. This is 
additional to the loan of $27 million 
in March, 1952, for railway recon- 
struction. The land to be reclaimed 
is some 660.000 acres in the Thal 
desert lying between the Indus and 
Jhelum rivers. Irrigation canals are 
already dug. and the new loan will 
be applied to the purchase of farm 
and ditching machinery. 

The project will take about five 
years. Cleared land will be divided 
into S a c r e  lots for one family. 
Some 44,000 families. mostly re- 
fugees, will be settled on the farm 
land and a further 10,000 families in 
the market-towns being founded. 

The soil is favourable for the 
growing of wheat, sugar and cotton. 
and the climate is such that two 
crops a year are possible. As a re- 
sult of the new farms and new 
towns. the national income is ex- 
pected’to increase by $21 million a 
year. 

Agriculture is the basis of Pakis- 
tan’s economy-over 80 per cent of 
the population is engaged in it, and 
nearly all Pakistan’s exports are 
agricultural (raw cotton and raw 
jute make up over 80 per cent). The 
population is growing at the rate of 
900,000 a year at present and the 
food problem is intense. 

DIGEST 

The. foreign trade situation looks 
grim. Owing to declining sales, wool 
duties and export taxes have had to 
be abolished. A “ Boor-price ” 
programme for jute is in operation, 
but criticism of it is forthcoming 
both from the big banks and from 
the small trader. Trade with India 
has dwindled, and there are rumours 
that the Pakistani rupee, which 
stood out against the 1949 devalua- 
tions. may have to be devalued after 
all. 
“Pakistan.” London. lune 17. 1952. and 
Eastern Economisr. New Delhi, lune 13. 

1952. 

Sweden Gets Out of 
the Wood 

THE SWEDISH economy appears to 
be well on the way to stability now, 
after a prolonged bout of inflation. 
True, there are heavy wage claims 
on the cards for this year, and some 
fears are expressed for Sweden’s ex- 
ports. But the worst of the adjust- 
ments are believed to be over. 

Early in 1951. some government 
subsidies were abolished, and at  the 
same time the wage-freeze was taken 
off. The result was to raise the 
wage-level and the cost of living 
equally by about 20 per cent. This 
rise was not however a sudden 
phenomenon-it was the accelerated 
continuation of rises during the pre- 
vious year. 

During the second half of 1951. 
buyers’ resistance began to make it- 
self felt in Britain and the U.S.A.- 
textiles, footwear and furniture. The 
terms of trade turned in favour of 
the country. and stocks of imports 
were built up to a safer level than 
they had been. Foreign trade has 
been the most decisive factor in 
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I Sweden's 'recovery: the average ex- 
! port price level rose 58 per cent 

above that of 1950 and ipports rose ; only 29 per cent in price. The 
! volume of exports rose 2 per cent, 
1 bat of imports 17 per cent. The 
1 net result has been a surplus in the ' balance of trade, instead of a deficit 1 which had persisted since 1946. 
1 Over half of Sweden's exports are 
I of timber. pulp and paper. and it is 
i in these that price increases were 
~ most marked. Sweden's shipping 
i earnings increased phenomenally, 

too. showing a net revenue of Kr.950 
million. 
Sa~rdish-l,,iernarional Priss Burma. 

Slockhoh, Mqv-lune, 1952. 
-__ 

i 

~ Malta Lives on Defence 
MALTA is in the grip of an econo- 

mic and social .crisis of disturbing 
proportions. 

Summarized in its briefest form. 
the crisis consists in too many 
people trying to live off resources 
that are too few and that cannot 
be substantially increased. This 
formula applies, no doubt.. with 
greater or less degree. to many 
places in the Empire, but nowhere 
with such force as in Malta. 

The colony produces practically 
nothing except a little food, some 
handmade lace, and any amount of 
building stone. Most of the neces- 
sities of life it has to import; and 
being in the position of one who 
takes in.without giving out. it is at 
the mercy of rising world prices. The 
population is about 315.000 with a 
net annual increase of some 8,000 
which emigration. vigorously pur- 
sued as a policy since the war. does 
not seem to succeed in'compensat- 
ing. 

There is. it  is true. one other in- 
dustry. represented by the money 
spent by the United .Kingdom in 
maintaining its naval, military and 
air establishments. In fact. with 
about 13,000 men in the dockyard, 

.the Admiralty is the colony's largest 
employer. But this, as the Maltese 
are quick to point out. is an unpre- 
dictable and unsatisfactory trade on 
which to depend for a livelihood. 

It means that for strategic. econo- 
mic or other unforeseeable reasons 
decisions could be taken in London 
which overnight could change for 
the worse the whole Maltese situa- 
tion. The dockyard now employs 
in fact more men than it did before 
the war. and with the coming and 
going of the Allied ships engaged in 
N.A.T.O. training exercises in the 
Mediterranean, the Grand Harbour 
is a scene of constant activity. But 
that does not alter the fact that de- 
fence forms a shaky foundation for 
the economy of an overcrowded 
island. 

The Tinm Review of the. Rririrh 
Coloriies, Samwwr, 1952. 

Germany Must Import 
More 

WITH the change-over to a buyers' 
market, the problems of German 
foreign trade have radically altered. 
She tends to show higher export 
balances (except vis-d-vi.y the dollar 
area) because of 'slackening 'imports. 
not only from her E.P.U. partners 
but also from the Sterling Area and 
Latin America. But export difficul- 
ties must follow these import diffi- 
culties. Although the balance' of 
trade need not always be cancelled 
out by other items in the balance of 
payments (debt services, transport 
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payments, etc.) nevertheless her ex- 
port balance is increased by such 
items, and it is obvious that Ger- 
many does not import enough. 

Only .with the dollar area has 
Germany got an import balance; 
were her foreign trade a composite ' 
whole, this import surplus could be 
offset against soft-currency export 
sumluses. Until convertibility comes 

difficulty arises chat in some cases 
imports will have to be increased 
from markets in which prices are 
higher than in the dollar area. 
Handelsblorr. Diisscldorf. lune 23, 1952. 

this is not possible. So Germany 
must import from the soft-currency 
areas. unless she wants to see her - 

SNAPSHOTS 

A project to lay a crossChannel cable 
between Britain and France to carry 
clectric power either way is being spoken 
of. Advantages are : daily peak loads in 
the two countries are an hour apart and 
could be dove-tailed "; and seasonal 
loads on hydro-electric and . thermal 
stations differ-Britain's thermal stations 
could takc pan  of France's load in the 
summer w IIC the head of water is 

up on the Continent. 
and when consumption rises in the win- 
ter, France's hydro stations could relieve 
the British steam-generators. 

Coal exports from BRITAIN are ris- 
ing: up to the middle of June! 1952, the 
yearly rate of export was 9 million tons, 
compared with a yearly rate in the same 
period of 1951 of 6 million tons. Actual 
tonnages werc: 1950 13.5 million tons. 
1951 7.8 million tons. against a 1938 ton- 
nage of 35.8 million. 

Every one-cent fall in the price of 
natural rubber means a loss to 
MALAYA of $12 million in gross 
national income. and of $2 -million in 
revenue from export taxes. From March, 
1951, to March, 1952. the price fell some 
43 cents. 

SOUTH AFRICA is now prcdomin- 
antly a manufacturing nation. Latest 
national income figures show that where- 
as agriculture made up 18%, manufac- 
turing contributed 24%. The gold-min- 
ing industry contributed I I z ,  other 
metals and minerals 4%. 

allowed to 9' build . 

export industries' wrecked on ' the 
currency rocks. 

Germany has  reached a $200 mil- 
lion export surplus with her E.P.U. 
partners. Will she resort to special 
liberalisation of trade with the 
Union's members and with the cur- 
rency areas that go with them? T h e  

The question of foreign investment in 
the.oil industry of BR+L has reache! 
an impasse. Vocal oplnion mthin B m l  
says that foreign investment brings poli- 
tical strings, and must be avoided. OthcrP 
say that the threat of nationalisation 
would look after that. Not so vocal, 
but equally firm, opinion outside Brazil 
says that investment in such countries 
IS such a bad risk that 11 is not worth an. 
derlaking So despite the fact that no 
011 will  come out of Brazil without either 
foreign lending o r  swingeing forced MV- 
in6 by taxation, both borrowers and lea- 
ders are saying '' no." 

The Schuman Plan has now k e n  rati- 
fied by its six member nations: Italy, 
France, Wcst Germany, Belgium, Nether- 
lands and Luxembourg. Last to ratrfy 
was Italy, on June 16, 1952. 

TURKEY is becoming more of an 
agricultural nation again. Of its 1951 
national income of $3,250 million, apri. 
culture is calculated to have taken 59%, 
instead of 55% the previous year. 

The Volga-Don Canal, 63 miles long, 
uniting 18.700 miles of waterways in the 
Volga Basin and 8,000 miles in the Don 
and Dnicpzr basins, is complete and 
Moscow is now a " part '' connected aitb 
the Baltic and the Caspian direct. Con- 
nected with the canal is a giant hydre 
electric station at Tsimlyansk with a 
capacity of 160.000 KW. 
Sotirccs include: Financial Times, Lon- 
don: Emrcm Econonrisr. New Delhi: 
Bunk of London and Sorrrh Antericn: 
News from Turkey, London: Mi& 
Journal.. London: The Economist. Lon- 
dan. 
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Cornmoilwealth Production Cannot Save Dollars 

Searching the Colonies for dollar-savers offers no long-term solution 

PRODUCERS must have confidence 
in the demand for their products 
over a sufficiently long period of 
time. What reasons are there for 
believing that there i s  a long-term 
market for greatly expanded pro- 
duction in the countries of the Com- 
monwealth and Sterling Area? 

The United Kingdom is an ob- 
vious outlet, particularly for those 
products which it has at present to 
import from the dollar countries. 
The ten most important of these 
are : - 
Wheat & flour 64% Tobacco 60% 
Raw sugar 4376 Crude oil 30% 
Sawn softwood 27% Raw cotton 29%. 
Unwro’t copper 3 1 %  Aluminium 78% 
Woodpulp 13% Maize ,2076 

The percentages given above are 
of Britain’s total requirements, of 
those products. which come from 
the’ dollar area. . .  

Britain could be a large market 
for sterling grain. But the areas in 
the Commonwealth where it could 
be grown’are limited. Sugar produc- 
tion’is already being expanded to 
what is considered to be its econo- 
mic limit. The possibilities of sub- 
stituting Empire Virginia - type 
tobacco for American are also 
limited until the British smoker be- 
comes less fastidious and acquires a 
new taste. . 

Zinc production could be de- 
veloped to replace dollar supplies. 
provided that smelting and refining 
capacity were also increased. Elec- 
trolytic refining of copper is being 
increased and soon the Common- 

wealth will supply most of its own 
needs. Alrmiinirrni is to be produced 
on the Gold Coast, but there is little 
or no scope for developing the pro- 
duction of nickel or molybdenum or 
indeed of elemental sulphur, though 
pyrites sulphur is being produced in 
Cyprus. 

Production of American type 
cotton could be increased at con- 
siderable expense and trouble. But 
the scope for either softwood or 
pulpwood is limited. The Sterling 
Area possesses large reserves of 
crude oil, but it still lacks adequate 
refining capacity. 

There is a market in Britain for 
a number of primary products to 
replace those from the dollar area. 
But nobody would suggest that such 
a market is necessarily a long-term 
one. It exisis at the moment be- 
cause the dollar shortage prevents 
the convertibility of sterling. 

If the United States were to im- 
part raw materials on a large scale. 
or if it were to become a large over- 
seas lender. the dollar shortage 
would diminish. the range of con- 
vertibility would increase. and the 
protected market in Britain for the 
increased Commonwealth produc- 
tion would contract. 

Development as part of an autar- 
kic policy could in the end lead only 
to a reduced standard of living and 
a contracting economy, as events 
have shown quite conclusively both 
in recent times and during past cen- 
turies. This is also assuming the 

From ‘‘ Cot,irnonivealrh Dcvclopnienr-11. Long-Term h4~~rkcr.s.” 
Ecoiiomirr. London. lime 14. 1952 
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Commonwealth as a whole would from the, Commonwealth. A qua- 
tolerate such a policy. tioner asked whether. therefore, 

about half the tobacco in sotalled 
Smokenote: The President of the Virginia cigarettes did. not wmc 

Board of Trade said .in the House from Virginia. The President parried 
of Commons recently that 42 per this question. but the inference is 
cent of the tobacco retained , in that the British smokers' taste is; at 
Britain for home consumption was least in part. changing willy nilly., 

. .  

Capital for the . Commonwealth 

Capital was never so much wanted-never so much contemned 

SINCE THE WAR the word capital has 
fallen into disrepute, its mere men- 
tion conjuring up into some. people's 
minds-particularly in the under- 
developed countries-the spectres of 
oppression, social injustice and even 
poverty. It is. one of the paradoxes 
of the 'modem world that no pre- 
vious generation' has made such 
demands upon capital, and yet no 
previous generation has been so 
contemptuous of capital and its 
providers., 

Those who believe in the develop- 
ment of the Commonwealth cannot 
be forced to love capitalists, but it 
is compulsory for them to cherish 
capital. 

It is not. easy to name a figure 
for the capital requirements of the 
Commonwealth and .sterling area. 
The Colombo Plan alone will re- 
quire €1,084 million of outside 
'finance over a period of six years. 
The cost of colonial development is 
at least fSOO million over a period 
not much longer. These figures em- 
brace only the relatively large .pro- 
jects: there will have to be a mass 

of.smaller ones if development is to 
be well rounded. 

. 'The lowest figure that can s?fely 
be put on the capital requirements 
of the, whole Commonwealth must 
'be. about Urn, million a year, and 
may. be much more. No govern- 
menel corporations, British, inter- 
Commonwealth or international. are 
going to find as much as that. . . 

Capital is Where You Save It 
national . savings ' in 

Britain, with the element of pure 
inventory appreciation removed 
from them, are totally inadequate to 
provide anything like f500 million 
a year. Saving is a dying art in 
Britain. and without either a very 
large relaxation of'taxation on the 
rich, or a sharp reduction in the 
demands of the poor for a high level 
of consumption, it is hard to see 
how the total of savings can be ex. 
pected to increase. . 

London has continued to perform 
its function of provider' of 'long 
term capital for the Commonwealth. 
but it has done so only at'the cost 

Genuine 

From '' Conttnonweolth Development-IV. The Quesfion of Capital:' 
Econom'sf. London. Iunc 28. 1952 



CAPITAL FOR THE.COMMONWEALTH 359 
. . . .  

b' bf iunn ing  down the reserves of the 
1 steiiing: area and'.piling up short- 
i (eimdebts.to the members.of the 
1 sterling Hrea: This iswazy finance, 
i aSd-3 obviously cannot go on for i ever.. ' : 
; .'There is.ca&al available in some 

European countries4weden. Swit- ' zerland, 'perhaps increasingly in 
Germany. But in overwhelming j measure ': non-British capital " must 

~ mean "American capital". For 
some time after the war. the British 1 Treasury seemed to pursue a policy 

! of discouraging American invest- / ment in the Commonwealth, partly 

perhaps out of pride, partly out of 
apprehension of the burdens that 
the service of such loans might put 
on the dollar account. But latterly 
the attitude has appeared to change, 
as it has become apparent that 
Britain will not for a long time be 
able to find all the capital needed. ' 

There is little doubt that the US. 
has the savings. The sums that the 
Commonwealth requires are no 
more than a small fraction of the 
buoyant savings of the American 
people. Nor does the American 
balance of payments create an ob- 
stacle. 

I India's Handloom I Industry 
By SIR JOSEPH KAY 

I No REVIEW of the Indian-cotton 
lextile industry can omit reference 
to the handloom industry of India 
and the great. though often ignored, 
important part it plays as supplier 
of cloth of many kinds for domestic 
use, and taker of the surplus yarn 
produced by mills. Before the war, 
it may be noted it absorbed about 
one-third of the total yarn produced 
by the Indian mills. As in other 
countries, its history takes one back 
to the days when it supplied most 
of the needs of the people not only 
in India, but also of the Middle 
East, but the opening of the Suez 
Canal, the invention of the lowmo- 
live and the introduction of 
machine-made cloth, all hastened its 
decline. 

But. in the natural order of pro- 
gress, the latter part of the ,nine- 
teenth century saw handloom 
weavers adapting their looms to the 

use of mill spun yarn and on this 
the industry developed. for. as I 
have already indicated, the earlier 
cotton mills were purely spinning 
mills and so little competition ex- 
isted between them and the hand-' 
loom..industry. In fact,'they were 
complementary to each other and it 
is interesting to find, from such re- 
cords as are available, that, in the 
period 1896-97 to 1900-01. whilst 
Indian mills used only 85 million 
Ibs. of yarn. the handlooms ab- 
sorbed as much as 200 million Ibs. 
of yarn. With the advent of more 
power looms in the Indian mills. 
however. the scene changed, with 
the result that the production of 
handloom cloth declined from 1,088 
million yards in 1914-15. to some 
500 million yards in 1919-20. 

Other for& were, of course, at 
work, namely, the introduction of 
power looms and the sartorial habits 

' 

From Paper read to Royal Society of Arts, London. May IS. 1952 
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of the people towards greater sim- 
plicity and plainness. both of which 
favoured mass production and put 
a premium on mill-made cloth. 
Thus, the taste for ornamental cloth. 
such as lace and bordered dhoties 
and chadders, etc.. began to wane; 
an instance of which might be 
quoted was the decline in the de- 
mand for even handwoven turbans 
which, by the way, has practically 
disappeared. Recently. efforts have 
been made by Government to re- 
serve particular fields of manufac- 
ture for handloom industry; for in- 
stance. the mill industry can no lon- 
ger produce certain types of dhoties 
and sarees, lungis and sarongs, chad- 
ders. sheets, counterpanes, gauze 
cloth, bandage cloth, jaconets. dus- 
ters. napkins’, etc., etc. Special 
assistance is also given to the hand- 
loom industry in the matter of ex- 
port quotas. Thus, there is no ex- 
port duty on handloom goods, and 
handloom goods can be freely ex- 
ported. 

A Fact Finding Committee ap- 
pointed by the Government of India 
in 1941 reported that the number of 
handlooms in undivided India in 
1940 was about 2,200,000, of which 
1.700,OOO were active, and that over 
1.400.000 looms were engaged in 
weaving cotton, 99.000 looms on 
wool, 371.000 on silk, 25,000 on art 
silk and 100,000 on other textiles, 
and that these looms were scattered 
throughout India, the greatest num- 

ber being in Assam, Madras, and 
the Punjab. The number of workers 
engaged in this industry-whole and 
part-time-is estimated by the Fact 
Finding Committee to be some 
2,400.000-this apart from the great 
number of people doing auxiliary 
work. 

In the past. the handloom weaver 
was an independent worker, but to- 
day a considerable number of them 
work for a wage under a master. 
weaver, or ‘‘ Mahajan.” Neverthe- 
less, the condition of the industry is 
still greatly unorganized, with most 
of the weavers working in their 
homes and there is no facility for 
collecting periodical returns. . 

The purely independent cottage 
system prevails mainly in outlying 
districts or undeveloped areas and, 
owing to lack of finance, centres 
have developed around many of the 
larger towns throughout India, 
where output can be marketed by 
the middleman who also guarantees 
the weaver a definite wage without 
his having to take the risk of any 
fluctuations which might take place 
in the selling prices for cloth. This 
dependence on the middleman has 
serious drawbacks, such as the sup- 
plying of yam of inferior quality. 
the withholding of the C O K ~ C ~  mar- 
ket prices for manufacturing goods, 
and so on, all to the detriment of the 
weaver, whose poverty and helpless- 
ness prevent him from taking such 
action as will ensure him a’proper 
reward for his toil. 

HISTORICAL ANTAGONISIS RECONCILEWA CORREIXION 
On page 30?, of Economic Digest for July. 1952, thenexcerpt from 

Henry Smith’s Introduction to Economic Organisation included a 
misprint which rendered the argument neatly into nonsense. The sentence 
reads “ I f  high unemployment were to be maintained in Great Britain 
or the U.S.A. for twenty years, there would be such a wholesale change 
in the social structure that many of the tenets of the in$vidualist society 
would have to be modified . . .” This should have read If high employ- 
ment were to be maintained . . .” Our apologies to the author and 
publishers. 



COST OF LIVING AROUND THE WORLD 

(Per cent of increase In one year) 
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The comparison above is between January or February,'1951, 
and the same period of 1952. Figures on which it is based are 
from the International Labour Organisation of the United Nations. 
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U.K. Govt. Has Not 
Traditional Monetary 

Restored 
Policy 

By PROFESSOR R. F. KAHN (Cambridge) 

WHY DO we in Britain not encour- 
age the engineering industries to ex- 
pand as they did during the war 
instead of restricting the demands 
placed on them? Mr. Butler's 
answer was that "having regard to 
the supplies of steel which are 
likely, we could not avoid the in- 
vestment cuts. since without them 
there would not have been enough 
for home and export together". 
And so the whole thing boils down 
to shortage of steel. It is on the 
fact of a shortage of steel that the 
Government's policy is essentially 
based. 

And by the same token'it is com- 
plete nonsense to talk about a 
restoration of traditional monetary 
policy. In 1951 Britain was the 
only steel-producing country in the 
world which failed to produce more 
steel than in 1950. World output 
rose by eleven pe.r cent, whereas 
ours fell by four per cent. 

Shortage of scrap has been the 
big difficulty: in 1950 we got a lot 
of scrap from Germany, in 1951 
very much less. Possibly we could 
get more scrap from abroad, and 
certainly more iron ore. if we had 
more coal to offer for export as a 
bargaining counter. More coal will, 
also be needed to provide coke for 
the addhional blast furnaces which 
are being erected. 

The whole intricate business calls 
for intense drive and co-ordination. 

In 'other countries it seems likely 
that there will soon be a good deal 
of steel to spare, particularly in the 
United States. In 1951 American 
steel production had increased in 
one year by one-half of our .own 
total production - and American 
steel capacity is still expanding. 
Belgium and Luxembourg are. ac- 
tually discouraging their exports of 
steel in order to assist the solvency 
of the European Payments Union. 
Of course we must bc prepared to 

pay dollars for the steel if we want 
it. It is needed to make our indus- 
tries more efficient. It will spell 
suicide if we cannot afford the dol- 
lars required. The danger to my 
mind is that the question will not bc 
allowed to arise. A policy of dis- 
couraging investment, particularly in 
so far as it is based on dear money, 
is slow in getting into its swing but 
has great momentum. It would bt 
difficult to revive the domestic de- 
mand for the plant and machinery 
even if the steel were there later on. 

But the steel will not be then 
without trouble and expense and 
the temptation will be to avoid the 
trouble and expense and carry on 
with the discouragement of indus- 
trial investment. particularly if by i 

then the Government have been " 
bamboozled by their critics into i 
thinking that their object is not ' 
merely to eke out the available steel 1 
to the best advantage but' to excr- I 

Front *' Brirain'r Economic Poririon. 1952 ", Talk in the Third Programme. The 1 
Lisfencr, London. July 3, 1952 1 
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jcisc a really damping effect on the 
/economy generally. It is most im- 
i portant to recognise that the tradi- 
i tional policy of credit restriction 
~ would mean restriction of invest- 
i ment even if steel were available, I 

~ and that is something quite different 
i from what the Government says its 

~ policy is. 
~ But steel is not enough. The 
, position in the engineering industries 1 is that-if we had some steel we 
i could have some machinery-if we 
1 had some manpower. 
! What about engineering man- 
! power:of which there is still a short- 
1 age? We did pretty well in the war 
j in building it up. It is no use trying 
i to divert manpower into the engin- 
/ eering industries if there is no steel 
~ to set it to work on. My own view 
I is that better use could be made of 1 the steel now available. 

1 But the’ Government sees no 
! point in cutting consumption in 
j order to divert labour into enaineer- 

I 

more steel can be secured-the pro- 
duction of consumer goods should 
be curtailed so as to release labour 
for the manning up of the engineer- 
in$ industries. 

How should this be done, as and 
when the time comes? The conven- 
tional answer is: give another turn 
-or several more turns-to the 
screw of credit restriction. 

That conventional answer is based 
on a simple logical fallacy. If credit 
restriction is carried sufficiently far 
to afkct the production of consumer 
goods, it does so by reducing the 
production of capital goods-in- 
cluding plant and machinery-so as 
to reduce general purchasing power. 
Obviously we cannot hope to divert 
labour into the production of plant 
and machinery, if the method .of 
releasing the labour is to secure a 
reduction in the output of those 
goods. So the conventional answer 
is no good, to put it mildly. 
We shall have to rely on direct con- 

ing industries which are jammed in trols and on taxation, particularly 
a bottleneck of steel. It follows, purchase tax. to promote a diversion 
however, that as and when this of productive resources from cou- 
bottleneck is widened-as and when sumption to investment. 

U.K. NEEDS MORE ‘ I  UNPRODUCTIVE ’’ WORKERS 

It was-long since exposed as a fallacy thnt labour which makes some- 
thing tangible IS ’* productive.” while the labour of such people’as actors 
who provide recreation or other services is ‘‘ unproductive.” The object of 
the whole process of our economy is to  give consumers plcasurc, and if 
they can find satisfaction in services. rather than materid goods, their needs 
should be catered for. Indecd, they are being positively helpful to  an 
economy in the special position of Britain; it is better that their purchasing 
power should be ”mopped up ‘* in paying those who provide thcm with 
direct service rather than in paying people to make them tangible goods, 
for the latter require imported materials and factory equipment. Labour 
Exchanges should by no means look askance on dcmands for labour to bc 
employed outside factories and basic indus:ries; employment of men in 
such a way actually reduces pressure upon the national economy. 

Roy Hnrrod. Finailcia1 Times. London. May 24, 1952 
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Banking in the Soviet ,Union-I1 

The rBle of the Russian State Bank in ensuring tho: the total plan is 
carried out 

~~ ~ 

The first part of :his article, which 
appeared in Economic Digest for  
July 1952, explained how totally 
planned control of money and credit 
in Russia afected individual enter- 
prises. One of the key controls was 
directed towards keeping liquidity 
to a minimuni. 

STATE BANK control over enterprises 
aims not only at making them com- 
p!ete their output schedules, but 
also at maintaining monetary stabil- 
ity in the economy as a whole. The 
State Bank is the bank of issue as 
well as the only important source 
of short-term credit; it is the only 
organisation receiving demand de- 
posits; and it receives and disburses 
all budgetary funds. Its operations 
thus involve all important compo- 
nents of the country's money supply, 
and its balance sheet reflects finan- 
cial developments and changes in 
financial policy. 

The composition of the Bank's 
liabilities changes in response lo fis- 
cal, wage, and price policies. Fiscal 
operations change the relative im- 
portance of Treasury funds to the 
total money supply, while price and 
wage controls change the relative 
importance of the note issue as com- 
pared to the deposits of the Treasury 
and enterprises. 

The size of the money supply, 

however. is also influenced by the' 
volume of Bank assets. .For this 
reason an analysis of the assets and 
liabilities of the State Bank is neces- 
sary to an understanding of Soviet 
monetary policy and its relation to 
other financial developments. No 
balance sheet has been published 
qince ,1936, but some information .is 
available concerning changes in 
some of its main items. 
' State. Bank Assets: The Bank's 
assets"consist ,of gold and foreign 
exchange, Governinent debt (if any). 
short-term advances with a maiurity 
o f , a  few days on shipping docu- 
ments in the process of clearing. and 
loans to enterprises with maturities 
n u  exceeding 12 months. 

Of these items. the gold stock 
and foreign exchange are primarily 
influenced by domestic gold produc- 
tion and by changes in the current 
balance of trade. neither of which 
is subject to direct control by the 
State Bank. Government debt to the 
Bank may have been completely 
liquidated during the currency con- 
version of 1947: in any case avail- 
able data indicatc a cash surplus in 
the Government budget since' 1943. 
The volume of short-term advances 
is determined mainly by clexing 
payments among enterprises and. 
although the Bank devotes a con- 
siderable .amount of attention to 
speeding up the'clearing process. it 

Front onicle prepared by Edward Atncs under rhe .supervision of 1. H .  Fur)h. of 
rhc Cenrrd and East Eirropeon Secrion of rlzc Federal Reserve Bonr&s Division of 

Inrenznrional Finunce, Federal Reserve Bellerin. Washingroii. April 1952 
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~ does not appear to use these short- 
I term advances as an instrument of 

monetary policy. 
State Bank wntrol of the total 

volume of its assets is exercised 
mainly by control of loans to enter- 
prises. Colitrol of these loans means 
not only control of inventories. 
which are to a considerable degree I financed by loans, but also control 

~ of the liquidity of enterprises. as 
reflected in their deposits with the i Bank. 

i There are, however, important 
! limitations to Bank control over 

~ loans. Since inventories normally 
~ inciease as ootput increases. the , .volume of loans could he stabilized 
, under conditions of increasing out- ' put only if additions to inventories 
! were financed exclusively from in- 

creases in the financial resources of 
! enterprises themselves. Such a i method of financing would. however, 

tend to reduce the dependence of the 
, enterprises upon Bank loans, and 
1 would therefore reduce Bank con- 

trol. The Bank must therefore rely 
in part upon fiscal policy, especially 
the'tax on the profits of enterprises, 

~ to.retard the building up of the : enterprises' own resources. 
Data on changes in the amount 

of loans outstanding are not avail- 
able hut data concerning planned in- 
creases in enterprises' own resources 
offer indirect information about 
credit policy. Financial planning by 
the Government called for a growth 
of 14.1 billion rubles in these funds ' during 1946. In subsequent years 
the amount rose to a peak of 23.6 
billion in 1949. declining thereafter 
lo 11.3 billion in 1951 and 10.7 
billion in 1952. These figures indi- 
cate neither the actual increases in 
the resources of enterprise nor the 
planned increases in Bank loans. 

Complete analysis 01 the expan- 
sion of State Bank loans in this 
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period would have to take into ac- 
count a bookkeeping increase In 
Bank loans outstanding in 1949 in 
connection with an inventory re- 
valuation. The authorities, instead 
of permitting enterprises to increase 
their own funds as a result of capital 
gains on inventories, ordered them 
to offset the increase in the book 
value of inventories by writing up 
their indebtedness to the Bank. 

According to fragmentary data for 
a number of industries, however, 
the ratio of State Bank loans for 
financing current production to 
funds owned by the enterprises was 
fairly stable throughout the period. 
If this stability. was planned, it 
would seem that it reflected larger 
planned expansions of loans until 
1949' and smaller planned expan- 
sions thereafter. It is not possible 
to determine the extent to which 
the expansion of Bank loans has 
actually been retarded since 1949. 

State Bank Liabilities: Bank lia- 
bilities consist primarily of notes, 
deposits of enterprises. and deposits 
of the Ministry of Finance. These 
constitute the entire money supply 
of the country with the exception of 
coin and Treasury notes of small 
denomination. , 

The Bank's control over the com- 
position of its liabilities is limited to 
its ability to prevent cash with- 
drawals or transfer of funds from 
one deposit to another if the tran- 
sactions covered are not a t  prices 
or in amounts specified by the 
planning authorities. ,In particular, 
the Bank may prevent enterprises 
from making larger wage payments 
than are called for in the plan. This 
control, according to Soviet sources, 
is one of the most important of the 
Bank's functions. since it serves to 
hold down personal incomes and 
hence the outflow of notes from the 
Bank. 

' 
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Since the Soviet economy does 
not operate on tlie basis of a market- . 
price mechanism; an unplanned in- 
crease in money incomes usually 
tends to increase the cash holdings 
of individuals. Likewise, an un- 
planned increase in Bank credit 
usually tends to increase the liquid- 
ity of enterprises. Prices and pro- 
duction in socialised enterprises do 
not react to changes in purchasing 
power because of the inflexibility of 
production plans and prices that are 
determined by administrative pro- 
cedures. 

Instead. scarcities and bottlenecks 
interfere with the achievement of 
the plan. The authorities must then 
either raise retail prices as a means 
of increasing the inflow of notes to 
the State Bank. or intensify direct 
controls. such as allocations of 
materials, rationing, and stricter 
regulation of individuals. The 
Soviet authorijies therefore endeav- 
our to achieve “control by ,the 
ruble,” which aims at the avoid- 
ance of excess liquidity, primarily 
by restricting growth in note circula- 
tion and in the deposits of enter- 
prises. , 

The purpose of this monetary 
measure is not to replace direct con- 
trols. which are a permanent part of 
the Soviet system, but to limit their 
sphere and at the same time to make 
them more effective. The condi- 
tions necessary for the application 
of, monetary controls were created. 
according to the Soviet authorities, 
by the currency conversion of Dec- 
ember 1947, in which old notes were 
exchanged for new at .a  ratio of ten 
to one, and by scaling down the 
values of savings deposits and indi- 
vidually held State bonds. Simul- 
taneously, rationing was abolished. , 

Control of the note circulation .is 
attempted through the “cash plan ” 
prepared by the State Bank. This 

- 
plan is designed to.equate the out: 
flow of cash from the Bank in wages. 
social services, and Government 
administrative salaries with the in- 
flow of cash from retail trade. l a x  
payments, and subscriptions to State 
bonds. 

State’ Bank policy has been sup- 
plemented by a .wage policy that 
provides for the automatic reduction 
of piece-rates. and by the use of 
price reductions rather than wage 
increases to bring about such re- 
covery in the standard of living 
from low wartime levels as was 
consistent with over-all Soviet 
policy. Increases in aggregate indi- 
vidual income appear to have been 
little greater than increases in non- 
farm employment.’ Disposable per- 
sonal income has risen less rapidly 
than ,aggregate income as a result of 
increases in direct taxes and State 
borrowing from individuals. 

Increased spending by individuals 
leads to an increased inflow of notes 
to the State Bank as retail stores 
deposit their sales receipts. 

Budget Accounfs: The budget 
accounts (deposits of the Ministry 
of Finance) change according to the 
Government surplus or deficit 
(actual receipts, including borrow- 
ing from the public. minus actual I 

outlays). The surplus m e  from 3.4 
billion rubles in 1945 to a peak of 
39.6 billion in 1948. and then de- 
clined to a low of 9.4 billion in 1950. 
For 1951 it was planned at 6.4 bil- 
lion but actually reached 28 billion 
and for 1952 it is planned at  33, 
billion. 

The rise of the surplus indicates 
the extent to which the liquid funds 
of enterprises and individuals are 
being diverted into the Treasury. R? 
duction of the liquid assets of enter- 
prises and individuals lowers their 
ability. to purchase capital and con- 

, 
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sumer goods, and hence reduces the 
problem of bottlenecks and scarci- 
ties. The coordination of the sur- 
plus with Bank loan policy is an 
important -asp& of the planning 
policy. Unless the Treasury surplus 
rises as rapidly as Bank loans rise, 
an increase in loans will ordinarily 
l&d t o  the. creation of excess 
liquidity. 

During the,decline in' the surplus 
from.1948:to 1950, Bank policy took 
two main forms. First, it tried to 
reduce the rate of credit expansion 
by compelling enterprises to raise 
the ratio of current production to 
inventories. In 1950 output rose 5 
per cent faster than inventories, and 
in the following year 4 per cent 
faster.' Since inventories are largely 
financed by Bank loans, this policy 
tended to hold down the volume of 
loans. Second, the Bank exercised 
closer supervision over wage pay- 
ments so as.to limit increases in the 
note issue. 

Recent Developments: Since 1951 
there have been indications of in- 
creased efforts to limit the expan- 
sion of note circulation and deposits 
of enterprises. These efforts have 
involved, in addition to the continu- 
ation of the restrictions on wage 
payments and inventory growth, the 
increase in the budget surplus men- 
tioned above and a slowing down of 
price reductions. 

If retail prices are reduced, with 
no change in supplies of consumer 
goods, the flow of cash into the 
Bank from the receipts of retail 
stores will also drop. Since such a 
reduction does not affect personal 
money incomes (or the outflow of 
cash) its main effect is to increase 
the volume of notes outstanding. 
The larger the price reduction, the 

larger must be the increase in the 
physical volume of consumer goods 
production if the inflow of notes to 
the Bank is to be maintained at any 
desired level. 

Reductions in retail prices were 
announced annually on March 1 
during the period 1948-51, and on 
April I 1952. They took the form 
of specified reductions-usually IO 
to 20 per cent-in the prices of par- 
ticular commodities. No index of 
retail prices is published, and the 
importance of the cuts must be 
judged on the basis of the number 
and types of goods covered in the 
reductions. During 1948-51 both 
foodstuffs and industrial goods were 
included in the reductions. In 1951 
the number of goods covered in the 
reduction was much smaller than in 
1950, and in 1952 no industrial 
goods prices were reduced. The 
small price reductions in 1951 and 
1952 make it possible for the Soviet 
authorities to maintain the inflow of 
notes with relatively small increases 
in the physical volume of consumer 
goods production. 

These efforts by the fiscal and 
monetary authorities to hold down 
increases in purchasing power of in- 
dividuals and enterprises, or to ab- 
sorb earlier unplanned increases, 
are readily explained by the impact 
of the Soviet investment and arma- 
ment programme, which increases 
the incomes of both enterprises and 
individuals without increasing cor- 
respondingly the physical volume of 
goods available to consumers. The 
fragmentary character of the data 
available, however, does not permit 
a quantitative evaluation of these 
changes in policy, or an answer to 
the question whether the measures 
so far taken will 'be sufficient to 
assure reasonable monetary stability. 
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UNITED NATIONS REPORTS O N  

Trade and Production in the Middle East 

THE IMPROVEMENT in terms of trade. 
together with the expansion of trade 
with Germany and USSR, conlri- 
buted to a reduction of the foreign 
trade deficit in most of the countries 
of the Middle East. The deficit of 
trade with hard currency countries 
also declined and even disappeared 
in a few cases. Owing to the 
composition of Middle Eastern 
export products and to the inelas- 
ticity of their production. pelroleurn 
excepted, this improvement in selling 
prices had no significant bearing on 
export quantities which. as a whole. 
did not increase.' On the other 
hand, in spite of a tighter supply 
situation in foreign markets. im- 
ports generally rose both in value 
and in quantity. the main increases 
being those of cereals, petroleum. 
metal manufactures and capital 
equipment imports. 

* '  
Upward Trend of Prices: In con- 

nection with the improvement in the 
balance of payments in the regioh 
the report slates that during the last 
two years there were some inflation- 
ary pressures, accentuated by local 
factors such as the rate of invest- 
ment in Israel and Turkey, the 
budgetary deficit in Iran and the 
rapidly expanding petroleum royal- 
ties received by other countries. In 
the whole region prices took an 
upward trend especially in ,countries 
more closely dependent on foreign 

trade, such as Egypt and Lebanon. 
At their highest, wholesale prices. as 
compared with the average for the 
Erst six months of 1950. increased 
generally from 10 to 20 per cent and 
the cost of living rose by about 10 
per cent or less. According to 
available data, in no country of the 
region, except Egypt. did wholesale 
prices or the cost of living in 1950 
or 1951 reach the annual average of 
1948 or 1949 which marked the post- 
war peak. However, prices were 
rising at the end of 1951. 

* 
Agriculture : Agricultural produc- 

tion is growing, but at a slow pace. 
in most parts of the Middle East. 
Taking the region as a whole, out- 
put in 1950 was about equal to that 
of 1948. which had been a record 
year, and well above that of 1949. 
while a further rise was achieved 
in 1951. The cultivated area in- 
creased by almost one million bec- 
tares during 1950, mainly in Turkey, 
Iraq, Syria and Israel. 

In view of both the expanded 
acreage devoted to industrial crops 
and the continued growth in popu- 
lation. however, food supplies per 
capita have not. in general. regained 
the pre-war level. . 'A notewortby 
feature of the past three.years has 
been the increase in cotton acreage 
and production. Preliminary esti- 
mates put the total production of 
the region in 1951 at 30 per cent 

.From Sirnirnary of Recent Economic Developments in the Middle E a t .  
Unired Nations. New York (Document E/2193/Add.31 
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above that of 1950. the gains being 
grcatest in Turkey, Syria, Iran and 
Iraq. 

, *  
Petroiermr : Production of crude 

petroleum continued its upward 
movement, with a setback following 
the, closing down of the Iranian 
fie!ds. Output rose from 71 million 
tons in 1949 to 89 million tons in 
1950 and about 98 million tons in 
1951. Exports of crude pertoleum 
in 1950 were 50 per cent greater 
than in .1949, and the Middle East 
d,isp!aced the Caribbean as the 
largest. exporter of crude petroleum 
(see Economic 'Digest, June. p.253).  

Progress of Planning: National 
plans of economic development are 
being 'carried out throughout the 
region. In Iraq, the Five-Year Plan 
made an effcctive start in the sum- 
mer of 1951, while 'in both Israel 
and. Turkey investment has been 
considerable. In Israel, investment 
was mainly in agriculture. industry, 
housing,, transport and public works: 
in Turkey, transport. mining and 
public works. 

Examples of projects executed 
during~ the last two years include: 
the 'irrigation dam of Edfina in 
Egypt; some railroad and irrigation 
projects in Iran: the international 
airport of Khalde and the Kasmiyeh 
irrigation work in Lebanon; the 
planting of cotton. in Syria, partly 
financed by neighbouring countries; 
and port and railroad construction 
in Saudi Arabia. 

For the Middle East as a whole, 
however,. overall progress is slow. 
The speed at which development 
plans are being carried out and 
future. prospects differ ,greatly be- 

. .  : *  . .  
- .. . I  

. .  

tween countries. In most of them, 
development continues to be slowed 
down by physical obstac!es as well 
as institutional and social factors 
such as the unequal distribution of 
incomes, lack of technical skills and 
inadequate health conditions. The 
system of land tenure prevailing over 
most of the region constitute a fur- 
ther barrier to economic develop- 
ment. 

* 
Availability of Capital: Avail- 

ability of capital varied widely. 
Certain countries, such as Turkey 
and Israel, benefited by substantial 
capital imports mainly under the 
European Recovery Programme or 
Export Import BankJoans and pri- 
vate capital loans issued on fore~gn 
markets. 

Oil-producing countries. especially 
Iraq and Saudi-Arabia. received 
larger amounts of foreign exchange 
since payments by the concessionary 
companies are increasing. and they 
were in a better position to speed 
up their development plans. Private 
capital imports continued to be small 
and the same holds true. with the 
above mentioned . exceptions, ,for 
capital imports through, governmen- 
tal channels or international institu- 
tions. 

In 1950, the International Bank 
for Reconstruction and Development 
made a loan of 12.8 millions of dol- 
lars to Iraq and two loans of 16.4 
millions and 9 millions to Turkey. 

The sterling balances remaining 
from World War 11, part of which 
may be mobilized for development 
purposes, while still large for Egypt 
and the Anglo-Egyptian Sudan, have 
diminished in the case of Iraq, and 
are nearly depleted for Israel and 
Jordan. 

, 
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Heavy Cost of Light Fingers 
BY LEONARD COHEN 

THERE is one element in the costs of 
distribution which is rarely referred 
to and on which there are few pub- 
lished figures. It is a cost about 
which we, in England at least, seem 
slightly ashamed, although there is Markdowns are the known de- 
less reticence on the subject in the ment. Each reduction in price from 

. United States. It is a cost no less the orginal price fixed, and the 
real than the cost of advertising. a ’  reason for the reduction IS recorded 
cost over which the retailer has little SO that management can investigate 
power of control, and for which the the causes and take steps to elimi- 
public and the shopkeeper most nate or at least reduce them. What 
surely pay. to the profit of a minute 18 left to be discovered by physical 
fraction of. the population. I mean stocktaking at the end of the Enan- 
the cost of dishonestydishonesty cia1 Year. is the Great Unknown. the 
on the part of the public in front of Stock Shortage. the cost of dis- 
the counter and of the staff behind it. h0n-W. 

Gross margins are the reolised To me personally, this cost &uses 
gross margins, after the cost of dis- more concern than all the other costs 
honesty and other Corms of stock put together. It is so incalculable, it 
losses. due to soiling of goods. varies so greatly from department to. 
breakages and the like, have been department and from shop to shop. 
met. The full difference between the In U.S.A.. the national averages of 
cost of an article and the price at stock shortages have continued at 
which the retailer hopes to seU it, is approximately one per cent of sales 
called the mark-on, and in an ideal over the course of the last fifteen 
world the mark-on and the realised years, with a slightly rising tendency 
gross margins .would be the same. over the last five, from 1944 to 1949. 
But,they most certainly are not the In 1950. the national average fell 
same in this very imperfect world of again to just below 1 per cent. The 
ours. losses are, as one would .expest. 

I have said that there are few pub- greatest in the larger stores where 
lished figures, but from the figures they reached 1.5 Pcr cent in 1949. 
which I have studied of the Ameri- Mark-on and Mark-down arc 
can stores, from the figures which much higher than in England. where. 
we have compiled within our own partiCUhfly Since 1939 until the lasf 

’ organisation and from enquiries few months. mark-downs have been 
which I have made from other kept to a low level, but I believe that 
English stores, it is known that the stock shortage rate is at least as 
mark-downs for faulty buying, mis- high as in America. 
judgment of public taste, soiling and During the period of clothes 
the like, and the cost of dishonesty rationing, retailers were given an 

From ’‘ Corrs of Disrrtburion in Deparmmr Srorrs.” Manchester School. May,  1952 

itself, about which I am most con- 
cerned here. amount to a very con- 
siderable figure. 

Unknown 

. 
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allowance of coupons of 2 per cent 
to cover losses of stock through 
damage, shoplifting and pilfering by 
staff. Without this allowance, the 
retailer would soon have found his 
coupon capital so depleted that he 
could not have continued to give ser- 
vice to his customers. The 2 per 
cent allowance. being standard. 
naturally gave a greater advantage 
to those retailers with a low rate of 
stock shortage than to those who had 
suffered from the onslaught of the 
locusts. In our own organisation we 
have had stock losses in branches 
and departments, ranging almost 

from nil to 8 per cent of the turn- 
over. From my limited knowledge 
and enquiries I should say that in 
fact in England today the cost of 
dishonesty is nearer 2 per cent of 
sales than I per cent. 

I think it is clear from the infor- 
mation which is available. meagre 
though it is. that what I have called 
the cost of dishonesty is an import- 
ant element in the costs of retail dis- 
tribution. Whatever can be done to 
reduce it, is an economic gain to all 
but a fraction of the community and 
a moral gain to the few dishonest 
ones amongst us. 

Britain Has One Shop for Every Seventy People 
And there we more hairdressers than greengrocers 

AS A RESULT of a survey carried 
out in MayOctober 1950. an 
enumeration of the number of shops 
in Britain is now first available. 
Estimates made by the Board of 
Trade and by various writers have 
been made public, but now we know 
that there were then 551,214 retail 
shops and 163.574 “service trade 
establishments ”, which means that 
for the average establishment there 
are seventy people. 

These figures, however, refer only 
to fixed shops. Street traders. stall- 
holders in markets. mail-order 
houses, house-to-house selling and 
‘casual sales-points from coalyards. 
bakehouses. etc.. are excluded. 

For the whole of Britain. the top 
ten kinds of establishment were:- 
Grocers and dairy shops . . . 134.002 
Restaurants. cafes ..’. 59,133 
Women’s and Children’s 

wear . . . ... ... 51.346 

Confectioners. tobacco . . . 42.659 
Butchers ... ... 42.221 
Motor traders .,. ... 36.703 
Hairdressers ... ..: 36i.349 
Greengrocers, fruiterers ... 33,613 
Boot .& Shoe repairers ... 21,908 
Bread & flour confectioners 21.668 

Notes: If ‘ a  separate division 
called “Newsagents” is added to 
the ‘‘ Confectioners, tobacconists ”. 
the total here was 63,766, which 
would place this class second on the 
above order. Fishmongers and 
poulterers are rare birds: only 
9.608 of them. There were more 
sports and leather-goods shops than 
this. Smallest group (in numbers, 
not in turnover!) were “Depart- 
ment and Variety Stores ”, of which 
there were 2.369. “Men’s Wear” 
shops totalled 16,905. one-third the 
number of “Women’s and Children’s 
Wear ’’ shops. 

, From ?’ Britain's Shops”. Her Majesty’s Slotionery Ofice. London. I i d y  1952, 3s. 68. 
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Who is American Big Business? 

AN EXAMINATION of the comprehen- 
sive .data given in corporations’ an- 
‘nual reports for 1951 should quickly 
dispel the mystery and misconcep- 
tions that slill exist as to who is 
“ big business ’’. Anyone interested 
can get the facts as to hoary old 
charges still circulating about 
“ greedy corporate giants ” which 
“exploit the workers” and are 
o:vned by the ‘* privileged few ”. 

The “Top  Dozen ” of American 
husincss are as foilows: - 

$million 
SL2iida;d Oil of New Jersey 4.707 
General Morox ... .,. 3.612 
U.S. Steel Corporation ... 3.141 
Standard Oil of Indiana ..: 1,801 
Socony-Vacuum Oil ... 1,792 
du Pont de Nemours ... 1,599 
Texas Oil ... .. . 1,549 
Bethlehem Steel . _ _  .. . 1.542. 
Gulf Oil .., ... ... 1,512 
General Electric -... ... 1,460 
Standard Oil of  Calif. ... 1.366 
Westinghouse Electric __. 1,004 

The figures are of total assets as 
reported at the end of  1951. The 
table does not include the Ford 
Motor ,Company, who do not pub- 
lish detailed income accounts. But 
Ford‘s have about S1.500 in assets. 

Six of the top dozen are oil con- 
ccrns, two steel, three engineering. 
Of the one hundred largest firms, 

thc iota1 of assets is $60.128 mjllion. 
The average sized company would 
have total assets of $601 million. of 
which land, plant and equipment 
woilld tota,l $253 million. and other 
assefs like cash, government securi- 

ties. inventories and debtors. would 
total $348 million. 

Average pay-rolls of these leading 
‘hundred were about 42,000 people 
per company. Total assets there- 
fore represented an average invest- 
ment of  $14.000 per employee. In- 
vestment per man in different indus- 
tries are, however. subject to wide 
variations-$50,000 per man in 
tobacco products, $40,000 per man 
in distilling. $ I  1,000 per man in 
steel. for example. 

Fifty-two of the hundred largest 
firms actually have more share- 
holders than employees. The Texas 
Oil Company has 113.642 share- 
hoidcrs and only, 39.747 workers. 
All the Standard Oil Companies 
have between two and three times 
as many shareholders than employ- 
ees. General Motors has about 
470.000 of each. Cities Service 
Company, an oil concern with assets 
totalling $973 million, has ten times 
as many shareholders as employees 
-203.402 contribute capital, 21,802 
contribute labour. 

S H A R E  O W N E R S H ~ P  I N  T H E  
U.S. 

A Brookings Institution survey on 
share ownership in the United States 
puts the number of  shareholders 
there at 6,500,000 people, of which I 
76% earned less than $lO,oOO a ~ 

year after taxes. Most persons I 
bought stocks to make a profit and ] 
not for regular income purposes. i 
Twenty-seven per cent of  shares are ; 
held by the 50 to 59 age group. 1 

N w ’ Y o ~ ~ ~  iirnr.v,iuiy 1, ‘19s~ I 
. .  

, 
‘ I  Frow Mnrrihly Letter. National Ciiy Barrk of N e w  York. lune 1952 
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INTERNATIONAL MONETARY 
FUND STAFF PAPERS: Vol. I I .  No. 
I .  particularly the following articles:- 

. - -For Reference..,... 
/rems in this Secrion are kepi for one 

at the.  ofices of Economic Digest. 
Thcp are availoblr to members of the 
Econoinic Reseorch Corrncll and reade(s 
bv arransemenr. Please write. cmnr 
ri/rrence -number of irems given in 
bruckets. to 18 South Street. London. 
W.I. or rrlcphone CROsvenor 4581. 

REARMAMENT: The Impact of Re- 
armament on W e s t m  Countries. Public 
Finance. The Hague. Vol. VII, No. 1/2. 
1129). Ten articles (in French or Enn- 
iish ’ with summaries in the opposite 
language) on the impact of rearmament 
on the USA. ,  Britain. France, Italy.’ 
Germany, Belgium, Holland, Sweden and 
Denmark. written by experts. An ex- 
cerpt’ nom a summing-up by Professor 
Piaticr will be found in this issue. 
INDIA: India’s Balance of Payments 
during 1951. Reserve Bank of India 
Bulletin, Bombay. Mav 1952 (130). With 
comprehensive tables. 
ITALY: The Italian Economy. The 
Times. London, June 18, 1952 (131). 
“Compared yith France. Italy’s economy 
has been almost a model of good hus- 
bandry.” 
FOOD IN EUROPE Comparability of 
Food Production and Consumption In 
Euronc. bv W Klau Economn Intcr- 
nazidnale,.Genoa. May 1952 (132). (In 
English.) An article full of sources on 
the subject of food, with tables of esti- 
mates by various authorities. 
VENEZUELA : Venezuela Up-to-date. 
American Embassy, Washington, May 
1952’(133). A complete economic review. 
COBALT: World Sources and Supplies. 
The Times Review of Industry, London. 
July 1952 (134). 
HOLLAND: Economic Conditions in 
thc Netherlands. Quarterly. Review. 
Amsterdamsche Bank. No. 95, ’ I932 
1135). (In Enbliqh.) Full r ewr t ’on  in- ~..., , -~~~ 
dustrv. comme rce ’ and bai l inn with . .  
seki  statisti&. 
UNITED NATIONS: Economi? Publi- 
cations of the U.N. issued during 1951 
(136). ’ Complete .list under subiect- 
headings. 

Contribution of the 1949 Devaluations 
to the Solution of Europe’s Dollar Prab- 
lem. bv 1. 1. Polak: An milaoh to ~ ~ . .  .. 
September 1949: the recovery of exports 
!? the U S A .  after the devaluations 

should t c  attributed in large p3rt to 
the recovery in the US .  economy rather 
than to  the devaluations.” 

The Role of the Banking System in 
the Chilean Inflation. by D. L. Grove. 
Contains a fine description of banking in 
an under-developed country. (137.) 

INTERNATIONAL MONETARY 
FUND STAFF PAPERS: Vol. I I .  No, 2. 
particularly the following articles:- 

Recent Developments in the U S  
Balance of Payments, by Zassenhaus and 
Dirks. 

Effects of a Devaluation an a Trade 
Balance. by S. S. Alexander. Explores 
the alternatives to devaluation-in thc 
light of the “welfare value” of imports. 

The Modern Colonial Sterling Ex- 
change Standard. by A. H. Shannon. A 
survey of the currency systems of the 
Colonies, with a thorough table describ- 
ing each Colony individually. Appended 
is an  interesting reprint of the regulations 
of the British Caribbean Territories Cur- 
rency Board. (138.) 

FILMS: Statistics of the Film Industry. 
Board of Trade Journal, London, June 
14. I952 (139). 
SISAL: The East African Sisal Industry. 
The-Times British Colonies Revicw. Lon- 
don, Summer 1952 (140). 
FARMING : The Costs of Agricultural 
Production: Rcview of Economic Pro- 
gress, Brisbane, Australia. Vol. 4. No, I 
(141). First issue of the new series by 
Colin Clark. 
SOUND AND VISION: The Radio and 
Television Industry: A Post-War Survey. 
by 1. H. Dunning. Three Banks Review. 
London, June 1952 (142). 
COTTON: Cotton Faces the Future. 
Anglo-American Council on Productivity. 
London, June 1952 (143). Effects of the 
Spinning and Doubling Teams’ renorts 
on the industries. 
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New Books Reviewed 

Les Salaires, by Robert Moss& Librairie 

This is the third of the series of ”Bilans 
de la Cymaissance Economique”; the 
sewnd. L‘objet de I%conomie Poll- 
tique:’ was reviewed in Economic Digeat 
for March, 1952. The value of this 
series of studics on economic bowledge 
is cnhanced by the thorough biblio- 
graphies with .which each volume is 
furnished, written in such a way as to 
give a digest of the important writings 
on each subject. The object of this 
series is lo draw up a balance sheet of 
the various sectors of cccnomies, in the 
light of political and social conditions 
ruling. The  obvious defect of such an 
attemnl is that the chanaes in institu- 
tions ‘must eventually invalidate such a 
balance sheet. just as  inflation or de%- 
tion warps the accountant’s historical- 
cost balance sheet. The writers of each 

Marcel Riviare CI Cie. Paris, 1952. 9s fr. 
volume have managed lo avoid this pit- 
fall by never los ig  sight of the univcnal 
elemenw of analysis. however. and 
recommend the series to studenta aa an 
example of what painstaking rswareh 
can do. 

This volume on wages points out that 
the problem of wages is not sirndY an 

economic one ot the formation bf’the 
price of the commodity called *work.’ It 
is a Dersonal. social and wlitieal subiM. 

slia little studied knd badly studied be- 
muse of the taboos that have surrounded 
it.“ Tables are given of relative wages 
in France, Italy. U.K. and U.S.A-, the 
latest Rguru being tho% of 1950. The 
French figures reflect the important 
effects of the social security system. 

Tile Rent Problem. hy D.  L. Menby. Fabian Rrsemh Series No. 151. 
Fabian Pffilicarions (Victor GoNancr), London, Is. 

This pamphlet. like i ls  brothers, car  lem, and far from simplifying the prob 
ries the warning that the opinions ea- I a n .  they leave nothing to be argued. 
pressed are not those of the Fabian What is more, the assumptiom are 

but those of the writer. But the interlarded with stalemenw .which show swi3 less iscriminating ’ ’ 
’ reader may not ‘re- that the nature of the problem has not 

member this, and take thc opinions as been grasped a! all. Take,,aosumption 
coming fr&n some Olympian heights (1) about the desirability of b n w  

,where, in the minds of many people ewn  ownership; this is a masterpiecs of 
today. the Fabians have their being. We tendencious writing. Why not say, 
would wish that the .warnin# were re- first, that the majority of the working 
printed on every page. panicularly in class cannot own thcir vwn houaea. nM 
this pamphlet on rents. For the under the present controlled dispnw- 
opjtions are very suspect indeed. tion? And why leave out the more in. 

Rents arc ‘inescapably political,,” portant consideration. namely that it may 
says the w:iter very early in his analystr be desirable from the point of view 01 
of the problem. Which has a forebod, society as a whole that more people 
ing sound. Even more to be deplored should be encouraged to o m  thcir own 
are a number of assumptions which the houses? The assumption. as stated. h 
writer makes at the very beginning: a vitiating one. 
these are (I)  that the majority of houses Assumption (2) is even worse. since 
should be available to rent, .and that there is added as a rider that “private 
owner-occupation is not desired by tho landlords ,have not uniformly in,  fan 
weal majority of the working population, shown great care in the management of 
(2) manakement of house properly does their houses”. No mention is made.ol 
not require any particular initiative or tne fact that it is one of the basic prob 
involve great nsks, (3) new comprehen. lems’of rent control that lnndlords are 
sive town planning does not allow scope discouraged from showin great care. 
for the parcelling out of small plou of Further, the assumption t!at “manage. 
land in large towns. Awumptions are men1 of house roperty does not r q u i r e  
all very well; they are unavoidable in any particular i h a t i v e ”  is a great deal 
cconomic or social analysis, But when to have la swallow; on the contrary, it 
assumptions of this nature are made. is such f a h  impressions that ‘have led 
they strike at the very roots of the prob- to the very derelictions that are now 
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appirent. "Local authorities can with. after tax. repairs and expenses arc dc- 
OUL much, difficulty reach a higher ducted. should not these !,e called with 
standard '* 0:. house management, 1l11 justice "windfall losses , since the 
writer adds. Without much difficulty , owners cannot have foreseen them7 A 

1 we assume. refers to the subsidies political philosophy that accepts losses 
granted frcm the rate and the state. No (for others. of course) but will not allow ! mtrcoreneur or landlord would Rnd orofits is. in everv sense. a bankruot .....~. ~~~ 

1 much difficuitv in reachina~ high bhilosoahb. 

prcntly bottomlesspurse to draw  on.^ 
Finally. one of the writer.. objec!ions 

in 3 return to free rent% is that the 
benifit 2. hiEher rents would reoresent 

I&? like: w i n d .  sinfe some 

. .  
ifandards of management with-an CP- Other economic gems in the 

text. We quote only two now, occurring 
only a few lines apart: "There is no 
need to allow rents to' rise to or above 
current costs in order to stimulate the 
production of houses: "There seems 
no reason in equity why people who live 
in city centres should pay high rents. un- 
less i t  is desired to prevent them living 
there." 

Io those oGine property a windfall 

A.B.C. 1 propirty owners .receiving controlled 
rents 3rc actually getting nrgative returns 

Socialism-A N e w  Statement of Principles. Presented by Socinlisr Union, 
Lincolns-Prager Ltd.. London. 3s. 

Six years of office followed by defeat sometimes erred in ignoring them. Too 
at the, polls have convinced all sections much emphasis has been placed on forms 
of the Labour Parly that it is time 10 of organisation and too little on chang- 
think. This little book js the result of ing, directly. the attitude of people." 
!he thinking about principles of a group "The state can achieve no more than 
hitheno associated. in the produnion Of establish minimum standards of be- 
the monthly Socialist Commentary. 11 haviow. unless it indulges in intolerable 
has always seemed to us that the special COerCIOn.'~ 
merit of Socialist Commenlary IS that i t  have 
is Nn by capab1c people who ~ ~ " "  "9 come straight out of the Book of Pro- 
to experience and look at it onestly verbs or ~ ~ ~ l ~ ~ i ~ ~ ~ ~  : 
This ersay has the same characteristic. 
and it has been given po~it ica~ import. An empty belly is a wretched POS- 
BnCe by the CirCUmSlanCe that M ~ ,  session. but a full one can 60 with an 
Clement Attlee has identified himself 
with its line of thought. The essay is essentially a rcstatemeni 

The group clears the ground with of ideals and principles, but it does not 
gu&to. . For instance : ' move in ' Cloud-Cuckooland. It faces 

The difficulty with which socialists Britain's problem of economic survival. 
contend today is that their programmes, and the world's problems of the under- 
their .ways of thought. their very Ian- devcloped countries and the menace of 
guage. have all grown out of the din- war. Perhaps Socialist Union is destined 
contents of the past, and were designed to perform for the Labour movement of 
ro,[neet the injustices of a past age." the future the kind of function that was 

The effects of institutional change performed in the past by the Fabian 
have their limits. and socialists have Society. 

Pricing and Equilibrium. by Erich Schneider. Wm. Hodge & Co.'Lld.. London. 25s. 
This is a painstaking analysis of private by one who has no mathematics. and 

planning. If is an economic text-book, may be used by the same person as an 
bur it begins from a different standpoint introduction to the symbolic representa- 
from that of most text-books. Instead of tion of economic functions. It is INC. 
starting with dry definitions and descrip there arc a few jargonic phrases that 
lions. it lakes a broad view of a house- have to be read carefully with the con- 
hold. and on the basis of preference and text, but,lhe translator (T. ,W. Hutchin- 
indifference skerches a typical economic son) carnes what are somettmes obscure 
plan for that household. The book has conceptions lo a successful English con- 
a particular value in that it c3n be read clusion. The analysis of a household's 

~~d this ,o,jdment, which 

life." 
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plan is followed by analyses of firms' 
plans, according to  whether the firms are 
in conditions of monopoly, oligopoly or 
polypoly. . The diagrams have a very dents at an advanced level. 
pleasant '' Robinsonian" quality. and are 

of considerable .help in explaining the 
tougher points of dynamic theory. We 
strongly recommend this book for s t y  

Also Worth Reading 
New Industries and Economic Development in Scotland, by A. K. C~trwcnoss  and 

R. L. Mem? Three Banks Review. June 1952. A criticism of Britain's develop 
ment area policy: " I t  has become common form to assume that if an area' 
is suffering from persistent unemployment, the Government should at once 
swing a great peppcr-po! of new enterprise over it and let jobs descend in a 
fructifying shower . . . But who is really handling the pepper-pot? The 
article concludes with an industry-by-industry survey of development in Scotland. 

The Size of the Factory. by Prof. J. JEWKW. Economic Journal, London, June 1952. 
Written in the author's brilljant style. this short article proves that there is no 
" inescapable. technical law which leads to  great concentrations in industry: 
indeed. industry is still broken up into small units. giving an enormous range 
of experience and experiment in different types of production-a trend which 
the author, naturally, wishes to  see fostered. 

The Share of Wages i n  National Income. by E. H. PHeLps BROWN and P. E. Hmr. 
Economic Journul, London. June 1952. 1ncludes.a table which sets nut the 
factor distribution (rent, salaries, wages, profits) of the U.K. National Incnme 
from 1870 to 1950. an invaluable source. Wages today are about the same 
proportion of the National Income as they ever w e r e 4 0  per cent. 

Index Numbers of the Real Product of the United Kingdom, by C. F. CARTER. 
Journal of rhe Royal Sfalisrical Sociery. London. Series A.  Vol. C X V .  Parr I .  
1952. A tentative estimate of the real product of the U.K., 1946-1950. Signi- 
ficant figures are:  1946. 93.7: 1947. 95.0; 1948, 100; 1949. 104.7: 1950, 108.3. 
Manufacluring indexes alone arc:  1946. 87.3; 1947. 91.0; 1948. 100: 1949, 107.0; 
1950. 114.7. ~~ ~ ~, 

Lcssonn of the Crisis of the European Payments Union, by G. F. MALAGODI. 
Bancarfa, Rome. Febmur..y 1952. (In Italian.) Although writtcn bcfore the . 
decisions which altered the sham of thc E.P.U.. this article is still valid. ~~ ~~ ~~~~ ~ . ~~~.~~ .~~~ ~~~~~ 

Rewards of Practice. Ecottomisr. London, June 14. 1952. Discussion of the methods 
of pwing doctors under the British Health Scheme. and a comparison between 
thc old a d t h e  new capitation fees. 

Inflation and Credit Control in a Continuous Rearmament ,Economy, by V: SELW, 
Bancaria. Rome. fonttar>, 1952. The consequences of trying to keep inflation 
down in western Europe as the rearmament programmes reath their plateau ". 
(In Italian.) 

Cinadn's Ncw Horlrans. Ecoriomirr. London. Jul." 5. 1952. . The story of gigantic 
exmnsion. where only one factor of expansion is lacking-labour. 

Hats OR. Eccortonrisr. London. June 28, 19S2. A nostalgic survey of the female 
millinery trade: women are wearing fewer hats, but there is still a *'minimum 
vital 'I. 

Prdgress of the Snowy River Scheme, The Times Review of Indus&. London. July 
1952. Some 2+ million acrelfeet of water will be impounded for hydro-electric 
power in this scheme in Australia. Australians consume 2.6 KW. each at present. 
against 7 KW. in the U.S.A. Scheme when completed will save f9 million a 
year in coal. 

The wife ,Of 
a teacher goes into details of the claim for womenss eguafity in pay. The rate 
for the job is all very well, she says, but it IC must be coupled with an adequate 
system of dependent's allawancts." 

Appraisal of the 
trend towards larger and larger diameters in pipelines to carry oil and natural 
gas. Capacity varies as the square of diameter, and pumping costs are lower 
with the '' big-inch" pipes going up to thirty inches insidc measurement. 

The Justice of Equal Pay,. Socinlisr Commenrary. London. Jul 1952 

Era of Big Pipelines, Perroleum Press Service. London. July 1952. 
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