
ECONOMIC DIGEST 
DECEMBER, 1953 VOLUME VI NUMBER TWELVE 

State Aid for Private Enterprise 
BY PROFESSOR GEORGE A. STEINER (UNIVERSITY OF ILLINOIS) 

‘The seedbed out of which grew govern- 
mental programmes to  socialise indiuidual 
r i s h  also produced growth Ofprogrammes 
10 socialise entrepreneural risks. . . . Fin- 
ancial outlays in behalf of entrepreneurs 
exceed, in fhe aggregate, expenditures to 

individuals.’ 

NonVrTHsTANnING the long tradition 
of Iaissez faire in the United States, 
the Federal government, as well as 
state and local governments, have 
long socialised risks of business entre- 
preneurs. 

This action has paralleled the 
increasing socialisation of individual 
risks. It cannot be said to be any less 
significant in causing the demise of 
laisset faire than government aid to 
individuals. I t  is altogether likely 
that financial outlays in behalf of 
entrepreneurs exceed, in the aggre- 
gate, expenditures to aid individuals. 

I t  is well to point out that ‘entre- 
preneurs’, for purposes of this dis- 
cussion, refers to all individuals en- 
gaged in business activity for them- 
selves. The concept thus includes 
managen of giant corporations, who in an uncertain market, who thrives 
operate business on behalfofscattered on ‘tough‘ competition, who strives 
ownen, as well as individual proprie- to advance the technology a t  his 
ton of small businesses. command to outdistance his com- 

should aid enterprise because ‘what 
helps business helps the nation’. The 
other is protective. It parallels the 
same sort of pressure on government 
which has produced expanding 
socialishion of individual risks. More 
and more entrepreneun, over time, 
have become less and less willing to 
battle the impartial judgement of the 
market place and have put pressure 
on government to protect them from 
both justified and fancied economic 
risks. 

The individualism of entrepren- 
eun,  like that of consumen and 
worken, has become blunted under 
the impact of economic change. 
The commonly accepted picture 
of an entrepreneur is one who 
fearlessly risks his caDital and labour 

petiton in currying the favour of 
consumers. a n d  who. bv the skill of Principles of Intervention 

Two interrelated causes underlie 
expanding government assumption 
of entrepreneural risks. One is promo- 
tional. I t  is the idea that government 

his managerial art alone, extracts a 
profit which is the true measure of his 
contribution to society. This picture 
is becoming less accurate as more - - 

From Couemnunl‘r Role in Economic Lfe,  McCrow Hill Book Compmy, Inc., Ntw Twk, bndan, 
Toronto, Cop?>ht 1935 
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businessmen seek moreand more pro- 
tection from government in main- 
taining their competitive position. 

have sought income protection (e.g. 
tax rebates for income losses suffered 
in the reconversion period following 
World War 11). 

How %PO* Developed 
I n  a fundamental sense, even in a 

laissez-faire political economy, gov- 
ernment protects entrepreneurs in a 

Increasing pressures for govern- 
ment protection of entrepreneurs 
from market risks necessitate some 
changes in concepts of security. Se- 
curity for entrepreneum in the liberal 
tradition was essentially an environ- 
mental certainty. This was also true 
ofindividual security. It was security 
in a knowledge of protections of 
property rights and contract rights; 
the assurance that rewards would be 
commensurate with the risks taken; 
the absence of destructive competi- 
tive forces which could smite mort- 
ally a businessman, irrespective of 
his efficiency, and quite beyond the 
hazards of new inventions and inno- 
vations introduced into themarket by 
competitors; the absence of arbitrary 
government interferences; and, alto- 
gether, assurances that the ‘rules of 
the game’ under which he operated 
would not change quickly, arbi- 
trarily, and unjustly to his disadvan- 
tage. 

But changes in economic life have 
created more uncertainty in entre- 
preneural environment and multi- 
plied the ‘rules of the game’ to the 
point where threats to business exis- 
tence were not only superior competi- 
tors or a fickle consumer change in 
desires, which were accepted busi- 
ness risks, but something else over 
which the entrepreneur had no con- 
trol. 

Entrepreneurs have sought security 
through government action to rake the 
plane of competition, ratruin monopoly, 
curb unreasonable exercise of labour- 
union power, stabilise the economy a1 the 
signs of serious &fition, provide certain 
Qpes of risk capital, and support income. 

The last point has special reference 
to the farmer, but businessmen also 

number of rather elemental ways. 
The promotion of political and social 
order, protection of property rights, 
enforcement of contracts, develop- 
ment of bankruptcy laws, and the 
authorisation and protection of 
patent grants all serve to protect 
entrepreneurs. 

Over a long period of time other 
programmes have been developed of 
a different character. Outstanding 
are financial aids, protection from 
monopoly, and protection from com- 
petition. 

First are financial aids to entre- 
preneurs. Financial aids may take a 
wide variety of forms, of which three 
have been outstanding. They are 
subsidies, loans, and guarantees of 
loans, and income supports. These 
in turn take on a variety of forms 
limited only by the imagination of 
legislators and the justification for 
extension of aid. 

Subsidies to business enterprise 
have traditionally been used to pro- 
mote and protect entrepreneurs. Sub- 
sidies extend back to early protective 
tariffs, through the largesse extend- 
ed to early railroad builders and the 
development ofthe merchant marine, 
on to the development of the air 
lines today. 
The methodt b~ which subsidies have 

been and are extended include: direct 
granls to  cover operating dejcits; protec- 
tive tar@; grants of public land; granfs 
of operating equipment (e.g., aircraJ 
to air lincs); moil subsidies; tax rcbates; 
tax amortisation; and ben@ payments 
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(e.g., lo agriculture for undertaking soil- 
improvement programmes.) 

Loans and guarantees of loans are 
a method extending back to early aid 
to railroads. This may take the form 
of contributions to capital, guarantee 
or endorsement of securities of the 
business aided, subscription to and 
purchase of securities, and the mak- 
ing of unsecured loans.Such activities 
are really big business today. 

Government support of a level of 
income is classically illustrated in the 
agricultural programme launched in 
1933. A great many of the individual 
programmes associated with Federal 
agricultural policy are directed at 
maintainina the level of aaricultural 

Indirect Aids 

The above financial aids are what 
might be called direct. But business 
enterprise has benefited by a variety 
of indirect financial aids of one sort 
or another. International air carriers, 
for instance, receive indirect financial 
aids of the following sort: construc- 
tion and maintenance of airports and 
terminals, government aeronautical 
research and developmental work, 
government-sponsored training of 
pilots and other flight personnel, and 
maintenance of various types of com- 
munication aids. In  a variety ofother 
but comparable ways, such indirect 
financial aids have been extended to 
other entrepreneurs. 

Second, the Federal government 
fromthe passageoftheSherman Anti- 
trust act in 1890 has sought to pro- 
tect entrepreneurs from the exercise 
of monopoly power by competitors. 
It is not so much the detail of this 
experience as the fact that fits in the 
present discussion. 

Third, the Federal government as 
3 5 *  

well as state and local governments 
have protected entrepreneurs from 
competitors. At the Federal govern- 
ment level there are many illustra- 
tions, a few of which are the Miller- 
Tydings Act of 1937, which legalised 
resa le -pr ice-main tenance  pro-  
grammes; the National Industrial 
Recovery Act, which was a device to 
stifle competition; and the Webb- 
Pomerene Export Trade Act of 1918, 
which permitted exporters to cartel- 
ise to protect themselves from for- 
eign competitors. Here, too, might 
well be included tariff protections, 
protections to the competitive posi- 
tion of agriculture, and the shield 
against competiton extended to 
semi-competitive monopolies in the 
transportation field. Here again the 
fact is more significant at  this point 
than the detail. 

The issue here is not whether such 
programmes are justified or unjusti- 
fied. Some of them unquestionably 
have been essential and wholly bene- 
ficial to the entire society; some of 
them have been of questionable 
value to the public interest. Certain 
types of entrepreneurs have bene- 
fited by such programmes more than 
others. But the oulslanding fac t  is that 
enlreprtneurs as well as indiuidualr have 
with strong and insistent uoices called f o r  
Eouernmenl help in promoting their inter- 
esls and in getting protection in the pur- 
suance of tkeir interests. 

It is difficult to envision the scope 
of all these activities of the Federal 
government which may appropri- 
ately be associated with socialisation 
of individual as well as entrepren- 
eural risks, but it may be that the 
total volume of loans and guarantee 
of loans of agencies extending finan- 
cial aid to individuals and entre- 
preneurs exceeds by a large margin 
the Sroo,ooo million mark. 



attempt must be made, if it is to be 
made a t  all, to bring the converti- 
bi% plan down out of the rather 
rarefied and academic atmosphere in 
which it is now floating. 

Just how theensuing twelvemonths 
will work out in terms of dates and 

must be wondering. 
The bindings of tariffs under 

G.A.T.T. will last, with the year’s 
extension, until the end of 1954. 
These ‘bindings’ would not be of 
great assistance if they had to be 
renewable every year, and it must be 
presumed that it is hoped that before 
the end of 1954 an extension on a 
less temporary basis will be possible. 
An extension of this kind would 
require a full-dress meeting of 
G.A.T.T. in the autumn of 1954. 
but this will not be possible unless it 
is assumed also that the United 
States Congress will have passed a 
new Reciprocal Trade Act before it 
adiourns. 

This item, frorn an ~ ~ ~ [ j ~ h  
emphasises thc argumnl the 
Gunrunly ~ m s t  o f s e w  York in lost 

~~~~~~i~ ~ i ~ ~ ~ t .  con- 
clm’onr here presented are preceded by 
a mbstantial argument in the original 

article 

September 1954 in Washington 

The other indication that 1954 is 
expected to be a year of decision was 
the choice of Washington once again 
as the venue for the meetings of the 
International Bank and I.M.F. next 
year. It is unusual for these meetings 
to be held for two successive years in 
the same place, and the decision is 
the more significant because it was 
made at  the urgent insistence of the 
United Kingdom. The annual meet- 
ings of these two institutions, at 
which all the governors-who are 
generally the Finance Ministers of 
the countries concerned-are gath- 
ered together and are attended by - 
strong Godies of expert advisers, a& 
clearly the most appropriate occa- 
sions for the discussion of matters of 

A Tight Schedule 
Yet a new Recinrocal Trade Act r ~ ~ - ~ ~  ~ ~~ ~~ 

is unlikely to be drafted until the high international financial policy. 
Randall Committee has presented its Moreover, both institutions would 
report. That  report is scheduled for have their part to play in any plans 
completion in March next year, but for making sterling and other cur- 
experience suggests that it may be a . rencies convertible. I t  is known to be 
little later. This certainly makes a a part of the British convertibility 
tight schedule. It will leave only plan that the resources of the Inter- 
three to four months for the Randall national Monetary Fund should be 
Committee report to be considered, extended so that the fund could play 
for policy to be formulated, and for a a greater part in offsetting those 
new Reciprocal Trade Act to be short-term movements of money 
drafted and go through all its stages between one country and another 
in Congress. which might follow convertibility. 

From Tha Timer &&w of Indurfgv, London, Octobn 1953 
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The part which the International 
Bank would play would be lessdirect; 
but the prospect of international 
lending and investment on a healthy 
scale, especially on the part of the 
United States, is regarded as an  
essential part of the general back- 
ground without which the converti- 
bility of sterling could not proceed. 
In  this field the International Bank 
naturally has an important role. 

Thus it seems probable that the 
most important stage of the negotia- 
tions over convertibility may take 
place at or in conjunction with the 
Bank and Fund meetings in Wash- 
ington next September. It s e e m  safe 
to prophesy that Mr Butler, who 
found himself too pressed by other 
matten to attend these meetings in 
either 1952 or 1953, will-if he is still 
Chancellor of the Exchequer-go to 
them in 1954. 

What happens meanwhile? The 
idea that virtually nothing of conse- 
quence can be decided in the inter- 
national economic field until next 
March a t  the earliest, when the 
Randall Committee is due to report, 
has become commonplace. But the 
United Kingdom cannot, after all, 
be a passive spectator. 

The Government have a plan of 
their own to press; in certain ways 
they have not so far been too success- 
ful in pressing it. The difficulty lies in 
the fact that some temporary half- 
way house will be necessary between 
the present position ofa  substantially 
inconvertible sterling with discrimin- 
ation against the dollar and other 
hard currencies, and the final objec- 
tive of convertibility and non-dis- 
crimination. 

The British convertibility plan is a 
little difficult to follow with its 
various formal ‘stages’ and its large 
apparatus of technical monetary 
detail. But the general nature of the 

final stage and the half-way stage are 
clear enough. The final stage in- 
volves convertibility of sterling, and 
no doubt of some other European 
currencies, coupled with the elimina- 
tion of quantitative restrictions on 
trade, whether with the dollar area 
or with anybody else, under the aegis 
of the G.A.T.T. organisation. 

I t  is clear that the attainment of 
this ideal depends entirely on 
American policy. It is also clear that 
if it can be attained there is nothing 
in it that the United States would 
wish to argue about. But the ideal 
cannot be attained without an  inter- 
mediate stage, and it is this inter- 
mediate stage that raises the diffi- 
culties. 

U.K. Plan’s Poor Reception 
According to the ideas which have 

been developed by the United King- 
dom Government, this intermediate 
stage would be a stage in which 
sterling would be convertible, in 
which sterling and any other con- 
vertible European currencies would 
no longer participate in the Euro- 
pean Payments Union, but in which 
the scheme for liberalisation of trade 
operated through the organisation 
for European Economic Co-operation 
would still remain in being. In  
quantitative controls over trade, dis- 
crimination would still be exercised 
against the dollar area even though 
sterling as such would be convertible 
into dollars. Non-discrimination in 
monetary exchange would go hand 
in hand with trade discrimination, 
and in the fint place, at any rate, the 
removal of trade controls would still 
remain primarily within European 
limits. 

The idea of this intermediate stage 
has not been well received by any- 
body. To  the Americans a scheme 
which still involves discrimination 
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against dollar imports and dollar 
expenditure naturally has little ap- 
peal. To  many European countries it 
seems it has still less appeal. Some of 
them feel certain that they would 
inevitably lose gold to Britain and 
to other countries with convertible 
currencies, and that they would 
therefore be compelled to restrict 
their imports of goods and services 
from the convertible countries. 

The United Kingdom Govern- 
ment, per confra, think that there 
would be a tendency for other coun- 
tries to discriminate against the con- 
vertible countries, possibly even in . 
order to gain gold and convertible committee’s memben. For there is 
currency, andaccordingly they would no doubt that the Randall report will 
want to see the continuation of a influence Congressional and public 
trade liberalisation scheme which oainion arofoundlv. even thoueh 
would in effect guarantee that the 
convertible countries would notsuffer 
from discrimination against them- 
selves. 

The cleavage of opinion, and no 
doubt of practical interest also, is 
wide. The discussions which Britain 
has had with each of the European 
countries concerned have not served 
to narrow the gap appreciably, and 
the gap will be hard to bridge. It is 
certainly remarkable to see, consider- 
ing how sustained was the clamour 
for the convertibility of sterling over 
so many years, how little the pros- 
pect of it seems to be liked the 
moment it becomes a practical 

possibility. 
There i~ no emy way around these 

d2fficulties. But it is  clear that the United 
Kingdom and the Commonwealth m’ll not 
be handed a clear route to conuertibiliy on 
a plate. 

It will be necessary to try hard 
both by argument and by example 
to persuade the United States to 
follow a policy which will make the 
convertibility of sterling and non- 
discrimination possible to maintain; 
and the pressure must be exerted, 
clearly enough, while the Randall 
Committeeissittingso that theBritish 
aoint of view is made clear to that 

&at opinibn will have to be reckonid 
with as a separate force. 

The plan for the intermediate pro- 
cedure en roufe to convertibility will 
also have to be campaigned for in 
Europe. The forthcoming Common- 
wealth economic conference, at 
which, no doubt, the reception of the 
Commonwealth plan by the United 
States and the European countries 
will be fully discussed and the next 
steps fully debated, will itself have 
some importance in this context. 
Meanwhile the year that lies ahead 
will be a period for the formulation 
and negotiation of policy changes, 
but not for the changes themselves. 

Corrrttim: ‘The Tmth About Britain’s Increased Productivity’, October number 1953 of 
ECo~o~lc Drcesr, page 465. A letter from the Information Division ofthc Treasury regreti 
two C ~ ~ O A  in the Table included in this article, prepared by them and reproduced by us. The 
letter says: ‘In the column for Volume of Exports, 2nd Quarter [a )  For Engineering, etc. a 
figure of-IO has been given instcad of the sign ... (thcrc being no figure for this group) ; ( b )  
For other metal goods a figure of-I9 instcad of-IO’. 
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Keynes-and Keynesians-on 
Costs and Controls 

BY PER JACOBSSON 

IN THEIR disparagement of orthodox 
views, many so-called Keynesians 
have gone much further than Keynes 
himself ever did, even in the mid- 
1930’s when he published his General 
Theory of Employment, Merest and 
Money. 

This is particularly the case with 
regard to the question of costs. 

I t  is often said that economists 

when almost everywhere prices had 
been falling more sharply than ever 
before in peace-time, with the result 
that entrepreneurs in general were 
having difficulty in covering the 
costs of production. No wonder, 
therefore, that he regarded the 
restoration of a proper relationship 
between costs and prices as the 
primary task. 

used to lay too great a stress upon 
changes in cost, while unduly Limits Of Wage 
neglecting the importance of changes For him the right way of achieving 
in effective demand. The stress that goal was to raise prices by ex- 
which Kevnes. on the other hand. nandine monetarv demand. and he 
laid on t ie dangers and difficultiei believe; that this mode ’of pro- 
which might result from a dejciency cedure would be effective because he 
in Ihe oolume of monetary demand doubt- considered that, in general, workers 
less represents one of his main con- would remain satisfied with their 
tributions to the theory of economics, existing money-wage rates even if 
and this stress was certainly most prices rose somewhat. On  page 289 
appropriate in the midst of the great he expressly considered the case of 
depression. increasing employment when, up to 

But it would be a mistake to be- a point, ‘the decreasing return from 
lieve that because of this timely pre- applying more labour to a given 
occupation with the volume of de- capital equipment has been offset by 
mand Keynes regarded the relation the acquiescence of labour in a 
between costs and prices as of only diminishing real wage’. 
secondary importance. The followers of Keynes do not 

In  The General Theory, it is evident always make sufficiently clear their 
that one of his main concerns is to master’s views on the relationship 
bring about a balance between costs between costs and prices and the 
and prices. He knows full well that stress which he laid on the need for 
the entrepreneurs will expand their accepting, at  least temporarily, a 
production only when their costs are somewhat lower real wage ifa depres- 
covered by the prices paid for the sion is to be overcome. 
goods they produce-this being in There can be no doubt as to the 
fact the basic principle of the free- key position occupied. in Keynes’s 
economy system in which Keynes General Theoiy by the workers’ accep- 
believed. tance ofrelatively stable money wages. 

Keynes wrote his book, at a time Indeed, according to Keynes’s sys- 

From Reuinu, Skondinouirko Bonken, Slockholm, October 1953 
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tem, it is the stability of money-wage 
rates which gives stability to the 
value of money, and ensures that, 
once a depression has set in, a policy 
of full employment can be con- 
sidered a practical possibility. 

As already stated, ‘Keynes seems 
to have thought that, while workers 
will strongly resist any reduction in 
their money-wage rates, they are 
likely to acquiesce in a continuation 
of the existing rates as long as there 
is no appreciable rise in the cost of 
living. Whether this is a realistic 
view at a time of strong labour-union 
influence is another matter; nowa- 
days, the workers follow closely the 
month-to-month changes in the cost- 
of-living index. 
Techniques of Balance 

Keynes himself did not rely on 
‘controls’ to achieve the objectives 
he had in view-the word ‘control’ 
does not appear a t  all in the index to 
the General Theoy. As has already 
been pointed out, his system took 
shape in the midst of the great 
depression, i.e. at a time when mass 
unemployment was likely to act as a 
deterrent to any sharp increases in 
money wages. But whatever may be 
the influences affecting the earnings 
of labour, it is important to remem- 
ber exactly what Keynes’s attitude 
was in this matter. 

Clarity on this point is particularly 
desirable, for if there should be 
another considerable decline in busi- 
ness activity, it is to be expected that 
the authorities would then intervene 
in order to counteract any marked 
increase in the unemployment figures. 
Quite properly, attention would 
then be directed again to the need 
for maintaining the volume of effec- 
tive demand-and it is probable that 
once more the suggestion would be 
heard that the best way of keeping 

up demand is to increase money 
wages. 

The adoption of such a suggestion 
would, however, be contrary to 
Keynes’s recommendations. His main 
concern was to restore a proper 
balance between costs and prices, 
and he wanted this to be done by 
means of an increase in the demand 
for goods and services brought about 
in ways which would not lead to an  
increase in costs. In  other words, he 
considered that balance could best 
be restored by an expansion of credit 
not accompanied, while the depres- 
sion remained acute, by any increase 
in money wages. 

Distorted Views 
When interested parties quote 

Keynes in support of the policies 
which they wish to see punued, 
there is a danger that those elements 
of his system which appear par- 
ticularly attractive (for instance, the 
expansion of credit) will be em- 
phasised, while other elements (such 
as the moderation in the raising of 
wages) are conveniently forgotten. 

One may ask why so many of the 
latter-day Keynesians are apt to dis- 
regard the need for a balance be- 
tween costs and prices. One explana- 
tion may be that they have become 
so preoccupied with the maintenance 
of effective monetary demand, es- 
pecially demand for consumer goods, 
that this consideration takes pre- 
cedence over everything else. They 
are thus inclined to look upon a 
redistribution of income in favour of 
the wage-earners precisely from the 
point of view of the sustaining effect 
which it is believed to have on the 
volume of domestic demand without 
paying adequate attention to the 
effects of an increase in the cost of 
production on the remunerativeness 
of business. 
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In  the U.N. report on National and Now that a return to currency 
International Measures for Full Employ- convertibility is beginning to come 
ment, there is not the slightest hint of within thesphere ofpractical politics, 
the possibility that a deficiency of the need for strengthening the 
'savings' (as distinct from monetary liquidity of the international mone- 
demand) might force the individual tary system is very real. Certain 
countries to restrict the volume of international aspects of the policy of 
investment and that this might cause employment have been considered 
a considerable reduction in the by a second group of United Nations 
volume of employment. 

In  the great depression of the 
1930s it might have been permissible 
to assume that an increase in the 
national income brought about by a 
vigorous credit expansion would 
itself, up to a point, lead to an 
increase in saving, but even at that 
time there were countries which had 
to obtain capital from abroad. An 
examination of the records of the past 
reveals that there have never been 
more than six or seven countries 
possessed of a sufficiently strong flow 
of savings to be able to make net 
foreign investments. 

It is important in a depression not 
only toavoid measures which increase 
the costs of production but also to 
refrain from any action which would 
weaken the will to save. This is 
especially true from the point of view 
of labour: for it is, in particular, 
when a large volume of investment 
is based on genuine savings (inflation 
having been avoided) that a rise in 
money wages can lead to an improve- 
ment in real wages. 

Imported Depression 
The reasoning in Thc Gencral 

Theory is based on the premise oPa 
'closed economy' and consequently 
no particular attention is devoted to 
the problems which arise when a 
depression is 'imported' from abroad. 
The 'international complications' 
which could result from Keynes's 
employment policy are not examined 
at  all in this work. 

experts, which published their report 
in 195 I .  In general, their analysis of 
the problems involved has been 
regarded as more realistic than that 
of their predecessors. 

Now, however, a further stage has 
been reached. The present need is 
not so much for expert investigation 
as for a consideration by the com- 
petent authorities in the different 
countries of what practical steps can 
be taken to ensure a higher degree of 
monetary and economic stability 
than the world has enjoyed during 
the nearly forty years which have 
passed since the outbreak of the first 
world war. 

Keynes Changed his Mind 
For some years after the crisis of 

1929 Keynes was most concerned 
lest his country should once more 
find itself tied to the volatile econo- 
my of the United States, but during 
the war he would seem to have 
changed his mind, and in his famous 
article in Thc Economic Journal pub- 
lished posthumously in 1946 he 
appeared more ready to accept the 
implications of an international 
monetary system and of multilateral 
trade. This change of attitude was 
no doubt due to a belief that the 
United States had become more 
willing and more able than had 
previously been the case to keep its 
domestic economy reasonably stable 
and to pursue a less restrictive policy 
with regard to foreign trade. 

While in The General Thcory 
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Keynes considered only the case of 
the ‘closed economy’, he dealt at 
length with the problem of inter- 
national relations in the article (just 
referred to) on The Balance OfPaymenls 
Of fhe United Slafes, published two 
months after his death. 

It was during the negotiations 
which he conducted with the United 
States in the years 1942 to 1945 that 
Keynes became more and more 
interested in the questions of foreign 
trade and international settlements; 
and as is well known he came to take 
a distinctly optimistic view of the 
prospects of establishing and main- 
taining a lasting equilibrium be- 
tween the United States and the rest 
of the world. Naturally, he looked 
around for safeguards which would 
increase the chances of a safe return 
to multilateral trade. and in this 

with the establishment of which he 
had been so closely connected. 

Heart not in Controls 

Essentially, however, his faith was 
founded on the view that ‘there are 
in these matters deep undercurrents 
a t  work, natural forces, one can call 
them, or even the invisible hand, 
which are operating towards equili- 
brium’-and here again he turned 
his attention to the probable de- 
velopment of ‘demand‘ and of 
‘costs’. Pointing especially to the fact 
that ‘the United States is becoming a 
high-living, high-cost country be- 
yond any previous experience’, he 
asserted that this state of affairs 
would make it possible for the 
classical medicine to take effect, and 
in this medicine he would naturally 

include the ordinary means of mone- 
tary policy. 

He did notexclude othermeasures: 
he admitted that one would ‘need 
quicker and less painful aids of 
which exchange variation andoverall 
import control are the most impor- 
tant. But in the long run these ex- 
pedients will work better and we shall 
need them less if the classical medi- 
cine is also at  work.’ His heart was 
not in controls; he remained all his 
life a believer in the advantages of an 
economy in which individual initia- 
tive and private enterprise would be 
able to make their valuable contri- 
butions. 

I t  is not the purpose of this article 
to discuss what should be done to 
prevent a recurrence of mass unem- 
ployment. There is not just one 
remedy but several, depending upon 
the nature of the unemployment in 
each particular case. I t  should, at all 
events, be recognised that the world 
will never again tolerate unemploy- 
ment on anything like the scale of 
that which was such a terrible 
scourge during many of the years of 
the inter-war period. 
Justice to Keynes 

I t  should also be recognised as 
important that the opinions expressed 
by such an influential economist as 
Keynes should be properly inter- 
preted in order to’avoid grave mis- 
conceptions regarding the policies 
which he advocated. This is all the 
more important now that the long 
drawn-out post-war inflation is at 
last becoming a thing of the past and 
that policies, therefore, have to be 
based once again on the assumption 
that the value of money will remain 
relatively stable. 

connection he referred particularly 
to the Bretton Woods institutions. 
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I Told You So! 
BY THE RT HON. LORD BEVERIDGE, K.C.B. 

THE Beveridge Report on Social 
Insurance and Allied Services is 
already nearly eleven years old. The 
two National Insurance Acts of 1946 
which with a few differences gave 
general effect to the Report, have 
been in operation for more than 
five years. The working of these Acts 
is likely to he much under discussion 
in the coming year. 

For one thing the Government 
have realised the growing burden 
which provision for old age is likely 
to place upon the country in view of 
the growing proportion of older 
people in the population. On  its 
present basis, the National Insurance 
Fund has shown a small surplus of 
income over expenditure. From next 
year onwards it will have expenditure 
in excess of income, the deficit rising 
rapidly until twenty-five years hence 
it is expected to he more than L400 
millions a year. 

Burden of Pensioners 
There is nothing surprising in this; 

it was all foretold in the Beveridge 
Report which, as one way of lighten- 
ing the burden, proposed that pen- 
sions henceforth should he paid only 
on retirement from regular work and 
that inducements should be given to 
postpone retirement. 

For another thing, under section 
40 of the National Insurance Act of 
1946, the Government are required 
next year to review all rates of bene- 
fit in relation broadly to the cost of 
living and to changes to the cost. I t  
is clear already that, through the 
continual rise in the cost of living, all 
benefit rates other than those for 
industrial injury are below subsis- 

tence level. They will he faced by the 
need either to abandon the subsis- 
tence principle in social insurance- 
the central and most popular feature 
of the Beveridge Report-or  to find 
somehow from general taxation or 
by raising insurance contrihutions- 
very large additional sums for social 
insurance. The sum involved might 
be E150 millions or even more. 

Rotting Value of Money 
This problem also is not unexpec- 

ted. I t  was discussed in 1944 in Full 
Emplyment in a Free Society. There the 
possibility that full employment 
might lead to a spiral of rising prices 
destroying the value of money w a  
faced frankly. 

There is no inherent mechanism in 
our present system which can with 
certainty prevent competitive sec- 
tional bargaining for wages from 
setting up a vicious spiral of rising 
prices under full employment. The 
remedy does not lie in going hack to 
unemployment; it must he found by 
re-examining our present machinery 
for determination of wages. For each 
industry to insist under full employ- 
ment on fixing its money wages for 
itselfwithout reference to any author- 
ity of wider scope, threatens by com- 
petitive raising of wages to destroy 
the value of money. Old ways of 
thinking and acting are being ap- 
plied to new conditions in which 
they can lead only to disaster. 

* * * 
The Beveridge Report of 1942 on 

Social Insurance was not a plan of 
the State doing everything for every- 
body.!Its aim was by State action to 

From Addrarr, Nnfionol Union of Mwufmtwm, London, Ocfobcr 15, 1953 
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establish a minimum below which help one another. I t  was followed 
no one need fall, and by avoiding only a few yean later by another 
means tests to leave all men free and hook on Voluntary Action, illus- 
responsible for planning and manag- trating how much would remain to 
ing their own lives above the mini- be done by self-help and by mutual 
mum. It did not assume or suggest help to make the kind of society we 
that individuals need do nothing to all desire. 

VENEZUELA’S AGRICULTURAL BANK 
THE Agricultural and Livestock the European markets were lost to 
Bank of Venezuela, founded in 1928 exports of Venezuelan coffee and 
as an official agency of the Govern- cacao. To  some extent, the coffee 
ment, initiated its activities with industry in Venezeula was saved by 
only 30 million bolivares. Now twen- this procedure, as the Bank bought 
ty-five yean later, it has a capital of the entire 1941-41 and 1941-43 ex- 
1 7 7  million bolivares ($53 million). port crops. Since then, no more 
But in between these two dates, the coffee has been bought, as exports 
Bank saw some hard times. From have again picked up. Today, the 
1930 to 1936 its activities were al- Bank will buy the entire domestic 
most completely paralysed for lack production of paddy rice, then mill 
ofcapital and thedifficultyofmaking and store it and undertake its dis- 
collections. Since then the Bank’s tribution throughout the country as 
by-laws have been modified several the necessity arises. In 1952, the 
times so as to expand its operations BAP bought 35,863 metric tons of 
and to facilitate the granting of rice. Also bought on a large scale 
credits. Last year, a new contribu- are cattle for slaughter and, to some 
tion of 12  milllion bolivares ($3.6 extent, slaughtered animals dressed 
million) from the state greatly for food. Around zoo head of cattle 
helped the Bank to widen its field are slaughtered daily in the Bank’s 
of operations. Maracay plant and sent to metro- 

During the last four yean, the politan Caracus and Aragua State. 
Agricultural and Livestock Bank has Last year 28,947 head were bought at 
granted loans on an annual average a cost of I 1,700,000 bolivares, as 
of loo million bolivares (S30million). well as 2,952 metric tons of meat for 
These loans go for such things as sale, costing 7,400,000 bolivares. 
ak+uItura1 machinery, land im- Recently the Bank undertook to provement, seeds and many Other buy the entire crop of tonka beans. 

One other important crop bought in items. 
The savings department Of the quantity by the Bank is cotton. Agricultural and Livestock Bank 

have been constantly growing, and The Bank is today the exclusive 
a t  the present time, savings deposited importer of rice and sugar, hut from 
with the Bank by 50,000 penons time to time it imports other items. 
amount to 80 million bolivares ($24 I t  owns zoo other installations such 
million). as a network of silos, rice drying 

The Bank also undertakes to buy plants, slaughter houses, cold storage 
certain agricultural products. This depots and warehouses, as well as a 
practice originated in 1939, when fleet of trucks. 

From Vemru~la up-lo-dok, V e ~ r w l ~  Infomfion Smicc, Srpkmbcr 1953 



54' 

Adequacy of Monetary Reserves 
Conclusions of Important I.M.F. Study 

THREE points must be taken into their fiscal and monetary policies so 
account in any discussion of the far as to intensify domestic inflation- 
adequacy of monetary reserves: ary pressures. 

( I )  Monetary reserves are meant (3) A world-wide distribution of 
to take care of swings between monetary reserves in accordance 
favourable andxunfavourable pay- with the apparent need for them is 
men6 positions. They are meant to incompatible with the yet more 
cover recurrent balance of payments fundamental consideration of the 
deficits that are temporary in char- distribution of the real resources of 
acter. No amount of monetary 
reserves is sufficient to finance a 
permanent disequilibrium in a coun- 
try's balance of payments. 

(2 )  The magnitude of the mone- 
tary reserves of a given country tends 
both to affect and to be affected by 
that country's domestic fiscal and 
monetary policies. The interaction 
between reserves and policies is 
stronger, the more important the 
role played by external trade in the 
economy of the country concerned. 
Rigorous fiscal and monetary policies 
tend to increase monetary reserves; 
strong reserve positions make the 
relaxation of fiscal and monetary 
policies possible. When world infla- 
tionary and world deflationary forces 
are in balance, this interaction is 
beneficial and helps both to promote 
sound policies and to achieve and 
maintain a viable distribution of 
monetary reserves throughout the 
trading world. When world infla- 
tionary forces are in the ascendancy, 
substantial accretions to world mone- 
tary reserves tend, through their 
interactions with policy, to increase 
these forces. The foregoing should 
not be taken to imply that increases 
in reserves are per se undesirable even 
during periods of world inflation. 
Countries should be on guard in such 
situations, however, against relaxing 

From I.M.F. Slof Pcperr, 

each country in accordance with the 
highest priority for their use. If the 
monetary reserves of the world were 
completely redistributed in accord- 
ance with apparent need, they would 
soon be re-redistributed, as each 
country would soon (quite properly) 
rearrange the changed amount of 
real resources at its disposal in 
accordance with its scale of prefer- 
ences. In  such a re-redistribution, 
wealthy or less dynamic countries 
would soon reacquire reserves which 
they either desired or merely accep. 
ted passively, but which, in any 
event, they could hold without 
sacrificing other deeply felt needs, 
while poorer or more dynamic coun- 
tries would soon dispose of part of 
their newly acquired reserves in 
exchange for other types of real re- 
sources which they needed more 
urgently. 

I t  is a corollary of the first of these 
points that the subject of reserve 
adequacy can be discussed meaning- 
fully only on the assumption that 
countries which have not already 
done so adopt policies adequate to 
balance their accounts over a normal 
economic cycle. Upon the assump- 
tion that countries adopt such poli- 
cies, the following four categories or 
standards of reserve adequacy are 
distinguished : 

Warhinglon, Oclobrr 1953 
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(a) Enough to enable a country in 
bad years, by resort to restrictions, to 
maintain its external debt payments 
and to purchase the goods and ser- 
vices necessary to avoid hardship to 
its population or dislocation to its 
economy and the possible emergence 
of an exchange crisis, i.e., to permit 
a reasonable distribution over time of 
the payments which it can afford to 
make over the entire cycle; 

(b) Enough to maintain currency 
convertibility, barring a severe de- 
pression, but with occasional neces- 
sity to resort to trade and exchange 
restrictions for balance of payments 
purposes; 

(c) Enough to maintain currency 
convertibility, barring a severe de- 
pression, but without the necessity for 
occasional resort to trade and ex- 
change restrictions; 

(d) Enough to maintain currency 
convertibility, even through severe 
depressions (but not through pro- 
longed periods of international defla- 
tion such as occurred in the thirties), 
without either the necessity for 
occasional resort to trade and ex- 
change restrictions or the necessity 
for resorting to domestic deflationary 
policies for the purpose of restraining 
imports, even if this involves a sub- 
stantial drain on reserves. 

The determination of the 'ade- 
quacy' category into which any 
country falls, assuming that it meets 
the fundamental condition of pay- 
ments balance over a normal cycle, 
is a matter of judgement. I t  is prob- 
able, however, that almost all coun- 
tries, assuming the adoption of 
appropriate policies, would qualify 
for category a,  many would qualify 
for category b, some would qualify 
for category c, and a few would 
qualify for category d. 

In  determining the adequacy cate- 
gory into which any country falls, 

account should be taken of the 
availability of the resources of the 
Fund to extend temporary assistance 
to member countries which have 
achieved a fundamental payments 
balance. The provision of funds for 
the objectives indicated above-i.e., 
the avoidance of sharp declines in 
imports not required by a country's 
fundamental payments position, the 
maintenance of currency converti- 
bility, and the avoidance of restric- 
tions-is in accordance with the 
purposes of the Fund. Assistance 
from the Fund in carrying out these 
purposes should, therefore, enable 
member countries to meet their 
reserve needs more effectively than 
would be possible on the basis of 
their own reserves alone. The role of 
the Fund in times of depression 
presents special problems which will 
now be considered. 

Reserves to combat depression 
None of the adequacy categories 

just discussed implies that a country 
would be able to endure a prolonged 
period of world deflation without the 
imposition of exchange restrictions 
implying at least a severe limitation 
on convertibility. However, as has 
already been suggested, this would 
scarcely be a fair test of reserve ade- 
quacy. Just as, at one end of the spec- 
trum, the subject of reserve ade- 
quacy does not become relevant 
unless the country itself is pursuing 
appropriate policies, so, at  the other 
end, no country can be expected to 
maintain reserves sufficient to sustain 
free and nondiscriminatory multi- 
lateral trade in the face ofworld-wide 
deflation. 

The experts' report, Measures f o r  
International Economic Slabilip, assumes 
that protracted depressions will be 
avoided by appropriate domestic 
measures, but that the US. economy, 
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even on the assumption of a fairly sions? (2) What actions should be 
rigorous anti-deflationary policy, is taken when and ifadepressionstarts? 
subject to short, sharp shocks, during In  regard to the first, it would 
which the rest of the world would appear desirable for countries to 
need substantial reserves in order to increase their reserves to the extent 
maintain domestic anti-deflationary that is possible and consistent with a 
policies and a volume of imports progressive relaxation of trade and 
from the United States corresoond- exchanee restrictions and the main- 
ing to such policies, and th‘ereby tenanceofinternal financial stability. 
prevent the spread of the depression. When analysis shows clearly that 
The experts estimate that, in the a depression is developing, it should 
event of a depression in the United be dealt with promptly by measures 
States lasting for two years from its directed toward the maintenance of 
inception to its conclusion and in- an adequate level of effective de- 
volving a fall in industrial produc- mand. Demand should, of course, be 
tion of the same da t ive  magnitude maintained on both the national and 
as that which occurred in the de- the international level. The measures 
pression of 1937-38, the rest of the taken to ensure its maintenance 
world would need to draw on its should be primarily positive, and 
reserves to the extent of $8 billion to not merely defensive, in character. 
maintain its commodity imports The  essentially defensive character 
from the United States at  the level of of supplementary reserves obtained 
those in the fint half of 1951. To with firm assurances of repayment 
this, the experts add another $1 in the short-term or medium-term 
billion to cover anticipated accom- future has already been pointed out. 
panying declines in invisible current Defensive measures are important, 
account payments by the United however: and, in order to mevent 
States and in private long-term 
capital outflow from the United 
States, and come up with an esti- 
mate that a total drain of $10 billion 
on reserves would be necessary to pre- 
vent the spread of a depression of the 
assumed magnitude. There is some 
reason to suppose that the assump- 
tidns of the experts may be unduly 
pessimistic. But they will not be inves- 
tigated here, as no quantitative criti- 
cism of them would alter the conclu- 
sion of this paper that reserves are 
not, in general, adequate for combat- 
ing the spread of a severe depression. 

Anti-Depression Programme 
There are two essential questions 

implicit in the experts’ report: ( I )  
What actions in the field of monetary 
reserves should be taken now to pre- 
vent the spread of future depres- 
3 6  

small depressions from growikg into 
large ones, such supplementary re- 
serves should be supplied early, on 
liberal terms, and in adequate 
amounts. In the event of a severe de- 
pression, additional means for main- 
taining demand at  the international 
level might be required, and it may 
be expected that the Fund would 
consult with its members on the 
desirability of additions to its re- 
sources and would consider possible 
changes in its modes of operations to 
meet the emergent situation. But 
primary reliance for the avoidance 
and cure of depressions must be 
placed upon appropriate measures 
a t  the national level, especially in 
industrial countries. 
Iha rtdp from which thcrc ionclurionr an 10km 
L imbmront and is n d e  nuoilable ‘For Refmme’ 

on pop  564. 
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Achievements of Monetarv Discidine 
d I 

BY E. M. BERNSTEIN 
Research Director, International Monetary Fund 

CHANQE~ that have occurred in the 
world economic situation since 1950 
and 1951 are striking. 

While these changes have occurred 
in a period when there was a revival 
in the use of monetary policy, it is 
not possible to attribute all the 
changes that have taken place to the 
use of such measures. 

The boom in raw materials prices 
that began with the Korean War 
would in any case have come to an 
end when there was wider realisation 
that the fears of raw material short- 
ages were unfounded. The large 
dollar deficit of July 1951 to June 
1952 would sooner or later have had 
to be reduced, since countries could 
not continue to draw down reserves. 
Nevertheless, monetary povcy pre- 
vented even greater distortions and 
facilitated an orderly return toward 
stability. 

up reser& during the period of the Weapon in Action Korean boom and to retain these 
Without imputing entirely to reserves after the boom had termin- 

monetary policy the greater internal ated. The industrial countries that 
and external stability of the past lost reserves in 1950 and 1951 and 
two years, it is worth noting what then took effective monetary meas- 
these achievements are. Wholesale ures showed large gains in their 
prices reached a peak in most coun- monetary reserves early in 1951. 
tries from March 1951 to January 
1952 and have since receded nearly 
everywhere. In general, the turning 
point came earlier in the raw 
materials countries with sound mone- 
tary policies and in the industrial 
countries that took strong measures 
to restrain credit in 1950 or very 
early in 1951. The turning point 
came later in countries heavily de- 
pendent on imports, in which domes- 
tic prices lagged behind spot prices 

of foodstuffs and raw materials in 
export markets. The turning point 
also came later in industrial coun- 
tries that delayed taking action to 
restrain credit until the summer of 
1951 or later. 

The relation of monetary policy to 
the payments position of countries 
is equally striking. The rest of the 
world paid 82,700 million of their 
reserves to the United States from 
July 1951 to June 1952. I t  could add 
only 82,100 million to its reserves as 
a consequence of transactions with 
the United States from July 1952 to 
June 1953, including American aid. 
Raw materials countries that applied 
restraining monetary policies in 1950 
and 1951 were able to retain a con- 
siderable part of the reserves they 
accumulated during the boom. In- 
dustrial countries with effective 
monetary policies were able to build 

Payments Problem 
Monetary policy also contributed 

to a solution of the payments prob- 
lem in other ways. 

( I )  Monetary restraints came just 
in time to prevent costs from rising to 
levels that would have impaired the 
capacity of some countries to com- 
pete in world markets. Countries 
that made prompt and vigorous use 
of monetary policy have price and 

From fha Ilroivol of Momtau Poliy, I n f m f i o n d  M o ~ & y  Fund, Woihingfon, Seprnnbrr 11, 1953 
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cost levels very close to those of the 
major dollar markets. 
(I) Economic readjustments have 

been induced by monetary measures 
which will continue to help in the 
solution of the payments problem. 
There is one characteristic of mone- 
tary policy which makes it transcend 
in effectiveness any direct controls. 
Monetary policy is pervasive; it acts 
on the whole economy. In contrast, 
controls must always be stricter than 
the need for the restrictions they im- 
pose because excess demand re- 
strained at  one point flows over or 
breaks through a t  innumerable other 
points. 

(3) The use of monetary policy in 
recent years has strengthened con- 
fidence in currencies. I t  can no 
longer be assumed that the value of 
money will move uninterruptedly in 
one direction-downward. People 
are again encouraged to save and to 
keep their savings in national cur- 
rency, instead of seeking refuge in 
gold and dollars. 

not all countries respond equally to 
Infiation and Payments inflation either in their export-im- 

The experience of the past three port trade or in their price-cost 
years shows that monetary policy is structure. Any inflation is a threat to 
an indispensable part of any pro- the balance of payments of a country 
gramme for dealing with the pay- with a weak payments position. 
ments problem. Any country that has Monetary policy cannot, by itself, 
inflation, however mild, can streng- solve problem which have their 
then its payments position by ending origin in other forces affecting the 

Central Bank Diseovnt Rates of Selected Countries 
Maximum Prcsrnf Maximum Prcsrnt 
1950-53 Rold 1950-53 Rald 

% 
2.5 
2.5 
2.5 

% 
Austria .................. 6 
Belgium ................. 3.75 
Canada .................. 2 
Denmark ................ 5 
Finland .................. 7.75 
France... ................ 4 
Germany ................ 6 
India ..................... 3.5 

Japan ................... 5.84 
Italy ..................... 4 

From Monfhb blm, 

% 
5 
3 
2 
4.5 
5.15 
3.5 
3.5 
3.5 

the inflation. And as penistent 
inflation must ultimately raise prices 
and costs, a country that fails to deal 
with its inflation problem will in 
time undermine the exchange rate 
for its currency. A very considerable 
part of the payments problem that 
confronts the world today has its 
origin in a persistent current infla- 
tion and in the accumulated effects 
of the inflation of the past. 

Need for Other Measures 
There is a mistaken view that it is 

not the absolute degree but only the 
relative degree of inflation which 
affects a country's payments. This 
seems to mean that if all countries 
have an equal degree of inflation, say 
an equal proportionate excess of 
demand over current output, pay- 
ments will somehow be in balance. 
Even if the rest of the world has the 
same degree of excess demand as the 
United States, it may very well be 
confronted with a serious dollar 
payments problem. That is because 

% 
Netherlands ............ 4 
Noway .................. 2.5 

Spain ..................... 4 
Sweden .................. 3 
Switzerland ............ 1.5 
Turkey .................. 4 
Union of South Africa 4 
United Kingdom ...... 4 
United Stat" .......... 2 

Bonk of Nem York, Ocfobn 1953 

Portugal ................ 2.5 
4 
3 
I .5 
3 
4 
3.5 
2 
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the future. The greatest barrier to an 
effective monetary policy has proh- 
ably been ideological in character. It 
is a mistake to assume that full 
employment and economic develop- 
ment must be based on inflation. 
Economic adjustment with stability 
is more likely to result in high levels 
of emdovment and rising standards 

international economic position of a 
country. It cannot solve payments 
problems arising from a loss of 
important export markets. It cannot 
salve payment problems arising from 
the loss of major import sources. 
These are problem that require 
fundamental changes in the structure 
of the world economy and in the 
pattern ofworld trade. Whatever the of livikg ‘than a policy d unlimited 
solution, it can in the end be applied credit bolstered by controls. Eco- 
only in an environment free of nomic development with stability is 
inflation, in which monetary policy more likely to create broader work 
encourages the adaptation of the opportunities and more efficient 
economy to its real international methods of production than a policy 
economic position rather than freez- of inflationary financing of invest- 
ing it to a pattern suited to the past. ment. Governments are now hegin- 

Much has been done with mone- ning to understand this. That is why 
tary policy in the past three years. there is more reason for optimism on 
More can be accomplished by a the payments problem than at any 
vigorous use of monetary policy in time since the end of the World War. 

U.S. FOREIGN INVESTMENTS (continued) 

$217 million; and Germany, 8204 
million. Investments in Western 
European dependencies increased 
from $155 million to 8435 million 
between 1943 and the end of 1950. 

Investments in the contiguous or 
neighbouring areas of Canada, Mex- 
ico and West Indies fell from over 50 
per cent ofthe total in 1929 to 40 per 
cent in 1950. A vigorous flow of new 
capital, directed mostly to petroleum 
and manufacturing enterprises, in- 
creased investments in Latin America 
by 75 per cent from 1943 to 1950. 
During the same period, American 
investon poured Si,aoo million into 
Canada. 

Investments in the free countries 
of Africa, Asia and Oceania rose by 
SI,oz8 million during the seven 
yean ending 1950. The heavy capital 
movement into the areas raised the 

investment ratio to I I per cent of the 
world total. American interests were 
largest in the Arabian states where 
most of the money was invested in 
development of oil resources. 

The value of direct investments in 
Asia rose from $403 million in 1943 
to 91,044 milli,on in 1950. During the 
same period the growth in Africa 
was from 8129 million to 8353 mil- 
lion; in Australia from 81 14 million 
to 8200 million; and in the Philip- 
pines from 875 million to 8149 mil- 
lion. 

Book values used in the survey are 
considerably lower than the market 
value of the investments since the 
fixed assets are entered at the original 
value. The market values would re- 
flect the sharp rises in prices and 
costs since the acquisition of most 
assets. 
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U.S. Foreign Investments Total : 
&14,000 Million at end of 1952 

DIRECT Arne r i c a n investments  Direct investment abroadincreased 
abroad totalled over $14,000 million $3,900 million in the years 1943- 
at the end of 1952. U.S. investments 1950. About 80 per cent of this new 
overseas rose steadily from $4,000 investment was in the Western 
million in 1920 to SI 1,800 million in hemisphere and the remainder con- 
1950. centrated chiefly in the Middle East. 

Income earned by U.S. investors The petroleum industry attracted 
averaged about 81,zoo million half of the new capital and manufac- 
annually during the 1946-52 period, turing developments accounted for 
and 8630 million a year was re- about 40 per cent. 
invested in the foreign enterprises as 
new capital. In  addition, approxi- Distribution of Investments 

The following area distribution of mately $500 million a year in earn- 
i n 5  was retained abroad by foreign U.S. investments are noted a t  the end 

of 1950: Latin America, 14,700 mil- subsidiaries; this in effect constituted 
further new investment. lion; Canada $3,600 million; Europe Further, countries as a whole 
receive a substantially larger amount s1,700 Africa, Asia and Australia, SI ,800 million. of dollars from the new capital Some $3,800 million was invested invested in these companies, from 

etroleum; $1,400 million in railways States, and from the substitution of p 
local production for goods which and public utilities; $1,100 million 
would ordinarily be imported from m mining; $600 million in agricul- 

ture; and $1,500 million in all other 
fields. the United States. 

Foreign countries in 1950 also de- Investments in Europe changed rived slightly more than $I,OOO very little between 1943 and 1950, million in revenue from income but dropped from 23 per cent of the taxes on US.  direct-investment 
enterprises. Other types of taxes and total to nearly '5 per cent as Of 

the new American capital flowed into royalty payments provided more 
during this period $500 million was revenues made possible many eco- 

nomic and developments which re-invested in European enterprises. 
could not otherwise be carried out. In '95' alone new investments in- 

creased by more than 8270 million. The direct-investment companies Investments in Great Britain in- are an important stimulant to local creased from a ratio of one-third of savings, not only through their own the total in Western Europe to one- operations, but also by providing for half in the seven-year period ending a part of the population an income 1950. Other countries with large large enough to permit a volume of 
which can be turned to pro- American investments were France, 

ductive investment. (mrtlluded opporirr) 
From LIS. Deporfmmf of Cmmncc Surury, Wuhingfon, Ocfobrr 21, 1953 

these companies~ sales to the United in manufacturing; 63,400 million in 

direct forms of revenue, ~h~~~ other areas of the world. However, 

3 6 *  
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Capital Development in Britain 
POST-WAR YEARS 1948-1952 

The fundamentalproblems ofcapital 
Jinance are still with us: how to 
increase the real uolume of capital 
inuestment, particularly in produc- 
tiue assets; how to Jinance an 
enlarged uolume ?f inuestment with- 

‘out provoking inflation or enforcing 
permanent conlrolc; and how to 
make a full flow of risk capital 
available for new enterprise as well 
as for undertakings already JFrmh . I , .  I . 

SINCE the end of the war the need for 
capital construction-to repair the 
damage and wastage of war, to over- 
take arrears of housing, modernisa- 
tion of industries and so forth-has 
been on such a scale as to call for 
measures of control and direction 
originally devised to serve the ends of 
national defence. The broad purpose 
has been to steer the use of capital 
according to officially-determined 
priorities, while restricting the de- 
mand for resources so as to hold back 
inflationary pressure. 

The control measures have had, as public projects, including housing 
one effect, the direction of a high and basic industries brought into 
proportion of capital investment into 

(I) Allocation of Resources 
The proportion of the national in- what extent the gross total of capital 

come devoted to capital purposes has outlay has exceeded depreciation 
been about 13 or 14 per cent in each and wastage of existing assets-that 
of the past five years. As the national is, the extent of the net addition to 
income itself, after eliminating the country’s stock of capital re- 
changes in the value of money, in- sources. Some piecemeal indications, 
creased by about one-tenth during however, are mentioned below. 

escaoitsnea. A 
public ownership since the war. 

these years, the actual amount of 
canital develonment was also madu- Industry: Housing: Public 

0~ ~~ ~~~~ 

~ ~ ~ ~1 ~~~~~~~ ~ ~ ~~ 

ally increasing. Compared with 1938, 
the only pre-war year for which com- It is instructive to divide the total 
parable figures are available, the outlay roughly into two parts: that 
figures cited represent a slightly which has been devoted to what may 
higher proportion of the national be termed economic purposes- 
output, while the amount of real directly productive capital-and that 
resources devoted to capital purposes which has been applied tosocial ends, 
has probably increased by at least such as educational facilities and 
one-quarter. 

Here an important qualification 
of the figures must be noted. They 
refer to the gross total of capital 
works, excluding only current repair 
and maintenance costs. I t  is not pos- 
sible to say, over the whole field, to 

Services 

From Midland Bank Re& 

housing. 
Rather more than two-thirds of 

the total capital formation during 
the period went to ‘industry and 
trade’, whether in public or private 
hands; housing accounted for fully 
one-fifth; and the remaining one- 

v, bandon, Novnbn 1953 
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tenth was absorbed by building and 
works for educational and other 
social and public services, such as 
health and drainage. The share of 
industry and trade in new building 
and works was rather less than two- 
fifths of the total, but they absorbed 
virtually the whole of the new plant 
and equipment. 

Breakdown of Figures 
Even with the concentration of so 

large a share of resources upon the 
provision of housing, the rate of con- 
struction of new permanent houses 
has been only about half of that re- 
corded during the housing boom in 
the years immediately before the 
war. Moreover, the number of 
houses officially regarded as unfit for 
living in is now of the order of two 
millions, while new construction has 
been increased from roughly zoo,ooo 
to about 300,000 houses or flats a 
year. 

Over the whole field of industry 
and trade, new buildings and works 
have comprised only about one- 
quarter of the total construction, 
roughly one-half having taken the 
form of plant and machinery and the 
remaining quarter of transport facili- 
ties, including ships and aircraft. 

In the more limited sphere of 
manufacturing industry, plant and 
machinery have been even more 
dominating. I t  has been stated that 
during 1948-51 investment in manu- 
facturing industry was considerably 
greater in real terms than in pre-war 
years, and that some industries- 
such as chemicals, electricity genera- 
tion and motor manufacturing-are 

now much better equipped than at 
that time. 

However, it has been argued that 
the pre-war rate of investment was 
insufficient even to maintain the then 
existing stock of capital assets, while 
in recent years war damage and 
arrears of replacement have had to 
be made good. Moreover, capital has 
had to be provided for some entirely 
new industries, such as oil refining. 
Among separate industries for which 
figures are available for the five-years’ 
period, electricity accounted for no 
less than L676rn. ofgross capital con- 
struction, while totals for other in- 
dustries were asfollows: coalg152m., 
gas E177m,, shipping gzgEm., rail- 
ways Lz 18m., iron and steel Lz34m., 
engineering (including shipbuilding 
and the manufacture of electrical 
goods) nearly &300m., oil refining 
&127m., and agriculture E41 rm. 

A second practicable division of 
the total of capital investment is be- 
tween the private and public secton 
of the economy. The share of the 
public sector was very nearly one- 
half in 1948. and rose to well over 
one-half by 1952. By 1952 the public 
corporations were together respon- 
sible for one-fifth of the total of gross 
fixed capital investment. This share 
exceeds their proportionate contri- 
bution to national output, but is to 
be explained by the basic nature of 
their products and services, and the 
dependence of other industries, as 
well as consumers, upon them. 
Clearly, this is one sector of the 
economy in which gross investment 
exceeds depreciation and productive 
assets are being enlarged and im- 

‘NATIONAL INSURANCE IN THEORY AND PRACXICE’ 
Mr Walter Hagcnbuch ofQuccn’s College, Cambridge, will give an address on this subject 

Non-Membcn of thc Economic Rncarch Council will be welcomc if they will inform thc 
at 55 Park Lane, London, W.1, on Wednesday, December 2, at 8 o‘clock. 

Secretary (18 South Street, London, W.1, GRO. 4581) of their intention to be pracnt. 
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proved. Most of the investment by centrated in the fuel and power 
public corporations has been con- 

(2) Sources of Finance 

industries. 

The figures (which cannot pro- 
perly be used to provide anything 
more than observations couched in 
the broadest terms) indicate that the 
largest single source of finance is still 
company savings, including provision 
for depreciation. Indeed, it appears 
that for the five years as a whole 
these savings, together with receipts 
by companies of war damage com- 
pensation and excess profits tax re- 
funds, may have exceeded their gross 
capital formation a t  home (including 
their enlarged financing ofstocks and 
work in progress), leaving a balance 
for investment overseas-chiefly, no 
doubt, in subsidiary companies-and 
for augmenting the finance available 
to other parts of the economy. 

It must be recorded, however, that 
this observation seems to conflict 
with widespread impressions that 
industry has had difficulty in obtain- 
ing sufficient funds for capital de- 
velopment, especially since the un- 
usually large volume of liquid re- 
sources amassed by industry during 
the war has been run down. It must 
be remembered that the figures of 
capital formation represent what 
industry has been allowed to do, as 
against what industry might have 
undertaken if ample physical re- 
sources had been available; while the 
incidence of financial ease or strin- 
gency is doubtless highly uneven as 
between branches of industry or 
individual undertakings. 

The problem of financial provision 
is complicated, again, by the effects 
of inflation on company finance: the 
cost of bare replacement of capital 
goods, without any improvement 
thereof, is generally reckoned to have 

more or less trebled since 1938, but 
depreciation allowances for taxation 
purposes continue to be based on the 
original cost of the particular fixed 
asset, while means have to be found 
also to finance stocks and work in 
progress at a comparably higher level 
of costs. 

Negligible Personal Savings 
Personal savings in the past five 

years-whether utilized individually 
or through institutions-have on 
balance been very small, perhaps 
even negligible, in amount. Indeed, 
if the figures are accepted at their 
face value, by the time taxes on 
capital-principally death duties- 
have been paid, individuals as a 
group have failed, except in the last 
one of the five years, to make any 
contribution to the finance of their 
own investments in houses and in the 
business assets of sole traders and 
firms. 

At the present time, most of the 
small personal saving takes the form 
of instalment payments to building 
societies for house purchase or the 
provision ofdeferred benefits through 
pension schemes or life insurance 
policies. These forms of savings all 
qualify in varying degree for tax 
relief. 

One result of the change in the 
sources and machinery of savings 
the increased importance of insti- 
tutional investors. Insurance com- 
panies, for instance, provide a steady 
stream of funds seeking investment in 
the capital market. The life insurance 
funds of British companies amount 
to over E3,3oom., and are growing 
at the rate of about E16om. a year. 
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The figures suggest that latterly a 
larger share of the growing life insur- 
ance funds has been invested in 
equities, partly in the search for 
higher yields during a period of, on 
the whole, low interest rates and 
partly because the gilt-edged port- 
folios were swollen as a result of war- 
time arrangements. Thelatest return, 
covering statements deposited during 
1952, shows over L3gom., or nearly 
12 per cent of the total of life office 
funds, represented by equities, as 
against about &5om., or 5 per cent 
of the total, in the late 'twenties and 
~160-170m., or 10 per cent, at  the 
outbreak of war. The proportion 
varies considerably between different 
types of office and different under- 
takings. 

Insurance funds have also been 
used to finance business in other 
ways, as by the taking up ofmedium- 
term, fixed-interest-bearing notes and 
similar securities issued by industrial 
and trading companies, by the pur- 
chase of business premises which are 
rented on long leases to manufac- 
turers or traders, and by loans on 
mortgage. Clearly, however, great 
emphasis must be placed on the 
security of their investments; and for 
the same reason the bulk of their 
investment in industry and trade 
tends to be concentrated on estab- 
lished undertakings. 

Another channel, important in the 
past, by which penonal savings are 
put a t  the disposal of enterprise is 
provided by investment trusts and 
unit trusts; hut since the war this 
channel has been practically closed 
by the selective operation of the 
control over new capital issues. It 
remains to be seen how far the recent 
relaxation of control a t  this point 
will lead to a resumption? of the 
flow. 

Forced Saviogs 

The shortfall of finance has been 
made good by forced savings, 
through the fiscal system. First, the 
National Insurance Funds, which are 
financed largely by compulsory con- 
tributions from employers and em- 
ployees, have been accumulating a 
surplus of receipts over outgoings 
which, during most of the period, 
amounted to more than Eroom. a 
year; thus a substantial amount has 
been withdrawn from current spend- 
ing power and invested in Govern- 
ment securities. 

With changes in the financing of 
the Funds and the growth of expen- 
diture to meet pensions for an ageing 
population, this annual surplus will 
shortly be replaced by an increasing 
deficit. The Funds, that is to say, 
will become a mechanism for dis- 
saving unless fortified by larger 
appropriations from the budget- 
which in turn would tend, through 
the taxation entailed, to entrench on 
the capacity for voluntary saving. 
The principal method of forced sav- 
ing, however, has been the creation 
of large annual budget surpluses. In 
the fiscal years 1948-9 to 1952-3 these 
surpluses added up to roughly 
L2,65om. A large part of the total 
has been used to make loans to local 
authorities to finance their housing 
and other schemes; and considerable 
further amounts to provide capital 
funds for some of the public corpora- 
tions, including the National Coal 
Board. Some of it has been paid 
direct to industry as war damage 
compensation and excess profits tax 
refunds; while the remainder has 
heen available to repay Government 
debt. 

How far this forced saving has suc- 
ceeded in restricting consumption, 
and thus increasing the proportion of 
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the national income that has been 
saved, is impossible to say; to some 
extent it may merely have reduced 
the volume of voluntary saving and 
increased the national assets at the 
cost of private wealth. 

Equity versus Loan Finance 

The system under which the 
Government itself finds funds for 
capital development has not been 
employed for the major capital works 
of nationalised industries. The public 
corporations for gas, electricity and 
transport, taken together, have 
financed their extensive capital de- 
velopment partly by drawing on 
past internal provisions but largely 
by issues to the public of dated, 
fixed-interest-bearing, Government- 
guaranteed stocks. 

All these changes have had their 
influence upon the London capital 
market. Figures compiled by the 
Midland Bank for issues raising new 
money, other than for the United 
Kingdom Government, show that the 
proportion of the total made avail- 
able by these means for authorities 
and undertakings oveneas progres- 
sively diminished in favour of issues 

the proceeds of which were used 
within the United Kingdom, until 
roughly the present proportions were 
reached in the middle 'thirties. 

When allowance is made for 
changes in the price level, the volume 
of home issues has been only slightly 
less in recent years than in the middle 
'thirties, notwithstanding the elim- 
ination in the post-war period of 
issues on behalf of local authorities. 
Roughly one-half of the total sum 
raised by home issues during 1948-52 
was for the public corporations 
responsible for the gas, electricity 
and transport industries. 

Analysis of the sum$ raised by 
companies shows that, while the 
proportion taking the form of debt 
was much the same as in the middle 
'thirties, the proportion of preference 
capital was rather lower and that of 
ordinary ca ital higher. 

Summarising, it is clear that, fo r  con- 
stitutional orjinancial or other reasow, a 
considerable shi? has taken place away 
from equily finance .lowards Jinam'ng by 
the creation of debt. I t  is di@cult to argue 
that, from the point of view of long-term 

financial health and vigorour enterprise, 
this is a fauourable trend. 

P * *  

U.K. HOUSING: EXCHEQUER sunsmm 
THE totals of Exchequer subridia, up to and including thc year 1952/3, for all houaa built 
sincc 1919, arc: 

Housing, Town Planning, etc. Act, 1919 . . . . . . . . . . . . . . .  
Housing (Additional Powers) Act, 1919 . . . . . . . . . . . . . . . . . .  
Housing, etc. Act, 1923 (and amendments) . . . . . . . . . . . . . . .  
Housing (Financial Provisions) Act, 1924 . . . . . . . . . . . . . . .  
Housing Act, 1930 . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Housing Act, I935 . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Housing Financial & Muccllancous Provisions) Act, 1946 (and amcndmenu) 
Housing Prov&m) Act, 1938 (and amendments) . . . . . .  

L 
187,172,874 

9,498,156 
49,594,164 

100,333,287 
45,637,602 

966,537 
8,140,422 

81,863,846 

483,206,888 

T h e  figura for the Housing Aeu of 1930 and 1935 include figures far the relevant provhionr 
of thorc Acb as now consolidated in thc Housing Act, 1936. 

The RI. Hon. Harold Monnillm, M.P., Houa of Cmmom, Ocfobrr 20, 1953 
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How Near is Economic Production? 

A power-prodw'ng thermal reactor is 
being built by Britain at Colder, Cumber- 
land, and should be in operation within 
1hrce.years. America is also entering the 

j e l d   experimental^ but w'lh a sense of 
urgency. 

THE technical feasibility of nuclear 
electric power stations can be taken 
as established, and the first experi- 
mental plant of this kind is already 

The cost of power from conven- 
tional sources varies widely between 
different countries according to the 
availability of indigenous or external 
supplies of energy. In the U.S.A., 
with its abundant and readily acces- 

. sible sources of home-produced coal, 
oil, and natural gas, the use of 
nuclear power may he far less eco- 
nomic that in certain under-de- 
veloped countries where the energy 
needed for raising the standard of 
living may he locally unobtainable, 
while procurable from external 
sources only at  a very high cost or, 
owing to the payments problem, 
only in insufficient quantities. 

Character of British Plant 
In  Britain, despite her rich coal 

resources, the economic prospects of 
nuclear power improve as coal prices 
continue to rise and the demand for 

, electricity tends to outstrip the 
national output of coal. 

The first nuclear power station 
now being built in the U.K. em- 
bodies a natural uranium reactor, 
from which the heat produced in the 
fission process is transferred by gas 

' under construction in Britain. 

, 

under pressure to a steam turbo- 
alternator. In addition to the heat 
for steam generation, the fission pro- 
cess also yields a secondary 'artificial' 
nuclear fuel, plutonium, as by-pro- 
duct. 

In Mr B. L. Goodlet's opinion,* 
a plant of this type, if operated a t  a 
very high load factor, could generate 
electricity at a cost of about rd. per 
kWh, which compares with the 
present average cost ofcoal-generated 
electricity at  U.K. power stations of 
about 0.54d. per kWh (though in 
south-western areas  i t  reaches 
0.66d.). No allowance is made for 
by-product revenue in the cost 
figure for the nuclear plant, which 
may therefore seem almost economic 
in terms of product cost. 

If Britain's whole electric power 
supply-now requiring 36 million 
tons of coal and coke-were to he 
based on natural uranium reactors, 
the operation of the latter would thus 
involve an annual consumption of 
4,000 tons of uranium, all of which 
would have to he obtained from 
overseas. (The US. Atomic Energy 
Commission's price for uranium 
oxide is 83.50 a Ib., or &800 a ton; 
the natural uranium metal, made 
from it and used in a reactor, may 
cost anything between Eto,ooo and 
&o,ooo per ton.) 

Problem of Uranium Supply 
Apart from the financial side, the 

procurement of adequate supplies of 
uranium may pose considerable 
problems. Total world reserves of 
natural uranium metal are at present 
estimated at about 25 million metric 

*Address to BrifLk Asrwiation by B. L .  Coodlef of B d L k  Afomic Enmgy Rcrcarrh ErfablLhmnf 

From Pcfrolnrm Prus Smice, London, Ocfobn 1953 
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tons. Even if the world production of 
uranium reaches high enough levels 
to ensure for the U.K. a share in sup- 
plies commensurate with require- 
ments of the above order, the natural 
uranium reactor can, in the long run, 
hardly be regarded as a satisfactory 
substitute for a coal-fired power 
station, since it does not utilise any- 
thing like the full potentialities of 
nuclear power. 

Taking all factors into account, 
however, a plant of this kind may, 
according to Mr Goodlet, neverthe- 
less be economic at a capital cost two 
to three times that of a conventional 
power plant, assuming that the rates 
of interest, redemption, and main- 
tenance are the same. 

Breeder Reactor DifEculties 
Thepicturewould beverydifferent 

in the case of a so-called Breeder 
Reactor, i.e., a type of reactor that is 
capable of producing in the fission 
process more nuclear fuel than it 
consumes. Breeding does not, how- 
ever, entirely obviate the need for 
refuelling the reactor, since the fuel 
charge must be periodically removed 
for chemical reprocessing, long be- 
fore the whole of it has been fissioned. 

Even so, the consumption of 
nuclear fuel in a breeder reactor is 
only a fraction of that of a natural 
uranium reactor. For instance, with 
a reacting core of plutonium, 12-15 
tons per annum of uranium 238 
would suffice to produce as much heat 
energy as the 4,000 tons needed to 
provide the equivalent of Britain’s 
current electric power output from 
natural uranium reacton. 

Although a few experimental 
breeder reactors of modest capacity 
are already in existencein the U.S.A., 
and under development elsewhere, a 
host of intricate technical problems 
have yet to be solved to make the 

building and working of large-size 
breeden feasible. The removal, re- 
processing and replacement of the 
fuel charges, the handling and dis- 
posal of the radio-active ashes, etc., 
call for ingenious and costly devices, 
and their operation is made the more 
difficult by the enormous rate of heat 
release in breeder reacton, neces- 
sitating the development of entirely 
novel cooling systems based on 
metallic coolants. Whatever solu- 
tions may eventually emerge for the 
design of breeder reacton that would 
permit the large-scale generation of 
electricity, there is no certainty that 
a plant of this type, notwithstanding 
its unrivalled fuel economy, would 
be able to compete with conventional 
power plant on costs. 

Plants in U.S.A. 
Among American experts the 

view is widely held that, for the time 
being, nuclear electric power offers 
little prospect of becoming economic 
in the United States, unless it were 
linked in some form or other with the 
production of fissile materials for 
military purposes. 

The three diffusion plants in the 
U.S.A. cost several billion dollars, 
and their own electricity needs of 
about 3.7 million kW. are quite 
appreciable compared with the 
energy content of the nuclear fuel in 
the plants produced. The cost of 
electric energy generated fmm en- 
riched uranium may reach 6d. per 
kWh. or more, and nuclear power 
derived from it is, therefore, likely to 
be only of military interest. 

If on the other hand the economics 
of nuclear power production were to 
be based on the revenue from the sale 
of plutonium for military purposes, 
the design of nuclear power plant 
would have to be directed from the 
outset towards maximum plutonium 
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output at  the expense of electric 
power generation. A nuclear reactor 
designed solely for civilian power 
generation would, however, yield 
only a very modest amount of 
marketable by-product plutonium 
which, when valued as nuclear fuel 
for power plant, commands a much 
lower price than as a material for 
bombs. The revenue from these 
relatively small quantities of pluton- 
ium might even be insufficient to 
meet the cost of the recovery process. 

Factors in Non-Military 
Economy 

In  a non-military economy, it 
might conceivably he economical to 
dispense with the extraction of 
plutonium and simply to store the 
spent charges from natural uranium 
reactors after as much energy as 
possible had been extracted from 
them. But such a procedure, even if 
technically feasible, would clearly 
mean a wastage of nuclear fuel re- 
sources, whose conservation is all the 
more important since plutonium, 
obtained from natural uranium re- 
actors, will be in great demand as a 
fuel for breeder reactors, once the 
problem are solved of building 
large size nuclear reactom of this 
type. 

Though the attainmenl of Ihisgoal may 
still be a long way o$, M r  Goodlet pro- 

fessed his belief that nuclear power is a 
certain&, and economic nuclear power a 
possibili&. But hc thought it improbable 
that it would euer become a chap source 

These views were substantially 
endorsed in the course of an equally 
revealing speech recently made in 
New York at  the Convention of 
Railway and Utility Commissioners 
by. Dr W. L. Davidson, director of 

Of “IQ. 
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the . US.  Atomic Energy Com- 
mission’s office of industrial develop- 
ment. 

American Experts Cautious 
I n  the United States-as in Britain 

- c o a l  is today the predominant fuel 
for large thermal electricity stations. 
Of the average generating cost of 
electricity a t  U S .  power stations of 
0.7 cent (0.6d.) per kWh., nearly 
half is accounted for by fuel, about 
40 per cent by fixed charges (interest, 
depreciation, taxes, etc.), and the 
balance of less than 0.1 cent per 
kWh. by plant operation and main- 
tenance costs. Dr Davidson referred 
to unofficial estimates suggesting 
that even at  a price of natural 
uranium metal as high as $35 a lb. 
(,628,000 a ton) electricity might he 
produced in an atomic reactor in the 
U.S.A. a t  a nuclear fuel cost of less 
than 0.15 cent per kWh., i.e., less 
than half the fuel cost per kWh. of a 
coal-fired station. 

On  this basis, the capital cost of the 
reactor could bear to be as high as 
8200 (1670) per installed kW., i.e., 
roughly twice that of the U S .  aver- 
age cost of a coal-fired steam boiler, 
without impairing the competitive- 
ness of nuclear with conventional 
power plant. But most estimates of 
reactor costs exceed that figure. 

O n  the other hand, the price of 
natural uranium might be substan- 
tially lower and the rate of fuel 
utilisation in the reactor higher than 
assumed in the above calculation of 
fuel cost, so that a higher capital cost 
could be accepted. 

Uncertainties surrounding tiieeco- 
nomics of nuclear power have so far 
proved too great to induce private 
enterprise to tackle projects of this 
kind with their own money. 
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Butter is a Luxury 
WORLD PRODUCTION OF BUTTER 

(Thousands of cwu) 

1952 1951 1950 1938 

U.K. ............................... 144 112 326 400 
Ncw Zealand ..................... 4,049 3,875 3,688 3,017 
Australia. .......................... 3,350 2,715 3,279 4,070 
us. ............................... 12,911 12,963 14,714 20,001 
Francc ............................ 4,921 5.413 4.921 4.200 
Nctherlands ...................... 1,449 
WcJt Germany .................. 5,328 

- - - - 

L 
WORLD production of butter is now 
much less than it was before the war. 

After rising to a post-war peak in 
1950, output has again declined, 
especially in the US., which is the 
world’s largest producer. But even in 
1950 production was still some 13 
per cent below the 1938 level. Present 
production of butter is 16 per cent 
down on pre-war, and total exports 
from those countries with a surplus 
down by no less than 30 per cent. 

The reason for this decline is 
simple. Dairy farming is being en- 
couraged all over the world, but a t  
present prices milk and cheese give a 
better return to the farmer than does 
butter. Consumption of both milk 
and cheese in most countries is con- 
siderably higher than before the 
war; in the U.K., for example, milk 
consumption per head is up by well 
over half. The more milk drunk, the 
less butter made; and in those 
countries with an exportable surplus 
of butter home demand has grown 
faster than production. 

Butter prices have been rising 
steadily everywhere, although in 
most countries the pattern of prices 
is complicated by the operation of 
various controls. This year, indeed, 
there has been an increase in produc- 
tion both on the Continent and in the 
US., but it will probably do no more 
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then offset last year’s fall in milk pro- 
duction. The U.K. has already 
agreed to pay more for its imports of 
butter next year. 

But the prospect of obtaining a 
substantially greater volume of im- 
ports of butter in the near future is 
small. Butter has become a luxury, 
and its price after derationing de- 
pends chiefly on the premium the 
housewife is prepared to pay for its 
distinctive flavour; from a nutritive 
point of view there is nothing to 
choose. 

I t  has often been pointed out that 
a nation’s consumption of fats is 
some indication of its standard of 
living; in the U.K., for example, the 
level of fat consumption rose by 36 
per cent between 1909 and 1938- 
very much in line with the increase 
in the national income. 

World consumption of fats has 
been rising. And recently, as butter 
production has fallen, consumption 
of margarine has soared. World pro- 
duction of margarine is some go per 
cent up on 1938, and consumption 
in the U.K. is about z t  times what it 
was before the war. 

In other countries, the US.  
particularly, where butter and mar- 
garine are competitive the housewife 
has not shown herself willing to pay 
an extravagant price for butter. 

mndan, Orlobn 30, 1953 
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Alternative to Guaranteed Farm Prices 

BY HONOR CROOME 

There is a case f o r  guaranteed or sup- 
ported prices f o r  f a r w s ,  but the case 
against is overwhelming. The princifiies 
on which a wise alternative may be based 

are deduced in this forc&l article. 

ARGUMENTS generally used in favour like that of Denmark? But a rather 
of agricultural protection, subsidy, bigger iron ration for emergencies is 
and privilege, are a disgrace to an an advantage worth some sacrifice in 
intelligent democracy; intellectually other directions. So the cost of 
disreputable, politically cynical, and encouraging that much more food 
sentimentally false. production at home, making that 

The protectionist argument would much more certain of the power to 
justify dropping an iron curtain expand production in case of need, 
round every parish to safeauard its can be counted as a Dart of the whole 
producers from competiti&. The defence burden. ~ 

argument for subsidies would justify 
feedine a doe on its own tail. The Food too Cheap * ’ 

D D 

argument for privilege in general 
would justify every piece of special 
pleading which has ever under- 
mined the morality of government. 

All the same, there are factors in 
the situation which give a real and 
legitimate meaning to the notions of 
inadequate outlay on food and 
wrong division of that outlay. 

( I )  The first is what one may call 
the time-horizon factor, the limited 
time-span of individual interest. Its 
most obvious aspect is the strategic 
one. 
The Strategic Argument 

The strategic argument, though 
obvious, can be fearfully overworked. 
There are few things an aggressor 
would like better than to see 
Britain’s industrial power and ship- 
ping cramped and crippled for the 
sake of self-sufficiency in food. What 
sort of show would we have put up 
against Hitler had our economy been 

* * *  

From Bmodcnrt, B.B.C. 7 h r r  

But the strategy is not the whole 
story. The time-horizon argument is 
much wider. The free-trade case, the 
case for letting things be produced 
at  the least real cost in capital and 
man-power, is watertight. We are 
not so rich, or so well fed, that we can 
afford to misapply and waste our 
resources. But the cost must be truly 
weighed, the balance of advantage 
truly struck; and the short-run 
balance, which is all the individual 
consumer or trader sees, may be 
badly out of true when applied to the 
future which our children must 
inherit. 

Take the nineteenth-century esti- 
mate of what it cost to grow food 
abroad, the estimate which deter- 
mined the extent of Britain’s swing 
over from farming to industry. I t  was, 
as we now see, far too low. I t  
allowed nothing for maintaining the 
new lands whosestored fertility made 
them so attractive, for averting 
erosion and flooding and all the 

d Progrommr, Ortobn 1953 
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other evil results of mining and 
robbing the soil. The cost which was 
unmet then is still to pay in our time. 

The same can be said of the cost of 
fighting the pests and diseases en- 
couraged by that single-crop cultiva- 
tion which looked so cheap in the 
short run; or, again, without much 
stretching the argument, of the fear- 
ful social problems which are the 
legacy of cheap plantation culture 
in the colonies. If it had been any- 
one’s business to calculate these long- 
run costs, if the price of imported 
food had included a margin to pro- 
vide for conservation, crop divenifi- 
cation, and so on, the balance of 
advantage to this country of direct 
and indirect production would have 
been correctly registered by the 
market. We should still have indus- 
trialised ourselves-but not so far. 
We should still have imported food 
-but not so much. And I think it is 
undeniable that today everyone 
would have been better off. 

. . . and Stil l  Is 
Today, looking ‘at the unequal 

battle still being waged between soil 
destruction and soil reclamation, 
one may well conclude that much 
imported food is still under-priced. 
The same argument applies when 
one looks at the other major influence 
on the world food market of the 
future-the growth of world popula- 
tion: 25,000,000 extra mouths a year 
are 25,000,000 reasons for expecting 
food to get dearer-even when one 
bas allowed for the fact that, for- 
tunately for us, and unfortunately 
for them, a great many of them are 
not in a position to outbid us com- 
mercially for a share of the world’s 
exportable food surpluses. 

If food is going to get dearer, then 
wise speculators should be buying 
forward against the coming scarcity, 

C DIGEST 

wise producers should be laying plans 
for bigger food production. 

Inadequate Incentives 
But this is too long-term a specula- 

tion for traders to finance or for 
individual farmers to act on. We are 
not expecting famine next year. We 
cannot even say that next year, or 
five years hence, food will be dearer. 
I n  fact it is cheaper today, in com- 
parison with manufacturers and 
services, than it was two years ago. 
What can reasonably be forecast is a 
secular trend underlying the ups and 
downs of harvest and trade, a long. 
run shift of advantage from the 
indirect to the direct winning of food. 

That is not an adequate incentive 
to the farmer; he cannot run his farm 
at a loss throughout a lifetime so that 
it may profitably serve our grand- 
children’s needs. But it is a very 
rational incentive to us as citizens, 
taking the citizen’s long view, to 
make farming better worth while 
today than the balance of short-run 
market advantage would make it. 

* t *  

(2) The second argument rests on 
the special characteristics of farming, 
the ways in which it differs from 
other kinds of economic activity. 

The farmer’s production cycle is 
longer than the merely annual 
revolution from crop to crop, longer 
than that of any industrial under- 
taking. To build up a well-balanced 
farm is a lifetime’s job; to break up 
its capital structure may be the work 
ofa  single forced sale in a bad season. 

Because his capital structure is so 
slow-built and so vulnerable, the 
farmer has, as it were, his head in 
Chancery-more so than the indw- 
trialist, incomparably more so than 
the merchant. When there is a shift 
of supply and demand his partners 
can adapt themselves comparativelv 
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easily and painlessly-leaving him 
to stand the consequences, perhaps 
stripped of labour, perhaps holding 
unsaleable crops. They have a 
power of manoeuvre which he lacks. 
Economic theory takes no cognisance 
of this power of manoeuvre; but it is 
highly relevant to policy. 

Rule of Road for Farmers 
The minimum requirement of any 

economic policy is to establish a 
framework of institutions, a rule of 
the road. 

Agricultural policy might well 
learn from the rule of the road a t  sea; 
for that rule gives the less manoeuvr- 
able sailing ship right of way over 
the more manoeuvrable power- 
driven vessel. Any farm, however 
highly mechanised, is essentially a 
sailing ship in a power-driven world; 
and what the farmer needs is an  
economic equivalent for the sea- 
man's right of way. Guaranteed or 
supported prices for particular crops 
do, with all their faults, provide such 
an equivalent. They shift the burden 
of insecurity, of the need to adapt, 
from the farmer to more mobile 
interests. They do not abolish the 
burden. Someone must carry it. But 
it is neither particularly expedient 
nor particularly just that the farmer 
should carry it all. 

When one has said that, however, 
one has not conceded the case for 
guaranteed prices, nor yet for de- 
ficiency payments, or tariffs, or any 
other form of support for specific 
lines of production. 

Against Guaranteed Prices 
If one's aim is to encourage the 

rational use of land, to enlist the 
farmer's desire for profit as a means 
of directing production to what the 
public wants, then the case against 
3 7  

them is overwhelming. Something 
else is needed. What should that 
something be? 

Obviously that is a highly tech- 
nical question, about which no out- 
sider should dogmatise. But the 
principle should be, surely, that of 
aid and subsidy to the countryside 
as such and to good farming practice 
as such. 

The fun& which are now devoted to 
honouring p r i c ~  guarantees should go 
inrtead to subsidise rural housing and 
water-supplies and clectri&Q and schooh. 
They should go into agricultural research, 
into fertilisers, into pest eradication; fher 
should provide grass driers, canning fac- 
tories, quickzfreezing establishmenls, to 
lessen the farmer's dependence on the 
w h i m  of the weather and on the date of 
ripening of his produce. Thcy should 

finance special credit institrrtions, making 
if less imperative f o r  the farmer to realise 
cash f o r  his output at any particular 
momnt. 

The general effect should be on 
the one hand a lowering of the 
farmer's costs whatever his particular 
production-this corresponds to the 
long-run collective judgement about 
the true balance of agriculture and 
industry; and on the other hand a 
diminution of his special risks, the 
risks of the sailing ship on the 
crowded trade route. 

Perhaps all this is politically im- 
possible. Perhaps those administra- 
tive and technical difficulties which 
it is so easy for the outsider to over- 
look make an economically rational 
policy unattainable. But I believe 
that the background which I have 
outlined is in true perspective; and 
that that perspective must dictate 
the general shape of policy if we are 
to have a healthy agriculture in a 
health economy. 



Are Executives Paid Enough? 
ny ROLAND BIRD 

that he can expect to get from a 
pension arrangement. 

For every A of income above 
L3,ooo and up to L4,ooo he will 
have to pay 12s. 6d.-gs. at  the 
standard rate (without benefit of 
earned income relief) and 3s. 6d. 
surtax. If he has a wife and two 
children he will take home out of 

A COUPLE of yean ago, a party of 
visiton from the American pressed 
metal industries looked at  some 
typical concerns in this same group 
of British industries. They recorded: 
‘In Britain any person capable of 
being a top-flight executive has a 
reasonable chance to become one. It 
is doubtful, however, whether the 
steeply rising rates ofsurtax leave the L3,ooo a net sum of L1,988 10s.; if 
individual sufficient incentive to he drives himself to earn another 
accept the added responsibilities that LI,OOO, he will take home E2,363 
go with increased remuneration. 10s. out of the &4,000. ‘Earn another 
There is, indeed, a good deal of 339 per cent’, says the Chancellor to 
evidence that where a level of in- this executive, ‘and I will allow you 
come of, say, L3,ooo is reached, iudi- to keep another 19 per cent on top of 
viduals are more tempted by the your present net income.’ 
possibility of higher pensions in their Sixty or sixty-five may he a long 
old age than they are by increased way off, but a pension purchasable 
immediate remuneration. The reason with an annual premium of three or 
is obvious: increasing rates of surtax four hundred pounds (the Inland 
leave little extra from the added Revenue, it should be said, are 
immediate remuneration, while pen- sticklers about the permissible limits 
sions may fall [that is, become of the benefits) is likely to be a better 
payable] at  a period of lower income bargain than the L373 of net cash 
when the tax is lower.’ that would be left from the extra 

&I,OOO. Part of what the tax collec- 
tor will not allow him to save is Pension a better bargain 

The pension arrangements to instead saved on his behalf by his 
which the American team referred employers through the pension pre- 
are an entirely legitimate method of mium (if the scheme is arranged with 
forgoing income now and receiving an assurance office) or the annual 
an income later (on which tax will he contribution to a private pension 
payable at  the rate then prevailing). scheme. ‘By his employers’ is the 

I t  would not be right to infer from crucial condition; he cannot do so if 
this report that pension arrangements he emplovs himself-at least not yet. . .  
are not a powerful incel;tive to 
executives to iicc~pt added rcsponsi- Modern in Action 
bilities; the point i’s rather t h a t k  the Business executives may not get 
typical case there is no amount of their entire satisfaction from the 
additional immediate income which, money they earn, but they would 
after deduction of tax, will give the hardly work for nothing. And the 
executive a fraction of the real benefit evidence shows that, in the com- 

From Progress, Unilturr, Lfd., London, Autumn 1953 
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munity as a whole, they are getting 
a diminishing share. 

For rough and ready purposes, 
one can take the top one per cent of 
incomes as corresponding to people 
who hold policy-making positions in 
industry, commerce and the pro- 
fessions. In  the United States, Dr 
Simon Kuznets has found that the 
share of the national income, before 
taxes, of the top one per cent dropped 
from 1 2  per cent in 1939-40 to 8+ per 
cent in 1947-48; and his work on 
partial data up to 1950 indicates no 
subsequent rise of any significance. 
By contrast, the bottom 93 per cent 
of the population improved their 
share from 72.2 per cent to 79.3 per 
cent; this is the direct consequence of 
full employment in factory and 
furnace and prosperity on the farm. 
But the share of the top ope per cent 
in the national income after taxes 
was cut from 10.9 per cent to 6.3 per 
cent, while the lower 93 per cent 
improved their share in the net from 
72.6 per cent to 81.7 per cent. Those 
two modern levellers, inflation and 
the tax man, have been hard a t  work. 

'Smaller income differences 
Figures such as these do not mean 

that business executives are on their 
uppers or wearing frayed shirt-cuffs. 
But they do mean that management 
has not kept its relative place in the 
income structure-in much the same 
way and for much the same reasons 
that the foreman now finds himself 
drawing a much smaller margin 
than he used to draw over the aver- 
age earnings of the men for whom he 
is responsible. Last year, indeed, 
some American top executives suf- 
fered direct cuts. The  half-million- 
dollars-a-year men in Du Pont and 
General Motors kept their place; but 
it was an unhappy year for the top 
men in American Viscose, Celanese 

Corporation, General Electric and 
Loew's Inc. In the United States, 
top salaries are perhaps more often 
tied to profits than is the case in this 
country; some recent figures pub- 
lished by The Economist show that 
trading profits of nearly a thousand 
companies broadly relating to 1952 
fell from L81o million to L728 mil- 
lion, but the total emoluments of 
directors were only slightly lowered 
from L19.3 million to L i g  million. 

There is no means of telling how 
American metal pressers came out 
last year, but we can tell them how 
their English specimens earning 
L3,ooo a year and over fared in 
1950-51. There were I 18,000 of 
them, out of just over 20 million 
people with incomes-one halfofone 
per cent. Their gross incomes totalled 
A689 million, out of &750 million 
for a11 incomes-about 8 per cent. 
Their incomes after tax totalled 
L302 million, out of &7,643 million 
of all net incomes-just under 4 per 
cent. We have little to learn from 
Dr Kuznets on this particular point. 

Whips and Scorpions 
In this coming year, the man (let 

us suppose him happily married with 
two children) who had thought of 
pushing up his income, whether from 
pressed metal or anything else, from 
L3,ooo to &4,000, will be L25 better 
off than if he had done so a year 
earlier. One thousand sixpences will 
crash with all the explosive force of a 
Chinese cracker into his bank account 
to mark the limit of this year's tax 
concession on that extra thousand 
pounds. 

In  the United States, where 
Republican presidents are said not to 
reduce taxes despite their promises, 
and where there is a widespread 
belief that high taxes are here to stay, 
things work out a little better-if you 
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The attractions of not having an 
income but having a pension instead 
will not be much diminished. Per- 
haps the attractions of the industrial 
game and competitive emulation will 
evoke the right kind of management 
ability and put it in the right places. 
But it might be that some of these 
executives are, after all. men as 

prefer whips to scorpions. The 
American pressed metal man who 
thinks of pushing up his income from 
SIo,ooo to S15,ooo will find that he 
pays Sr,300 on the extra $5,000 in 
1954, whereas he would have paid 
S1,500 if he had done so in 1953. 
Neither Treasury gives the business 
executive a handsome tax bonus on 
extra earnings this year, compared 
with what he would have paid on 
the same extra earnings last year. 

sensitive as less noble creatures to the 
size of their net incomes. 

‘WE MUST LIVE BY OUR WFI‘S’ 

BY H.R.H. THE DUKE OF EDINBURGH 
B R ~ A I N ’ .  problem is not why, but how, to incrcasc the export trade, how to pay for our 
imports, haw to reduce prices. 

Rasically the solution l i n  in our wits. We must literally livc by our wits. Judging on past 
achievements ofthis country, we arc ccrtainly not a nation of nitwits. In fact, wits arc our 
greatest single a sc t  and one which we can still rely upon. 
We must exploit the wit ofthc scicntiit and the cngincer who, by their inventions, start new 

industries. We must uploit  the wit ofthcrpecialtt and the expert who can improve methods 
of production and the materials. 

We must exploit the wit of the daigncr who can improve the product itself and its sale- 
ability. Finally, and probably most important, we must exploit the wit of the manager, the 
co-ordinator who alonc can bring together and makc UIC of the ideas ofthc scientist, specialist 
and designer. Thc manager should be the great brain-picker, constantly on the look-out for 
new methods and new ideas. 

From Addrcss, Nalionol Union of Manufmfurnr, London, Ocfobir 15, 1953 

LOCAL GOVERNMENT FINANCE (concluded) 

entirely financed by loans which gross income direct to his local 
totalled A6446 million. Over four- authority in the form of rates, 
fifths of this amount was supplied indirectly, in the payment of his in- 
through the central Government’s come and outlay taxes, he contri- 
Public Works Loan Board, which buted a further 7 per cent, 4 per cent 
until I January, 1953, had been the going towards the costs ofgrants and 
sole source from which local authori- subsidies (often paid out  to local 
ties could borrow externally. authorities other than his own) and 

Thus slightly over one-half of the 3 per cent taking the form of a 
E1,Goo million worth oflocal govern- ‘forced loan’ to cover the financing 
ment expenditure in 1952 was of new capital projects. 
financed, either by way of grant or From these figures it is evident 
loan, by the National Exchequer that the subject of local government 
who, in its turn, recouped the finance, far from being solely of 
expenditure from the British tax- parochial interest, is one of very con- 
payer. siderable economic significance from 

And while last year the average the viewpoint of the country as a 
rate-payer paid 3+ per cent of his whole. 



Local Government 
Some hits  concerning expendic 

ALL too frequently underestimated 
is the significance of the relationship 
which exists today between the 
financial problems of local authori- 
ties and the broader economic issues 
of our national life. 

-In 1952, total expenditure by local 
authorities in Great Britain reached 
the record figure of E1,600 million, 
an amount in real t e rm equivalent 
to I 1.7 per cent of the gross national 
product for that year. Of this 
amount, current expenditure on rate 
fund services (e.g. education, public 
health, highways and bridges, ad- 
ministration, etc.) totalled approxi- 
mately E925 million of which E84 
million took the form of housing 
subsidies. The cost of operating 
various types of trading services (e.g. 
public transport, civic restaurants, 
water supply, etc.) is put at  E150 
million. 

On  capital account, expenditure 
totalled E525 million representing 
27.6 per cent of the gross domestic 
capital formation for the whole 
country in 1952. Of this amount, 
investment in housing accounted for 
some E345 million (Eo per cent of 
the country's total capital formation 
in this type of asset) while other rate 
fund services-and notably educa- 
tion-invested some E140 million. 
Capital formation in the trading 
services remained approximately at 
last year's level of ,640 million. 

In  all, expenditure by local 
authorities rose by 14 per cent as 
compared with the previous year. 
Partly this was the result of increased 
costs but to a greater extent the rise 
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: Finance in Britain 
:me of A;1,6oo millions per annum 

in expenditure reflected an increase 
in the volume of goods and services 
bought. 
Sources of Income 

H o w  was th i s  expend i tu re  
financed? On  current account the 
trading services paid for themselves 
and in fact yielded a profit of some 
E4 million after allowing for de- 
preciation. Income from property 
(rents, fees, recoupments, etc.) 
brought in E85 million, Government 
grants (including housing subsidies) 
E& million, and income from rates 
E391 million. 

Total revenue on current account 
in 1952 (excluding trading receipts) 
thus amounted to E920 million, E5 
million below expenditure for that 
year. This slight deficit is to be com- 
pared with a small surplus which 
accrued in 1951 and in previous 
years. 

Government grants thusaccounted 
for slightly over 48 per cent of the 
total current income in 1952. This 
proportion has been steadily increas- 
ing since 1 9 1 4  at which time little 
more than one-fifth of local revenue 
took the form of Government aid. 
And, whilst at one time local rates 
amounted to some 56 per cent of 
central revenue,l today the propor- 
tion is less than one-twelfth. 

Apart from the provision for de- 
preciation and a small grant from the 
national exchequer, capital forma- 
tion by local authorities in 1452 was 

(continu&wi<t) 
I Sec U~jula C. Hicks, The Budget as an 

Instrument of Policy 1937-1953, T h e e  Bonks 
Reuiew, June 1953. 

From Same Aspcc!~ of 

3 : *  

Prtsfnl Role of Local Gournmm1 in the Nalionnl Economy, by 
John N. Dunning, Lucal Gowmmrnr Finow,  l a d o n ,  Seplmtbn 1953 
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Retail Trade Facts and Figures Reveal 

Changes in Canada’s Domestic Market 
IN VIEW of the far-reaching structural 
changes in Canada during the past 
twenty-five years, it is not surprising 
that the distributive trades, and 
retailing in particular, should have 
struck out in new directions and 
taken on new conformations. 

The most striking development is, 
of course, the very marked rise in  
both value and volume over a period 
of less than twenty years. In  the pre- 
war years, 1935-9, when industry 
and trade were making a slow and 
painful convalescence from the de- 
pression of the early thirties, the 
value of retail sales averaged a little 
over $2,400 million a year, against a 
post-war peak of SI  1,300 million in 
1951. In terms of constant (1935-9) 
dollars (which for lack of a better 
measure we shall assume to be a 
gauge of volume) the pre-war figure 
of less than S2,500 million had risen 
to over $3,600 million by 1945, an 
increase of close to 50 per cent, and 
to $5,300 million in 1952, an increase 
of nearly I 16 per cent. 

How Income is Spent 
The three major factors affecting 

the volume and character of trade 
are the level of personal disposable 
income, population characteristics 
and the availability of goods. Of 
these three factors, personal dis- 
posable income probably has the 
greatest and most immediate impact 
on trade. 

In  the pre-war years 1935-9, in- 
income averaged $3,800 million 
annually. By 1952, the figure had 
reached close to $15,800 million, an 
increase of 315 per cent, and despite 

the increase in retail commodity 
prices (115 per cent) there was 
therefore a very substantial increase 
in total purchasing power. 

The extent to which movements in 
income are reflected in actual ex- 
penditure varies according to the 
level of accumulated savings, the 
availability of desirable goods, and 
certain psychological factors which 
influence demand. 

In  1926, which was for many years 
regarded as a ‘normal’ post-World 
War I period, and as such was used 
as the base for many economic in- 
dexes, expenditure on consumers’ 
goods and services amounted to 92.3 
per cent of total personal disposable 
income. In  19‘9, when a ‘come-easy 
go-easy’ attitude prevailed until to- 
ward the end of the year, the percen- 
tage rose to 95.8. At the depth of the 
depression it had risen to 103.6 for 
obviously different reasons, since it 
became necessary to draw upon sav- 
ings. By the last pre-war year it had 
fallen to approximately the ‘normal’ 
level of 1926. 
Spending Ups and Downs 

Despite the war-time increase in 
income, the proportion then spent 
on consumers’ goods fell sharply, the 
result of several contributory factors 
-scarcity of goods, a low rate of 
family formation, and pressure to 
invest in government bonds and 
associated forms of saving. By 1945 
the percentage had risen to 80.0 from 
the mid-war level of 76.6, and for the 
two years therafter there was a sharp 
increase associated with the extremely 
high rate of family formation and 
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considerably less stringency in the 
supply of goods. 

The rate was more normal in 1948- 
49 but rose again to 94.9 per cent in 
1950 when, on the outbreak of war 
in Korea, the psychological factor 
again became operative in the form 
of a ‘flight into goods’ in anticipation 
of renewed shortages. A tighter 
credit policy and some retrenchment 
following the over-buying of the 
previous year brought the figure 
down to 90.6 in 1951, while the 
resumption of easier credit terms in 
May of last year induced an upward 
movement which reached gr per 
cent for the year. 

Muence of Population Growth 
The effects of population growth, 

and of changes in population charac- 
teristics, over the long term, probably 
permeate the whole trade fabric to a 
greater extent than any other factor. 
The very low rate of both immigra- 
tion and family formation during 
most of the decade of the thirties and 
the war years .resulted in a very 
slowly rising population. With the 
rehabilitation of the armed forces 
and the resumption of immigration, 
however, the rate of family formation 
and the birth rate rose sharply and 
by June 1952 the total population 
had risen to 14,430,000, an increase 
of more than three and a third 
million over the pre-war (1935-39) 
average, over two and a third million 
having been added since the close of 
the war, of which the accession of 
Newfoundland added about a third 
of a million. 

The domestic market has, there- 
fore, been enlarged by close to a 
third since before the war and is 
currently increasing at the rate of 
between four and five hundred 
thousand annually, depending on 
the flow of immigration. 

Crude figures of population in- 
crease, however, tell only part of the 
story. The net family formation in 
1946, the first post-war year, was 
IOZ,OOO, close to double the 1939 
figure. So high a rate naturally could 
not be maintained, though it 
averaged 73,000 for the next four 
years. The past two years have, 
however, averaged over 93,000. 

Demand for Household Goods 
This implies a comparably high 

rate of need for housing and for 
associated household requirements, 
all of which influence not only the 
level of trade but .  the direction in 
which it is channelled. The durables, 
including furniture and household 
appliances and radios, are normally 
in active demand under these con- 
ditions, though the scarcity of many 
of these items in the early post-war 
years tended to contain such pur- 
chases within the limits ofavailability. 
Nevertheless the proportion of per- 
sonal expenditures ‘ on consumer 
goods and services, spent ondurables, 
rose from 5 per cent in 1945 to 7.4 
per cent in 1946 and has averaged 
nearly I I per cent over the past three 
years. 

The census figures covering hous- 
ing characteristics are an interesting 
sidelight on this tendency to invest in 
durables and, in general, illustrate 
the secular trend toward an im- 
proved physical standard of living. 
The percentage of dwellings report- 
ing housekeeping aids and other 
amenities rose sharply between 1941 
and 1951 as the following figures 
indicate (1941 figures in brackets): 
inside running water 74 per cent 
(60.5 per cent); electric lighting 87 
per cent (69.1 per cent); mechanical 
refrigeration 46.8 per cent (20.9 per 
cent); gas or electric stove 49.8 per 
cent (39.6 per cent); electric vacuum 
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per cent in 1943, and the decline was 
almost continuous thereafter until 
1948 when a post-war low of 27.1 
per cent was reached. U p  to 1947 
shelter had declined to 37.5 per cent 
of service expenditure and 10.4 per 
cent of total expenditure; but since 
that year the housing shortage, a 
wide measure of decontrol. and the 

cleaner 41.5 per cent (24.2 per cent) ; 
radio 92.2 per cent (77.8 per cent); 
powered washing machine 72.5 per 
cent (not available); passenger auto- 
mobile 42.3 per cent (36.7 per cent); 
oil as fuel 22.7 per cent (2.6 per 
cent). 

While expenditures on durables 
are a matter of choice rather than 
necessity to a much greater extent cumulative effect of new’ building 
than are those on non-durables and not subject to control, have combined 
services, the relative price level and to raise the proportion of shelter to 
availability of the items constituting all service expenditures to 40 per 
the two last-mentioned groups are cent, and to totalexpenditures to 12.1 
important factors in determining the per cent. 
share of consumer expenditures Iduence of Urban Migration which each will bear. 

The shift over the years from a pre- 
Depression and War Years dominantly rural to a predominantly 

During the first half of the thirties urban population also tends to in- 
expenditure on services was relatively fluence not only the volume of trade 
higher than at  any time during the but its character and the type of 
period for which data are available, retail outlet. The movement away 
reaching its highest point, 39.8 per from the farm and non-farm rural 
cent, at the depth of the depression communities to the larger centres has 
in 1932, largely because of the hard gained momentum during the past 
core of expenditure represented by two decades, and within the last 
shelter, fuel, and the utilities con- census period the rural population 
nected with household operation. In .gained only 378,000 or 7.5 per cent, 
that year shelter alone accounted for whereas the urban increased by 
47.8 per cent of outlay on services about Z,IOO,OOO, or 32.7 per cent. 
and 19 per cent of total consumer As a result of the extension of rural 
expenditure. The utilities brought electrification and the increase in 
these percentages up to 54.8 and 2 I .8 motor cars rural requirements tend 
respectively. (There is no record of more and more to approximate in 
fuel costs in this year.) kind those of the town and city 

The non-durables, a considerable dweller, and are less likely to be satis- 
part of which is controllable or cur- fied locally, with a consequent de- 
tailable, fell during this period with cline in the proportion of total busi- 
the durables. The influence of ness done by the country general 
shelter on the distribution of total stores, whose share of trade fell from 
expenditureisquitemarkedthrough- 7.5 per cent of the total in 1930 to 
out the period for which there is a 4.7 per cent in 1952. 
statistical record. During the war years, when con- 

During the war years when the sumer durables were either scarce or 
rate of family formation was low, unobtainable, when most lines of 
‘doubling-up’ common, and rents non-durables were standardised or 
strictly controlled, services dropped rationed, and when gasoline supplies 
quite sharply, reaching a low of 31 were sharply curtailed, the country 
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general stores had, relatively, their 
best yean in recent times, with 
about 7.7 per cent of all retail sales. 

Stores Lose Ground post-war period. 

At the same time, the growing 
tendency of the population in metro- 
politan areas to move away from the 
more denselv Dooulated central sec- 

of total trade, which for the past five 
yean has amounted to less than 1 7  
per cent as compared with close to 19 
per cent during the war and early 

The food chains, which accounted 
for 27.4 per cent of all food sales in 
1941 lost someground between 1941- 
47 but have made considerable in- 

, 

tions to the &urban perimeter k roads since that year, their share of 
resulting in a slow but significant all food sales in 1952 amounting to 
decline in the importance of the 35.3 per cent. Women's clothing 
department stores, whose share of Stores tend to vary from year to year 
trade dropped from 13.5 per cent in but have risen from 18.1 per cent in 
1931 to I I per cent in 1941 and 8.7 1941 to 22.8 Per cent in 1952. Shoe 
per cent in 1g.p. (The Same and variety store chains are fairly 
subsidence of the department stores steady a t  about 37 and 87 per cent 
is apparent also in the United respectively, but the drug store 
States.) Here, too, the rapid growth chains have declined from 18.7 per 
in automobile ownership is exerting cent In 1941 to 13.3 Per cent in 1952. 
its influence. As parking space in the important qualification must, Older, down-town however, be made in regard to the increasingly congested, shopping in declining proportion of chain Store 

, 
1 , 

the more outlying districts, with sales to total retail activity, namely, 
greater parking facilities, becomes that the chains for a rela- 

tively small proportion of sales of more attractive. 
The competition thus set up is durable erecting many, sometimes revolu-. 

tionary, changes in merchandising The net result of the variously 
methods. The department stores and shifting pattern of retailing does not, 
others long-established in central therefore, appear to have been 
areas are taking steps to reverse the damaging to the position of the inde- 
trend by various means. Suburban pendent firms (excluding depart- 
branches are being opened np to ment stores), who as a class have 
make their outlets more accessible; done close to 75 per cent of the retail 
parking facilities are being enlarged trade of the past three years as com- 
where this is possible; night openings pared with just over 70 per cent in 
in designated sections are being used 1941 and less than 68 per cent in 
to attract customers otherwise unable 1931. Nor do the relative data indi- 
to shop in the area; and charge cate any untoward concentration of 
account and instalment buying is business or decline in competition. 
being pushed as an alternative to the Retail trade appean, indeed, to be 
'cash and carry' principle of most of more, rather than less, competitive 
the chain stores. than formerly as various types of 

With the exception of the food business explore and experiment with 
stores and to a lesser extent women's new lines of goods, new types of out- 
clothing stores, the chains do not let and new methods of merchandis- 
appear to be increasing their share ing. 
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Ever-Changing Frontiers of Industry 
Recent steps forward in industry's 
ceaseless searchfor better methods and 

lower costs 

ONE of the many signs of America's They may be used to measure or 
continuing economic progress is the record the changing physical charac- 
rapid cmcrgence in recent years of a teristics of solids, liquids, or gases. 
group of new industries making They may test manufactured pro- 
laboratory and control equipment. ducts at selected stages for size, com- 

After the war further stimulus was position, colour, or purity. In  addi- 
given to business applications ofsuch tion, the instrument readings may be 
devices by their ability to help offset fed back for the automatic control of 
rising costs. A series of radically new the processing machinery itself. Some 
types of instruments, unheard of only control devices for correcting auto- 
a short while before, became avail- matically any deviation from stand- 
able. ard have proved far more accurate 

The notable expansion taking and prompt than any possible con- 
place in these lines is only another trol by human hands. 

Modem Miracles step in the long-term evolution of 
industry in its ceaseless search for 
imoroved methods and lowered ex- A oarticular instrument may be an 
pekes. Such expansion serves as elecGonic device to cont;ol an 
another refutation of the theory atomic reactor pile, to inspect tin 
propounded in the '30s that the plate being rolled in a steel mill, to 
country had reached 'economic detect impurities in peanut packing, 
maturity' and no longer possessed to X-ray canned beer in a brewery 
room for growth. -or it may be some entirely dif- 

ferent, non-electronic type. It may 
Control Equipment direct a massive machine tool 

Laboratory and control equipment through its intricate cycle, analyse 
is being made in a great variety of continuously the chemical composi- 
different types, some of which are tion of hot gas, or solve complex 
unbelievably complex. The various mathematical equations in a flash. 
instruments may be mechanical, Also it may count out 100 pills into 
hydraulic, pneumatic, thermostatic, a bottle, time the right exposure for 
:hemical, magnetic, electronic, or a a photographic print, cause an ele- 
:ombination of several. They have vator to stop level with the floor, 
quickly found applications in the check merchandiseinventories, moni- 
msic industries-steel, machinery, tor the operations of a remote plant, 
Iil refining, chemicals, medicines, or locate a school of h h  in the ocean. 
.extiles, and, ofcourse, aircraft, radio, Some recently completed plants in 
elevision, and the almost uncharted this country are so fully equipped 
ield of atomic energy. with automatic controls that, pro- 

Frm Monfhb Lafur, Nafional Ci@ Bank of Naw Tmk, Ocfobn 1953 
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perly set up and fed, they practically 
run themselves. 

When the oil industry, in its 
efforts to meet the nation’s unpre- 
cedented demand for petroleum 
products last year, drilled a record 
44,388 new wells, electronic equip- 
ment for seismographic analysis 
helped in locating oil formations. In  
unproven areas especially, the wells 
located on this Scientific basis were 
several times as successful in bringing 
in oil as the ‘wildcats’ drilled without 
such guidance. 

Meet the Transistor 
A promising new development is 

the transistor, a tiny electronic de- 
vice made of the rare metal german- 
ium or certain other elements. I t  does 
about the same work as a vacuum 
tube in many applications but takes 
up much less space, uses much less 
current, generates almost no heat, 
and lasts almost indefinitely. Transis- 
tors are making possible electronic 
equipment of smaller, lighter and 
more durable design. In  the labora- 
tories the quest is on to improve the 
performance and widen the horizons 
of use. 

A few days ago the US.  Navy and 
National Bureau of Standards jointly 
unveiled a project ih co-operation 
with private manufacturers for the 
automatic mass production of resis- 
ton  and condensen needed in radio 
and other electronic instruments. 
The units, in the form of miniature 
ceramic wafers, have circuits printed 
in metallic paint in place of conven- 
tional wires for conducting the cur- 
rent when they are stacl(ed together. 
Such standardisation of parts for 
assembly automatically is expected 
to bring about substantial savings in 
the time, materials, and skilled 
labour heretofore required for manu- 

I 

facturing, hand assembling, wiring, 
soldering connections, and testing at 
every stage of the process. 

Science of ‘Instrumentation’ 
The instruments have been refined 

in scope and accuracy far beyond 
comparison with the best available a 
few years ago. Temperatures may be 
closely controlled a t  ranges up to 
7,000 degrees F. and down to the 
approach of absolute zero at minus 
459.6 degrees F. Electric current may 
be measured in millionths of a 
millionth of an ampere. Some labor- 
atory instruments will measure pres- 
sures up to 50,000 pounds per square 
inch, while others will measure the 
minute pressure in an almost com- 
plete vacuum expressed in millirni- 
crons (billionths of a meter) of mer- 
cury. ‘Instrumentation’ has taken its 
place as an important new science, 
with its technical trade journals and 
professional membership association. 

Supplying these new tools to 
industry has itself become a sizeable 
indnstry-or group of highly special- 
ised industries. 

Impressive Sales Figures 
, During the past several years many 
new companies have been organised, 
most of them family or closely-held 
corporations that do not release 
financial informatipon. A limited 
number, however, have begun pub- 
lication of regular statements or 
filed registration statements with the 
Securities and Exchange Commis- 
sion as a result of the widening distri- 
bution of their stock ownership or 
their need to attract additional capi- 
tal-equity or borrowed. A group of 
twenty-five such concerns shows 
combined sales in 1952 amounting 
to 8277 million, a gain of 22 per cent 
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New Books Reviewed 
The Polifirol Elrmrnl in lhe Deurlopmnl of 

Ecoconomir Thew by Gumor Mydol ,  Reullrdgs 
&9 Kepn Paul Lld, London, 25/-: , 
Nobody doubts the great ability of Dr 

Gunnar Myrdal, and nobody can doubt his 
inHuence in the affairs of the modern world 
since he is the active and resourceful Exccu- 
tive Secretary of the Economic Commission 
for Eurooc. This book is an Ennlish edition 
of a w&k first published in SLedioh and 
German twenty-& yean ago, and i t  i s  J. 
nomblc book indeed, written in 1929, that 
c m  stand rciduc in 1953. I n  fact I)r hlyrdxl 
docs not nuke, arid does not nccd to nnakc, 
any clnburatc opologto. It lo rninly evidence 
of the obviwis h c t  that he was then twenry- 
four yean younger that hc r m w  has to say: 
"Thc implicit l d i e f i n  thc e x i m n c e d s  body 
of scicntiilc knowlcdgc xquircd indcpcnd- 
cnrly of 911 valuations io, a3 I now rce i t ,  
naive empiricism. Filcta do not organise 
tticntoelr,cq into concept, and rlieurin just b y  
k i n g  looked at; indeed, c'xccpr within thc 
franiework of conccpto and theorin, thcrc 
nrr w xicnt i l ic  Ccct.i but urdy chaur.Thcrc is 
an inucapal,le (I priori eleiticnt in 811 scicn- 
rific u x k .  Quntiirrii must IBC aokd bcforc 
a m ~ c r s  m n  bc given.' The ariiclc hy I)r 
Cunnar hlyrdal on 'The Sociologist and rhc 
Politician'. published in Emnomir Diqrn, 

,July 1953, CPU be regarded ;1 poxscript to 
t1.k ititcrating book. r\ further postscript is 
the Appendix on 'Reicrir C~8ntrovrmics* hy 
the t r m h t o r ,  Paul Strmtcn, included in the 
cdtrion. 

Stdzrr in 12anomttnr .\lethod, rdtud by I l ' i l l ian 
C llood ond ' f i a l l i n ~  C .  h'oopmonr, John 
I V h )  M Sou, In'., New York;  Chapman ond 
/ / a l l ,  landon, $5.40, 441.. 
This is monugmph No. 14 in tht: i r k  

publiohcd firr the Cwvlrs Chnmissmn far 
Kncarch in Econotrtoo and, like nuinhcr 10 
in tlic %cries hy the same editors, i t  03 pro- 
duccd fur the wcr of x m m c a l  methodology 
incronomiw.'l'hat istosay i t  irofgn~nt \,aluc 
to a sinall audicnec, rhc mcmbcn of whom 
will be grateful to thc I(ockcfcllcr Trust for 
making m e x c h  mil publication porriblr. 

An Inrrodurion 10 Slarirtirr, by Chorlrr E.  Clork. 
.John 1Wey f3 Sam, Inc.,  New Tork* Chopmon 
ond f ld,  Lld, London, 341.. 
Although an 'introduction' this book i s  nut 

mcmt  primnnly to br n cl.xss tutbook. It is 
written rathrr fur the warkcn in various 
fields of investigation who nccd to use 

statistics without themselves being stath- 
ticians; and the author goes as far as any 
man could (without a blush) to mcct the 
reader 'who does not have the time or mathc- 
matical background to master the neeeuary 
statistical theory'. Quite often-probably 
more often than he hoped-the author finds 
it necusary to choose between watering 
down what necds IO bc said, and demanding 
rather more ofthc non-mathematical reader 
than he promised. In such a situation he 
very properly gets on with his job, dragging 
the reluctant mathematicians with him; 
which doubtleu will do them a power of 
good. Even if they dodge they will find in the 
end that the book has at least given them a 
pretty clear view of the processes of thought 
and argument of their statistical colleague. 
The author ir associate profcvor of Mathc- 
m a t h  in Emory University. 

Gourrnmcnl'r Role in Economic Lifc, by GeOrgC A.  
Slcinrr, McCrom-Ifill Publirhing Company, 
Inc., New York, Toronlo, London, 16.00; 
51/-. 
The  author, who is professor of Economie 

in the University of Illinois, say that hc 
'undertook to write this book with reluctance 
and humility', and that is not to be wondered 
at. Now that he surveys the finished work he 
may do IO with satisfaction and pride. Thc  
magnitudeofthetaskiscvidentfromthe title, 
and one of the many strands of complexity 
derives from the great difficulty of dis- 
pasionate assessment of principla involved 
in passionate and often ill-informed current 
political controversy. In  short, the author 
who essays a task like this nccds a universal 
mind and immaculate judgement. Since the 
author had to be chosen among men and 
not among gods, it is to be doubted whether 
any man could have done a better job. Pro- 
feuor Steiner display very wide knowledgc 
and scholarly judgement, and contrivw not 
towriteasinglc polemical sentence. Although 
he is primarily addressing American students 
and citizens, almoat all ofwhat he has to ray 
is relevant in Britain and elsewhere. 

Burincrr Finance, by F. W. Pnirh, Sir Iroar Pil- 
man M Sou, Lld, London, 12/6. 
Whence-and undcr what conditions- 

will the neccvary finance be forthcoming 
for the improvement and extension of the 
equipment of British industry? Privatc 
savings are hapcleuly inadequate. Govern- 
ment suppliw through i u  own budget sur- 
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pluses and loans and gifts from the other sidc pre-war period when no extraordinary 
ofthe Atlantic filled in the gap for a period, measures of financial assistance were ncce- 
but incrcarcd defence spending and the sary to maintain the level of trade'. What 
drying up ofcredits from abroad have pretty actually happened instead of this reversion 
well closed that chapter. Can thcjob be done to 'normalcy' is set forth in the first part of 
at all with taxation at its present or prospec- the report, and the story could easily have 
tive level? bccn worse. Gloom descends upon the reader 

It is in this contat that Professor Paish has in the second and third parts of the report, 
tackled thejob ofat least making the facts of which are, concerned with 'Barrien and 
thesituation clear fint to his own students at Controls in International Trade' and 
London University, now to a wider public. 'Activities ofthc Contracting Parties'. 
The urgency of the problem is not to be 
doubted. It is something on the sunny ride 
that both the Conservative party in power 
and the Labour party hbping for power are 
showing themselves aware of the problem, 
PO that there should be a wide readenhip for 
this important study. Perhaps it may help to 
induce a modcration of the campaigning 
programmes of both pvrtia if they really 
learn the lessons that are here set forth. 

Professor Paish-and there is nobody abler 
in this field-has performed a valuable pub- 
lic service in publishing this book at this 
moment. 
I n f m l i o n n l  Trode 1952, G.A.T.T., Genrua, 
H.M.S.O., London. 
An admirable report if somewhat depm-  

sing: depressing because GATT is a monu- 
ment to international good intentions, and 
it. reports necessarily a story of bad be- 
haviour. Perhaps the story would have been 
better if the expectation had been realised 
that 'after a transitional period during which 
the war-time maladjustmcnts would gradu- 
ally be eliminated, intcmational trade would 
revert to a situation similar to that of the 

. 
Educolion and Training in fhe Field of Manage- 

m n l ,  Bn'firh Inrlilufc of Monngmml, London, 
7/6. 
A valuable reference book which sets 

forth the facilities available for training in 
the arts of management in universities and 
colleges in Great Britain. A later volumc is 
to deal similarly with complementary cours*l 
at residential institutions, extra-mural estab- 
lishments, trades unions, and the like. 

Wqm, Pricer and Social Lzgirlafion in fk Sonid 
Union, bj  Licf Bjork, Dennis Dobron Lld., 
London, le/-. 
Thu is a fairly detailed picture of certain 

aspccts of the Sovict economy by a Swede 
who has made several visits to Moscow .w 
intcrprctcr for the Swedish T.U.C. dclcga- 
tionr. The material is drawn from Ruuian 
sources and is accepted at its face value. 
Legislation governing the matters under 
review is comprehensive, but we are not told 
how far the legislation is enforced, how many- 
are cxcluded from its benefits. Within the 
limits accepted bv the author the book is 
worth rcadinn. - 

FRONTIERS OF INDUSTRY (mnrirtuedfrom page 570) 
over 1951. This contrasts with a gain 
of only 3 per cent for the manufac- 
turing industries as a whole. 

The marked sfrides made by the 
younger companies does not mean 
that the large and old-established 
companies interested in the same 
fields have been idle. Leading organ- 
isations which also have been spend- 
ing vast sums for research and 
development work comprise a long 
list including numerous well-known 
companies, each having total sales 
exceeding $roo million annually, 
such as Admiral, Allis-Chalmers, 
American Telephone, Bendix Avia- 
tion, Burroughs, General Electric, 
International Business Machines, In- 

ternational Telephone, Minneapolis- 
Honeywell, Motorola, National Cash 
Register, Philco, Radio Corporation, 
Raytheon, Remington-Rand, Sperry, 
Sylvania, Westinghouse Electric, and 
zmith .... 

Research and investment are the 
tried and proven methods to raise 
the living standards of the people 
generally-whether they he engaged 
in manufacturing, farming, trans- 
portation, or elsewhere, and whether 
they. he wage earners, executives. 
shareholders, or annuitants. By this 
process the outer frontiers of funda- 
mental science rapidly become the 
new frontiers of industry. 


