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Capitalism Must Defend Itself 
Ignorance of the facts is the enemy: Education 
is the proper weapon to defeat that enemy 

BY HAROLD WINCO~T 

THERE is, I think, only one way of ments which British industry faced, 
stopping the gradual destruction of despite all the restrictionism on 
capitalism, virtually regardless of labour’s part, there was a good deal 
which party is in power, and that is that had to be deplored in the atti- 
to convince the British public that in tude of British industry towards new 
the long run, if the process is pushed processes and plant. A generally 
too far, we shall no longer be able to restrictionist attitude prevailed, in an 
sustain our present population on understandable but regrettable 
these islands on anything approach- attempt to hold what we had by 
ing a reasonable standard of living. negative methods. 

Modern British capitalism is extra- Side by side with the factors I 
ordinarily bad at  presenting itself, a t  mentioned, other considerations 
explaining itself, at  introducing itself arose. The rise of personal taxation, 
to the ordinary men and women of both on incomes and estates, revo- 
this country. lutionised the ownership of industry. 

I t  is, of course, easy enough to find ‘Where, in the last century, ownership 
reason for this. British capitalism, as of industry had been a very personal, 
we all know, got away to a flying family responsibility, with direction 
start in the nineteenth century. going alongside it, ownership has 

Then came the tragedy of the now become remote, divorced from 
inter-war years: the tragedy of direction, and divided between a 
British industry trying to compete vanishing race of private individual 
with the newer foreign industries in shareholders and large impersonal 
a world of rising nationalism, handi- financial institutions, such as insur- 
capped over six critical years by an ance companies and pension funds. 
overvalued currency. These financial institutions, we 

We are still paying for those years have to remember, are themselves 
-for the strikes and the hunger- sometimes corporate bodies, with 
marches, the Invergordon mutiny directors and shareholders. Pension 
and the men in the mining villages funds are generally offshoots of large 
who passed their day seeing whocould industrial concerns. Neither type of 
spit the farthest. institution is very keen to make its 

Those years to many people still voice heard in the overall direction 
represent British capitalism. of the companies in which such insti- 

In  those years, too, despite all the tutions invest their funds-although 
natural difficulties and discourage- it would be wrong to suggest they are 
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altogether passive investors-if only 
because they may feel that would be 
laying their own institutions open to 
‘interference’. Thus, although many 
small capitalists do in fact invest their 
savings in industry, they do so in- 
directly, they are disfranchised, they 
do not ‘feel’ themselves to be capital- 
ists, with any responsibility to see 
that the system works. 

channelled through the insurance 
companies and pension funds, is here 
to stay. 

Accepting that fact, what steps do 
we take to encourage the small saver 
to place his savings in industry? 
What do we do to encourage the 
investment trust and unit trust move- 
ments which can spread their re- 
sources and so minimise the risk of 
the small saver? 

In  the last few weeks, the Chan- 
I cannot help feelina that the cellor of the Excheauer has au- 

Conservative Thinking 

management element in-the British 
economy has been altogether too 
conservative, in the whole field of 
capitalism’s public relations. Let me 
give you some examples. 

In  a country in which profits and 
dividends are regarded by many 
people with suspicion, we persist in 
accounting practices which in a time 
of rising commodity prices produce 
inflated profits, profits which in fact 
contain a substantial element of 
capital. We make matters worse by 
allowing these profits to be related 
to nominal capitals which often have 
no relevance to the true capital em- 
ployed in the business; we continue 
stating industry’s fixed assets, broadly 
speaking, in the pounds of another 
age. 

To inflate your profits, to under- 
state the value of the assets through 
the use of which these profits are 
earned is simply to ask for trouble. 
And British industry has had it since 
those halcyon days of 1938 when 
company taxation took only around 
25 per cent of earnings. 

Let us consider for a moment two 
aspects of this modern problem of 
the ownership of industry. 

We have to face the fact that what 
has been called the atomisation of 
ownership, either through small indi- 
vidual shareholdings, or through 
countless small rivulets of savings 

nounced that the flat irohibition on 
the raising of new capital by such 
trusts has been removed. Now they 
have official permission to take their 
place in the queue before the Capital 
Issues Committee, and ‘in appropri- 
ate cases’ the Committee is asked to 
give its sanction to their issues. 

In what way does the investment 
trust or unit trust differ from the life 
insurance company, the pension 
fund, or the building society? All are 
institutions devoted to the garnering 
of individual savings and the invest- 
ment of such savings under expert 
management. But whereas the insur- 
ance company, the pension fund and 
the building society are free to raise 
as much capital through premiums, 
contributions or deposits, as they can, 
without any need to ask anyone’s 
permission, and indeed areconstantly 
being urged to do so, the government 
still persists in subjecting the invest- 
ment and unit trusts to C.I.C. con- 
trol. 

I could wish the government was 
aware of theenormous progress made 
by the ‘open-end’ trust movement- 
the equivalent of our unit trusts-in 
the United States in encouraging the 
small capitalists there since the end of 
the war. 

The Stock Exchange adds its quota 
of encouragement by penalising an 
investment trust that splits its stack 
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into shares and its & I  shares into 
shares of the more popular 5s. de- 
nomination, by increasing the com- 
mission its members must charge 
when such shares are bought and 
sold. 

From time to time, some public- 
spirited person, such as Mr J. B. Kin- 
Toss, the managing director of the 
Industrial and Commercial Finance 
Corporation, produces a plan where- 
by small savers can be helped to 
invest their savings direct in the con- 
cerns which are household names in 
this country, concerns in which I am 
sure many small savers would be 
proud to have a stake. Momentarily that equity as widespread as possible; 
there is a spurt of interest in such dis- let us have a true property-owning 
cussions, but then that interest flags democracy. Secondly, let us re- 
and apparently the whole thing is member that on that equity every 
dismissed as a passing fancy. other facet ofour life depends. If that 

equity withers and decays, all else 
withers and decays too. Proclaiming the Facts 

Again, I would like to see the Capitalism in Britain faces three 
insurance companies and pension threats. The first comes from within 
funds aggressively reminding policy- capitalism itself. I t  is the danger of a 
holders and pensioners and contri- return to the restrictionism of the 
buton that their premiums and con- inter-war yean to which I have al- 
tributions are invested to a suhstan- ready referred, . 
tial extent in the equity of British If a capitalist system, in whatever 
industry. The continuing vendetta country, develops a defensive, re- 
against that equity that has been strictive, monopolistic tendency, not 
waged for many years has only been only does the economy of the country 
possible because the man in the street suffer but the opponents ofcapitalism 
in this country has no idea of the are presented with a plausible case 
extent to which he is a capitalist. To  for converting private monopoly into 
him, it is 'we' against 'they'; he has State-owned industry. The best assur- 
no idea that he may be among the 
'they's'. 

The coal miners of this country have the 
reputation of being bitter& opposed to 
capitalism. Do fhey realise that up to zo 
per cent of their pension funds can be and 
will be invested in the Ordinary and Pre- 

f.rcncc shares of Brilish industry; that 
eventually these funds will grow fo  Ezoo 
millionr and that they may then have &40 
millions of their money in such shares? 
Can they not be made to realise that 

3 ? *  

the more prosperous British industry 
is, the better dividends it pays-con- 
sistent with the maintenance of its 
substance and competitiveness-the 
better secured their pensions will be? 

In advocating the necessity for 
preserving and making more pros- 
perous the equity of British industry, 
for getting a stronger and more virile 
capitalism, I am laying myself open 
to the charge of demanding prefer- 
ential treatment for one section of the 
community, the owners of that 
equity. To  that, I have two things to 
say. 

First. let us make the ownershiD of 

ance capitalism can give that its 
profits and dividends are not exces- 
sive-indeed the only assurance-is 
to prove that they are earned in fully 
competitive conditions. 

The second threat is the political 
threat-that of a continued vendetta 
against capitalism virtually regard- 
less of ,whether it is good or bad 
capitalism. What I have in mind 
here is typified by the recent remark 
of a leading trade unionist that wage 
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claims would be made not because 
profits were higher (in fact, they were 
lower last year) but ‘because profits 
exist’. 

The best answer to this threat is 

will, in twenty years’ time or even 
earlier, he financed entirely through 
ploughed back corporate earnings 
and by the big financial institutions, 
which proliferateendlessly thesedays. 

surely on the lines I have indicated 
-the creating of conditions in which 
profits can only be earned by initia- 
tive and enterprise, and the expres- 
sion of those profits-and the divi- 
dends paid from them-in more rea- 
listic terms than those we at  present 
employ, by the exorcising in times of 
inflation of the stock appreciation 
element in profits, by a truer state- 
ment of capital employed, and so on. 

The final threat is a long-term 
threat, but it is no less worrying for 
that reason. I t  is the threat implied 
in the aggregation of power in re- 
latively few hands. 

T h e  object ions,  o n  economic 
grounds, to such a prospect are 
serious enough. Concentration of 
control of a country’s investment 
programme to such an extent means 
a denial of the benefits of the law of 
average and of the judgment of the 
market place alike. I t  would in such 
circumstances be difficult if not im- 
possible for the young, the untried 
and the speculative business to 
secure finance. The status quo would 
receive powerful and permanent 
reinforcement all along the line-and 
no industrial nation prospers by 
maintainine the s t a h  auo. 

I 

Private Investor Dying 
The private investor, as we have 

known hirn, is dying. There are in- 
deed grounds for thinking that, be- 

of the present level of death 
duties and the tendency to 
capital, the private investor year by 
year is taking more money out of the 
Stock Exchange than he puts in. 

His place is being taken more and 
more by the corporate investor, some 
of whom, notably the pension funds, 
have probably their period ofgreatest 
growth ahead of them. 

If this trend continues, the Stock 
Exchange, the issuing houses and 
other parts of the City’s machinery 
will lose their function. Already, 
stockbrokers are described as ‘mes- 
senger boys’ for the Prudential and 
the Pearl. 

Unless something is done to re- 
verse present trends, this country’s 
private sector investment programme 

The political objections are equally 
powerful. The construction Of such 
an industrial and financial oligarchy 
would, I am sure, be an overwhelm- 
ing temptation to the Politicians to 
take its control and direction into 
their Own hands-and Probably with 
the consent of a majority ofthe e h -  
torate. 

Somehow, we have got to find a 
new capitalism to take the place of 
the old, a capitalism which is in 
accord with the changes in the owner- 
ship of wealth which the last fifty 
years have brought. 

I t  may be that we shall find a way 
of spreading the ownership of indus- 
try without disfranchising the multi- 
tude of small, indirect capitalists we 
have created and are creating. I 
confess, however, that I would feel 
happier if capitalism faced up  to its 
problems in a more energetic and 
far-sighted fashion. 
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Commodity Shunting: 
Its Impact on Controlled Sterling 

BY PROFESSOR J. E. MEADE, C.B.E. (UniueniLy o f b n d o n )  

CONTROL ofsterling becomes increas- Entrepotic merchant acquires trans- 
ingly difficult to maintain in its pres- ferable sterling which he can then 
ent form if other countries' controls use to purchase wool in Sterlaria, and 
are becoming laxer. so start the cycle of transactions once 

A main symptom of these difficul- more. 
ties is the phenomenon ofcheap ster- 
ling. This is a complicated and intri- Beyond U*K* 
cate question; and one greatly sim- This whole sequence of trans- 
plified example of it must serve to actions is, of course, most unlikely to 
illustrate the main points which are be undertaken by one single trader as 
relevant to the argument of this has been assumed to he the case in 
article. this simplified example. Moreover, 

Let us start with some merchant in the number and variety of trans- 
a country which we will call Entre- actions concerned may be much more 
potica. This country is a member of complicated than in this example. 
the transferable account system as They may well involve payments for 
far as the United Kingdom exchange invisible rather than for visible trade 
control is concerned. It has merchan- transactions. Nevertheless, this sim- 
ting arrangements which enable it- plified trading example illustrates 
as its name suggests-to be the home certain basic features of this sort of 
of a flourishing entrepot trade in transaction. 
commodities. (i) In  the first place, the total result 

The merchant of Entrepotica uses of these transactions is that dollars 
some sterling which he has earned to which should have been acquired for 
purchase wool from Sterlaria, a the sterling area central reserve from 
country which-as its name may the sale of Sterlarian wool to the 
suggest-is a full-fledged member of United States have been indirectly 
the sterling area. The merchant from acquired for use by an importer of 
Entrepotica satisfies the Sterlarian American nylons into Nylonia. 
excha'nge control authorities that the (ii) Secondly, the control of such 
Sterlarian wool is being bought for transactions depends upon the co- 
sale in Entrepotica. In fact the wool operation of many national authori- 
is at some point trans-shipped and ties besides those of the United 
ultimately sold for dollars in the Kingdom. It will he the concern of 
United States. the Sterlarian authorities to try to 

The Entrepotic merchant has now see that their wool is not exported 
acquired dollars. These dollars he against sterling if it is in fact ulti- 
uses to purchase nylon products in mately going to be sold for dollars; it 
the United States which he imports will be the concern of the Nylonian 
into Nylonia, another transferable authorities to see that the dollar 
account country. With the proceeds nylon goods are not easily imported 
of the sale of nylons in Nylonia the into Nylonia; it will be the concern 

From The Canunfibili(y OjSUrling, Three B& RcuLw, London, Sepcnnbrr 1953 
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of the Entrepotic authorities to see 
that when their merchants acquire 
dollars these dollars are surrendered 
to their exchange control; it will be 
the concern of the Nylonian and 
Entrepotic authorities to see that 
transferable sterling is transferred 
between their residents only against 
genuine current transactions between 
them. None of these things has been 
successfully achieved in the above 
example, but none is a matter which 
the United Kingdom authorities can 
themselves easily supervise. 

(iii) A third basic fact in transac- 
tions of this type is that they will be 
undertaken a t  least implicitly at a 
depreciated value of the pound in 
terms of dollars. The scarcity of 
American nylons in Nylonia makes it 
possible to make a very large profit 
by buying them cheap in the United 
States and-at the official rate of 
exchange-selling them dear in Ny- 
lonia. If a t  the same time Nylonian 
residents hold considerable sums of 
sterling, in order to take part in this 
profitable trade they would be pre- 
pared to offer a high sterling price to 
the Entrepotic sellers of dollars or of 
dollar goods; and the Entrepotic 
seller of these dollars or dollar goods 
will require a high price for them in 
sterling because in acquiring them 
he has probably had to sell the Ster- 
larian wool at  a low price in dollars 
and will have incurred special risks 
and costs in shunting the sterling 
commodity on to the dollar market. 
The problem of cheap sterling can 
thus be tackled either by making 
the dollars acquired by commodity 
shunting and such devices less useful 
or else by making them easier to 
obtain. 

The convertibility of foreign-held 
sterling is, of coune, a method of 
getting rid of cheap sterling by mak- 
ing the dollars easy to acquire. If the 
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Entrepotic merchant can simply buy 
dollan freely with his transferable 
sterling, there will no longer be any 
need for him to shunt Sterlanan wool 
at considerable expense by devious 
channels into dollar markets as a 
means of acquiring dollan. This will 
not in itself do anything to prevent 
the use of these dollars for the import 
of nylons into Nylonia, but it will 
avoid the uneconomic disturbance of 
the Sterlarian wool export trade. 

If the convertibility offoreign-held 
sterling could be accompanied by 
more effective commercial controls 
which, in our example, made it more 
difficult for importers to bring Ameri- 
can nylons into Nylonia, the problem 
of cheap sterling would have been 
tackled at the other end as well. 

But it would be foolish to hope to 
make it much easier for foreigners to 
convert sterling into dollan and 
simultaneously to make it more 
difficult than before for them to use 
any dollars which they do acquire. 
The most that could reasonably be 
expected would be that, simul- 
taneously with the introduction of 
the convertibility of foreign-held 
sterling, understandings should be 
reached with the foreign authorities 
concerned not to be induced by the 
fact that their sterling earnings were 
now convertible to relax their own 
controls over the import of dollar 
goods or to stiffen their controls over 
the import of sterling goods. 

But from the point of view of an 
international currency like sterling 
there is something to be said for a 
system in which the emphasis is 
shifted away from exchange controls 
on to trade and other controls as the 
method of maintaining the liberalisa- 
tion of intra-European trade and 
payments together with a degree of 
discrimination against dollar tram- 
actions. 
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STERLING AREA: 

Changes in the Trade Pattern 
BY SIR DOUGLAS COPLAND 

THE problem of capital supply is 
perhaps the most significant factor 

area and the enduring contribution it 
can make to the fortunes of its mem- 
bers, and to the working of the world '937 '950 
economy as a whole. But we have Australia 50 39 

of its individual members. Ceylon 46 
38 

nificant developments is the change Canada 40 '5 

EXPORTS OF OVERSEAS MEMBERS TO 

(As Perccntw of total value of Wore) 
affecting the structure of the sterling UNITED KINGDOM 

also to consider the relationship to New Zealand 76 66 
the world economy of the economy 
of the area as a whole, and of those 

24 
26 In this respect one of the most sig- 

in the proportion of trade enjoyed by 
the members of the area within the selves members of the sterling area, 
markets of the area itself. the movement is too significant to be 

In  the comparison that follows I ignored. If this condition is main- 
take the pre-war period and 1950, tained, it is clear that the relative 
because 1950 was clear of the great importance of the United Kingdom 
impact of higher prices for com- market has declined since the war. 
modities of international commerce But this is precisely what one 
and was unaffected by the restric- would expect to happen, and it is a 
tions that had to be imposed early in trend that may well continue in the 
1952. On  this basis, it is found that years ahead. For one thing, in the 
exports from the United Kingdom to post-war world there has been a 
oversea members of the sterling area more wide-spread,' as well as a 
have risen from about 48 per cent of greater, demand for defence supplies 
total United Kingdom exports to 55 probably than at  any other time in 
per cent. peace. This could not but affect the 

What was the situation with re- trade of the overseas members of the 
gard to the exports of the overseas sterling area who produce a wide 
members to the United Kingdom range of the basic materials used in 
market? As a whole, the proportion defence supplies. 
of their exports going to the United Then there is the general tendency, 
Kingdom declined considerably. (See especially in the United States, for 
Table.) the demand for raw materials to 

Canada is a special case, as she is outstrip supplies, on present capacity 
not a member of the sterling area. A to produce. The output of the Ameri- 
decline in her exports to the United can economy is expanding at  the 
Kingdom was to be expected under rate of some 2& per cent per annum, 
conditions in which dollars were bard and at  this rate the gross product of 
to acquire. But for all the other the economy will double in less than 
Commonwealth countries, them- thirty years. 

22 331 '7 
India 
Pakistan 

South Africa 

From Problew of rhr SLcrling A m ,  E m ~ s  in Inrrrnofionnl Finoncc No. 17, Pinrefon Uniunrily, 
Naw3mq, Sepkmbn 1953. 
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Not merely will the United States The overseas members of the area 
demand more and more of certain will continue to expand their pro- 
materials of which she is in short duction of manufactured goods and 
supply. The conntries that will have to build up their transport systems 
to step up their production, and the and power supplies, but their prin- 
overseas members of the sterling area cipal source of development and 
play an important part here, will wealth in the next two decades will 
also be demanding increased quan- be in exporting certain basic mater- 
tities of capital equipment during ials and foodstuffs which we have 
the gestation period in which they seen are likely to be demanded in 
are expanding their output of basic increasing quantities. The members 
materials. So, on this basis, there is of the sterling area can supply 
some hope of an expanding world largely increased amounts of such 
economy; the underlying economic goods as rubber, tin, burlap and jute, 
forces are working mostly in the right wool, diamonds, hides and skins, 
direction, though-they often haveto cocoa, tea, spic&, uranium, tobacco 
contend with strongly entrenched and perhaps oil. But this in turn de- 
lobbies that will endeavour to set pends upon satisfactory plans for ex- 
back the normal c o m e  of events. panding production; so the problem 

For the overseas members of the of capital supply and the problem of 
sterling area, this whole develop- trade converge on the same point, 
ment ofa  stronger market outside the namely a closer association than was 
area for basic materials is a matter of contemplated in the years immedi- 
great moment, and must affect, ately following the war between the 
almost as much as does the problem members of the sterling area, col- 
of capital supply, the structure and lectively or individuallv. and the 
development of the sterling area. dollar area. 

FARM INDEBTEDNESS IN PRAIRIE PROVINCES OF CANADA 
Thc year 1935 marked the highat point ordollar indebtednaa, and probably the highat 

encumbrance ratio for thc Canadian Prairie Provinca, principal wheat and other cereal 
producing area. In that year, total farm dcbt in the Prairic Province was 3869.5 millions as 
against total farm valua of las  than 12,000 million, giving an encumbrance ratio ofsome 45 
per cent. 

The year 1937 was one ofthe b a t  of the immediate pre-World War I1 period. Farm debt 
had fallen by over I8Omillions in the preceding twoycan; total farm valucs had risen; and the 
encumbrance ratio had Callen below 39 per cent. 

Repayment of Prairie farm dcbt mainly occurred bctwccn 1937 and 1946, largcly concen- 
trated in the last threc ycan of World War 11. In short the average liquidity of the Prairie 
farmer was marly three t ima better in 1946 than it was in 1937. This improved liquidity has 
continued steadily to 1951, whcn it was more than four times better than 1937: and some five 
times mor= Cavourablc than in 1935. 

Total indebtedness (in millions oCCanadian dollan) in 1937 and in post-war years, shown 
in each instance also as a percentage of total farm v d u a ,  war: 1937, 783.6 (38.7 per cent); 
1946, 367.9 (13.7 per ccnt); 1949, 388.2 (10.3 per cent); 1950, 408.0 (9.9 pcr cent); 1951. 
450 (8.7 per cent); 1952,486.0 (estimated 10.1 per ccnt). 

From Mmmandum prepared b j  Gilbrrf J u k m  and Asociolcr, Tmonlo, ScpUmbcr 1953 
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Outlook for & Convertibility : 
Not Only Washington’s Responsibility 

THE outlook for convertibility would 
be more promising if less reliance 

, were placed on further financial 
assistance and on unilateral action by 
the United States in lowering trade 
barriers and stimulating foreign in- 
vestment; also ifit were made clearer 
how lasting convertibility is to be 
reconciled with other national objec- 
tives. 

Why has restoration of converti- 
bility taken so long? 

The familiar reply is that the 
physical destruction and economic 
dislocation caused by the war created 
an  abnormal demand for foreign 
goods in many countries and at  the 
same time reduced the ability of 
those countries to pay for the goods 
by exporting. In articular, there 
was an urgent nee x for goods from 
the United States, because this was 
the only large industrial nation whose 
productive capacity had not been 
impaired by the war. 

The result was a persistent dis- 
equilibrium in balances of inter- 
national payments, especially the 
‘dollar gap’ in payments between the 
United States and other countries. 
This chronic unbalance madegeneral 
currency convertibility impossible, 
since it would have quickly drained 
away reserves of gold and dollar ex- 
change. 

Conflicting Objectives 
From another point of view, con- 

vertibility has not been achieved 
because it has been subordinated to 
other objectives. 

First, in an effort to make the 
‘terms of trade’ as favourable as pos- 

sible to themselves, most countries 
tended to fix the exchange values of 
their currency too high. This mistake 
was partly rectified by the general 
devaluation of 1949. Yet the ‘dollar 
gap’ continued. 

This gap was simply a reflection of 
the fact that most currencies were 
overvalued in relation to the dollar. 
Their exchange rates were relatively 
higher than their internal purchasing 
power. In attempting to maintain 
these artificial rates, nations resorted 
to barter, exchange controls, multiple 
rates, import and export licences, 
quotas, and other devices. Converti- 
bility under such conditions was ob- 
viously out of the question. 

These difficulties were aggravated 
by the insistence of many countries 
upon living standards and social pro- 
grammes which they were in no posi- 
tion to afford. In  pursuance of such 
programmes, budgets were kept out 
of balance, money supplies were ex- 
panded, and wages were raised with- 
out regard to changes in produc- 
tivity. The resulting inflation natur- 
ally widened the disparity between 
internal purchasing power and ex- 
change rates, and made the problem 
of international payments more diffi- 
cult then ever. 

Similar practices were followed in 
reconstructing war-damaged indus- 
tries and in developing backward 
nations. Investment programmes 
were drawn up and financed without 
sufficient regard to limitations in 
available supplies of labour and 
materials. Again, the results were in- 
flationary, and international dis- 
equilibrium was made worse. 
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Proposed No-par Currencies 
Some commentaton maintain that 

the whole job of post-war financial 
rehabilitation was begun at the 
wrong end. According to this view, 
convertibility could have been 
achieved quickly if national authori- 
ties had not chosen fixed exchange 
rates as a prior objective. The original 
mistake, these critics believe, was the 
‘pegging’ of the rates, which created 
an artificial stability not warranted 
by underlying conditions, and thus 
led to inconvertibility and all the 
other restrictions and barriers that 
were found necessary. 

In  a free market, supply and 
demand balance because the price 
is right. The market for foreign ex- 
change is no exception. An exchange 
rate is a price, and its proper func- 
tion is to maintain a balance between 
the supply of a currency and the de- 
mand for it. Even now, according to 
some spokesmen for this school of 
thought, fluctuating exchange rates 
would be preferable to continued in- 
convertibility or to the measures that 
would be found necessary. to main- 
tain convertibility a t  fixed rates. 

Such views run counter to tradi- 
tional thinking on monetary affairs. 
A currency that has no fixed value in 
terms of money metal, or of curren- 
cies convertible into money metal, is 
regarded as a ‘soft’ currency in the 
worst sense. It has ceased to be even 
anominalstandard ofvalue. I t  under- 
goes a continuous process of devalua- 
tion and revaluation. Even incon- 
vertibility and the other restrictions 
that go with it are usually accepted 
as lesser evils than this. 

Yet it cannot be denied that, in an 
age of ‘managed‘ currencies, fluctua- 
ting exchange rates have a logic 
which they lacked in the days of the 
international gold standard. Adher- 
ence to the gold standard deprived 

. 
I 

IC DIGEST 

nations of control over their internal 
price and wage levels. These levels 
had to remain approximately in line 
with those in other countries. If they 
got seriously out of line, they caused 
disequilibrium in the balance of pay- 
ments, a flow ofgold, and an internal 
credit readjustment that forced prices 
back into line. 

Such readiustments sometimes en- 
tailed temporary recessions in busi- 
ness activity and employment. Hence 
they were incompatible with any 
national ‘full-employment commit- 
ment’, as well as with wage and 
agrarian programmes that involved 
price manipulations, and with social- 
welfare schemes that upset national 
budgets. In short, nations cam8 6o 
demand a degree of souereignty ouer their 
internal economic affairs that was incon- 
sistent with the requirements of !he gold 
standard, or in fact with any set of lasting 
parities among currenn’es. 

The natural result of these tenden- 
cies was an era of currency devalua- 
tions. Successive revisions ofexchange 
parities are the unavoidable conse- 
quence of currency ‘management’ 
directed at internal policies rather 
than international currency con- 
siderations. From a regime of succes- 
sive devaluations or revaluations, it 
is only a step to a regime of no-par 
currencies. 

Fised Parities S t i l l  required 
It seems clear that the world is far 

from ready for such a final step into 
monetary confusion. Fixed currency 
parities still command world-wide 
respect and adherence. The nations 
desire convertibility at a firm rate. 
But are they prepared to pay the 
price? Or are they aiming at a set 
of mutually incompatible objectives? 

Current discussionr contain too 
much talk of huge stabillsation fun& 
(firesumabb to bejnanced by the United 
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States) and too little of the ability and transactions are concerned. The 
willingness of nations to obserue the i d -  problem of capital transfers is more 
quiremenk of true stability in curreny difficult. The once-troublesome ‘dol- 
values. lar gap’ appears to have vanished, 

A similar lack of realism appears for the time being at least. During 
to exist with respect to the trade the fifteen months ended June 30, 
policies of the United States. Re- 1053, foreign countries were able to 
peated demands are made for lower build up their reserves of gold and 
American tariff rates. Too little is dollars by a total of nearly S2,8oom. 
said, however, about foriegn tariff These reserves now amount to 
barriers. Economic health demands sen- 82  1,60om, whereas the United States 
mal trade liberalisation, not a free-trade gold stock has declined to S22,5oom. 
United States in a protectionist world. Exports from the United States, ex- 

It seems necessary to assume that clusive of military aid, are running 
convertibilityimpliesaregimereason- close to imports, and the small export 
ably free from trade restrictions. I t  surplus is much more than offset by 
would be easy to establish nominal the excess of ‘invisible’ imports. 
convertibility and accompany it with T h e  seems to be no basic reason w& 
such rigid trade controls that inter- steps toward currency Convertibility on 
national transactions would be no current account cannot safely be taken 
freer, and possibly less so, than they within the reasonably neur future, pro- 
are now. Such actions would amount .nided the nations atlempling it are pre- 
to nothing more thansubstitutingone pared to adjtrt their economic policies to 
type of control for another. its requirements. Ifthey are not, no regime 

Superficially, the move toward of convertibility can be more than tempor- 
convertibility seems firmly founded, ary, and no multi-billion-dollar stabilisa- 
at least in so far as current-account tion fund can make it.  

ITALY’S MOTOR-SCOOTER INDUSTRY 
The fint motor-scooter modcl to appear in Italy was the Vespa, in March, 1947, and a t  

once it met with great popularity. The second type, known as the Lambrettu, which appeared 
in September of that year, was cqually succc9-rul. 

Since then their sale have continued to grow and many other types have followed, manu- 
factured by various firms. All are very popular both in Italy and abroad, so much so that 
there are today not less than 60 different types ofmotor-scooten in Italy and abroad. 

The following are the production data ormotor-sewtcn in Italy: 
1945: noncat all; 1946: 1,200; 1947: 10,500; 1948: 30,500; 1949: 70,500; 1950: 125,000; 

1951: 130,000; 1952: 220,000. 
The value of the motor industry in Italy is ahout 20,000 million lire, and the variou plants, 

together with collateral concerns, employ about 100.000 persons. 
It is not true that the motor-scooter is a meam oftransport for student. and for the young 

in general. The following table gives wan idea ofthe classes and age ofpenons using motor- 
scooten: 

ClaSxJ of persons 

Working men ......... 30% 
Employee ............ 30% 
Traders ................ 16% 
Artisans ................ 10% 

~ 

Cla~sn of penom A g e  
Profmional classes ...... 7% 
Students .................. 3% 
Doctors ................... 2% 
Priests ..................... 2% 

From 18 to 20 ycan ... 5% 
From 21  to 31 yean. .. 40% 
From 31 t o 4 0 y e m  ... 35% 
Over 40 ycan .......... 20% 
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Australian Hedonism Trounced 

The surfne symptoms ofthe health of the 
Ausfralian economy may be on the wholt 

favourable, but deeper diagnosis gives 
cause for  some uneasiness 

THERE are several grounds for dis- 
quiet in Australia. 

Fint, the economy, in spite of im- 
proving productivity in some direc- 
tions, is still basically an  inefficient 
economy. This does not mean that 
there are not many efficient indus- 
tries, efficient even by the highest 
world standards. It simply means 
that, taken as a whole, the rate 01 
achievement in the Australian, econo- 
my, the man-year output, whether 
in a public utility concerned with 
transport, the building of a bridge 
across the Yarra, customer service io 
many fields, or a decision on a site 
for a great sporting event, is far 
lower than it could be and lower than 
in other English-speaking countries. 

The plain truth is that too many 
Australians, by and large, do not 
work hard enough. Effective working 
houn (after deducting holidays) are 
very much shorter than in other 
countries, and there is often not the 
same intensity or seriousness of pur- 
pose on the job. This comment 
applies to all sections; to employers 
as well as employees; to the typist as 
well as the technician. 

The Australian attitude to work is 
largely a response to an unusually 
beneficent environment. The Aus- 
tralian possesses natural facilities for 
recreation and enjoyment which are 
probably unequalled in any other 
country in the world. If the Aus- 
tralian worker, unlike his American 
counterpart, lacks a refrigerator and 

a television set in his home, he has 
on the whole more opportunities for 
sun-bathing and sport. Australia can, 
for the present, afford the luxury of 
short hours of work and get by. 
Britain cannot. In Britain the labour 
movement has embraced the aim of 
high production and accepted the 
need for incentive 'schemes, because 
of the grim alternative of a declining 
living standard for its memben. In 
Australia the trade unions are able to 
persist in their opposition to indus- 
trial methods of this kind only be- 
cause conditions of life are easier. 

The American looks always to the 
future which he is certain can be 
better than the present or the past. 
The Australian seems more con- 
cerned to preserve what he has. H e  is 
not so intent on acquiring the latest 
model motor-car, as he is on ensuring 
that his weekly excursions to the 
football or the races are not inter- 
rupted. 

To the casual observer the large 
0 

numben of modern factories that 
have sprouted like mushroom 
around the outskirts of Sydney and 
Melbourne, the spectacular indus- 
trial progress of provincial centres 
such as Geelong and Dandenong, the 
many massive public projects at 
present under construction. may 
ieem to contradict asnertions.of low 
productivity. 

The visual evidence of rapid eco- 
nomic expansion is indeed impres- 
sive. But several qualifications must 
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he borne in mind. First, the expan- 
sion of the post-war years must be 
viewed against the background of an 
increase in population of 20 per cent. 
Second, development on the scale 
that has occurred would not have 
been possible without the fortunate 
conjuncture of a succession of good 
seasons and abnormally high prices 
for the products of the soil. High re- 
turns from exports have buttressed 
development not only by giving 
Australia a greater command over 
the resources of other countries, hut 
also by encouraging overseas inves- 
tors to take an optimistic view of 
Australian prospects. To  what ex- 
tent, too, new capital construction 
has been at the expense of existing 
capital resources-for instance, the 
running down of capital invested in 
roads and transport facilities, and 
city buildings-will never he accur- 
ately known. 
High Costs: Low Saving 

A second serious weakness is the 
high level of costs. There is a gaping 
disparity between British and Aus- 
tralian costs of production. Hourly 
wage ratesin Australiaformalework- 
en average about 8s. Average rates 
for British workers are 3 /10  (sterling) 
or about 4/10 (Australian currency). 
Hourly wages in Australia have in- 
creased 149 per cent since the end of 
the war, compared with increases for 
Britain of 59 per cent and for U.S.A. 
71 per cent. The post-war inflation- 
ary gallop has proceeded at  a much 
faster rate in Australia than in other 
English-speaking countries. 

A cost disparity of these propor- 
tions creates a fundamental out-of- 
balance situation in the economy 
which suffers from it. It can he sus- 
tained only by virtually excluding 
all overseas competition from the 
home market (which has, in effect, 

been done through the import 
restrictions) and only so long as 
prices for major exports remain 
sufficiently high to return a margin 
of profit over the excessive costs of 
export producers. Unless Australian 
costs move closer to world levels, the 
import restrictions imposed as a tem- 
porary expedient may have to he 
continued longer than is desirable. 

The scarcity of savings as evi- 
denced by the difficulty of obtaining 
adequate monies for financing de- 
velopmental projects and private 
industrial expansion is a third dis- 
turbing feature. The savings famine 
is partly a consequence of a tax 
structure which saddles enterprise 
with a burden ill-suited to a young 
country striving to grow to full in- 
dustrial maturity. 

Finally, the rather tenuous charac- 
ter of Australian prosperity serves to 
emphasise further the distinction 
which it is imperative to draw be- 
tween basic economic conditions and 
immediate business prospects. A 
steep fall in prices of wool and wheat 
(which have fortunately remained 
firm) or a drought year (not un- 
known in the past) would have un- 
pleasant consequences for Aus- 
tralia’s over-inflated economy and 
would compel far-reaching re-adjust- 
ments. The dependence of Australia 
on a continuance of high prices for 
wool and wheat, especially the for- 
mer, reveals the shaky foundations 
on which Australian stability and 
prosperity rest. 

Experience since the war only con- 
firms what was well known before the 
war: that is, the unique reliance of 
the Australian economy on one 
product, wool. This alone should 
prevent us from accepting without 
reservation the optimistic assessments 
of the business outlook which have 
recently appeared. 

, 
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Japan’s Trade-Promotion Plan 
Tne Japanese Ministry of Inter- 
national Trade and Industry has 
decided to introduce a special trade 
formula to balance its international 
accounts and to economise on 
foreign exchange. 

The new programme includes the 
re-export of goods from the dollar 
area to open account areas, the link- 
ing of preferential imports with ex- 
ports of items for which wider market 
outlets are needed, and the removal 
of present barter trade restrictions. 

The re-export system will apply to 
trade with countries in the open 
account areas from which Japan is 
over-importing. The items to be ear- 
marked for such re-exports will in- 
clude raw cotton, raw wool, soya 
beans, and goods that do not conflict 
with other items in the export pro- 
motion drive. A sum of $30 million 
will be set aside in the foreign ex- 
change budget for the special im- 
ports for this purpose from the dollar 

Under the new link system, traders 
who succeed in increasing the export 
of goods requiring further .outlets 
will begranted preferential treatment 
in the-import-of sugar, pulp, raw 
wool, and some other items. The 
export goods will include iron and 
steel items, fertilisers, whale oil, and 
plants. 

The system will be limited to 
trading with thirteen open account 
countries. In  order to help build up 
the country’s decreasing sterling 
reserves, traders who export to the 
sterling area will be granted a 
special right to import from the 
dollar area. Between $30 million and 
850 million will be earmarked as a 
special appropriation for this link 
system. 

The trade promotion plan also 
calls for the abolition of existing 
restrictions relating to key items in 
trade with the Near East, Middle 
East, and Latin American countries. . .  

area. 
From Nibbon ‘rimcr. Tokw. Sebkrnbn 4. 1953 

RUPEE AND STERLPlC CONVERTIBILITY 
BY D. Bmom SINON (MADRAS) 

Thc circumstance that Great Britain has been faced with frrquenl balance of payments 
crises has aroused some misgivings about the advantagn for India of remaining in the Sterling 
area. The argument ir made in some quartcn for the complete dissociation of the rupee from 
sterling, by India cutting hersclfaway altogether from the Sterling area. This, however, by 
itself would not raise the statu of the rupee, nor would it remove the foreign exchange diffi- 
eultin ofthc country. In fact, this would increase the difficulties as thc recent expericncc of 
Empt abundantly shows. It meam that India would h a w  to balance its dollar account 
separately, and would necessitate her building up gold and dollar rescrygl, both ofwhichscem 
insurmountable, difficulties in the present circumstances. On the other hand, there are definite 
advantages for India in remaining in the Sterling area. The Sterling area b something ofa 
co-operative organisation with large capital I Q O U I C ~ ,  in thc form of gold and dollar holdings 
which facilitate free trade among thc mcmben of the area. Also, in so far as a good volume 
ofour surplus funds is maintained with Great Britain, which is actually in the position of a 
Central Banker ofthc Sterling area, it would bc unwise to remove O U A C ~ Y ~ ~  altogether from 
sterling’s orbit. 

Free convertibility ofsterling would automatically make the rupee freely convertible with 
all other currencies. 

From Mondcry Skwdud in I d i o ,  Indim Economic Journal, Bmnboy, Ju& I953 
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Stresses Ahead 
For Japan 

SOME very pessimistic discussions are 
now taking place in Japan on the 
country’s economic outlook. 

The Ministry of Labour in Tokyo 
has issued a White Paper with alarm- 
ing warnings about coming unem- 
ployment. I t  describes the trends of 
both employment and wages as 
downwards. 

Out of goo,ooo new entrants to the 
labour force last year only 810,ooo 
found jobs, leaving go,ooo to swell 
the ranks of the unemployed and 
raising their total a t  the end of the 
year to half a million. Besides these 
there were 8,130,000 (half a million 
more than in 1951) who were under- 
employed-working less than thirty- 
four hours a week. 

An official estimate for this year is 
that there will be employment for 
only 3g0,ooo more, which means a 
still further addition to the unem- 
ployed. 

This unemployment, open and 
concealed, is the reflection ofJapan’s 
great problem, that ofbuilding up an 
economy that can support her 
steadily rising population. As the 
Mainichi Shimbun put it recently: 

‘If things continue as at preen1 Japan’s 
economy must inevitably reach an impassc. 
With its population steadily increasing and 
more mouths to rccd Japan must either make 
strenuous efforts to increase production and 
trade or lower i& living standards.’ 

The signs of lower living standards 
are disquieting, and there are many 
efforts to shake the country out of its 
cheerful disregard of what the econo- 
mists conceive as the writing on the 
wall. 

The Government, however, rather 
discourages a frank facing of the 
facts. I t  looks for more American aid, 
3 3  From Momhkr  Cui 

’ 

i 

, 

, 

rearmament, and orden from the 
rehabilitation of Korea. Yet there 
are limits to what Japan can expect 
from America by loan or ‘special 
procurement orden’. And, as for 
Korea, it was only the other week 
that the South Korean Finance 
Minister said very forcibly that South 
Korea would object most strongly to 
reconstruction funds being spent in 
Japan; and South Korea has shown 
its powers to make its wishes felt. 

Out-of-date Enpipmeat 
It is not easy for the Western ob- 

server, so accustomed to regard 
Japan as a formidable and highly 
efficient competitor, to realise that 
Japan is now being told that her 
industries need modernising. 

The coal industry, for instance, 
could do, it is said, with a fifth fewer 
miners if its old and inefficient pits 
were closed. Everywhere there is talk 
of export costs being too high; for 
example, of rayon yarn Japanese 
papers report that she is being under- 
cut by Italy in Pakistan. 

Yet modernisation would for a 
time at least increase unemployment. 
The long-run prescriptions of more 
hydro-electric power, more food 
production, population control, and 
the better use of the country’s 
natural resources are hardly helpful 
for the immediate crisis. The export 
outlook, in spite of the feverish 
efforts to secure trade agreements, 
remains poor. 

I t  is evident that severe stresses 
are ahead and these may easily mean 
a return to thecompetition by cutting 
quality, which the West so much 
fears. 

,dian, Seprcmbrr 18, 1953 
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Adenauer’s Mandate : By F. ~ e L L w i o  

Summary of points from the Chris- 
tian Democrat Party’s ‘Hamburger 
Programme’ on which Adenauer 

was returned to power 

Broad Princifles: The CDU is ad- I t  also leads to a weakening of pro- 
verse to totalitarian ideas and rejects ductive incentives and of personal 
concentrations of power such as initiative and thus tends to under- 
might iesult from the nationalisation mine the very foundations on which 
of major industries or a compre- social security rests. If a choice be- 
hensive social security system, but it tween freedom and security must be 
is fully aware of the desire for made, the question should always be 
security and a stable currency which asked whether the partial renuncia- 
is a natural consequence of the tion of freedom for the sake of secur- 
nation’s experience of having lost its ity will not ultimately lead to the 
savings twice in a lifetime. complete loss of freedom. The answer 

The 1949 election programme of to the problems of economic distor- 
the CDU put ‘Soziale Marktwirt- tions caused by economic controls, 
schaft’-a competitive market sys- some of which still operated in the 
tem coupled with essential social past five years of CDU government, 
security safeguards-in place of the does not lie in the imposition of yet 
centrally directed economy of the stiffer controls but in their gradual 
Hitler era. This competitive market removal and the freeing ofthe market 
economy aims at the most efficient and the full restoration of the price 
satisfaction of national needs with mechanism. 
the minimum use of political and This is broadly the philosophy 
social power. Such a system is, in underlying the economic programme 
fact, the only possible economic of the CDU. The programme itself 
framework for Germany, for central stresses the responsibility of the indi- 
direction and control has become vidual which, in economic terms, 
impossible under the present Ger- means freedom of choice in every 
man Constitution, with its wide dis- sphere, with the State only interven- 
penal of political power which is ing or assisting where individual 
wielded not only by the Federal effort cannot do the job. I t  rests on 
Government, but also by the ‘Lin- the principle of developing all crea- 
der’ governments, the provincial and tive and productive forces through 
local authorities, as well as by the competition, and of making essential 
trade unions, trade and employers social security and welfare provisions 
associations, and by other bodies and out of public and private means only 
institutions. as far as the economy can safely sup- 

A minimum measure of social port them, the guiding thought being 
security there must be, but too much that a secure economic policy is the 
of it gives the administering bodies best social security policy. 
excessive power over the individual. Although CDU has honoured most 

From WirtrrhoJIdienrl, Augwl 1953 
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of the promises made when it formed 
its first Government, tremendous 
tasks still lie ahead if all sections of 
the population are to benefit from 
German recovery and revival. At 
least the nation can now rely again 
on an efficient productive apparatus, 
so that the CDU can enter with some 
confidence on the second phase of its 
programme. This aims broadly at 
the further expansion, improvement 
and cheapening of production and 
the raising of living standards, par- 
ticularly of the less privileged sectors 
of the population which include pen- 
sioners, war victims, public servants, 
salaried workers, peasants and the 
professions. A further main objective 
is the broadening of the basis of 
private ownenhip. 

Protection of Consumer: In  view of 
the important part which the con- 
sumer has to play in a competitive 
economy, a deliberate and active 
consumer policy is a prominent 
feature of CDU’s programme. It 
envisages market surveys, various 
forms of consumer protection, con- 
sultation and information, cost re- 
duction, research and the introduc- 
tion of improved techniques and 
methods. Rationalisation is neces- 
sary not only in production but also 
in distribution, and provisions must 
be made to ensure that cost reductions 
are passed on to the consumer in the 
form of lower prices. Increased turn- 
over permitting a smaller profit 
margin per unit must be the guiding 
maxim in business. 

The Trade Unions are recognised as 
a powerful regulating force, with the 
vital social function ofwatching over 
the workers’ rightful place in society 
and their fair share in the national 
product. They must, however, not 
attempt to become an end in them- 
selves but remain a means to an end 

and shoulder their share of responsi- 
bility for the beneficia1 functioning 
of the free market economy. 

Other Concenlrations of Economic and 
Political Power: Cartels, monopolies 
and price rings hampering competi- 
tion are rejected, but nationalised 
services and industries must likewise 
be made more efficient by subjecting 
them to competition. An extension of 
State enterprise is incompatible with 
a competitive mafket economy, but 
large existing concentrations of eco- 
nomic power must be publicly con- 
trolled. The law on unfair competi- 
tion must be revised. 

The Fight against Unemployment is a 
further main objective of CDU. 
Since 1949 new employment has 
been provided for 2h million people, 
and productive investment and suit- 
able credit policies will continue to 
be used to secure industrial expan- 
sion and additional employment. 

The Expansion OJ Foreign Trade 
features prominently in the pro- 
gramme, since it has an immediate 
impact on employment and living 
standards. Some go per cent of 
Germany’s trade is now liberalised, 
and both foreign trade and internal 
consumption have benefited. Ger- 
man exports must be able to compete 
with foreign products and there must 
be protection against exchange risks, 
as well as adequate insurance pro- 
visions, export credits, tax relief, and 
an  extension and improvement of 
the information and consular ser- 
vices abroad. 

T r a n s p o r t :  G e r m a n y  lacks a 
properly co-ordinated transport sys- 
tem. CDU therefore aims at the 
integration of rail and road services 
and internalwaterways so as to avoid 
waste and enable the different ser- 
vices to operate more efficiently a t  
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lower costs. This implies the infusion 
of a healthy element of competition 
and removal of the official heavy 
burdens imposed on the railways. 
These official obligations entail work- 
ing a t  a loss and they constitute a 
serious threat to one of Germany’s 
main transport assets. CDU em- 
phatically advocates a speedy expan- 
sion of German merchant shipping 
which is an important earner of 
foreign exchange. 

Small and Middle-Sized BUnness by 
its efforts contributes considerably to. 
the national income and a large part 
of it passes through the hands of the 
middle-class traders. To ensure the 
continued existence of these smaller 
businesses the CDU proposes long- 
term credit facilities at favourable 
interest rates and a larger share of 
Government contracts for the small 
production units. Restrictions on 
State ente rise, monopolies and 

benefit to them. 
Position of Intellectuals: CDU rea- 

lises that the custodians of the 
nation’s intellectual capital have had 
a raw deal and proposes to improve 
their economic position. This applies 
to the professions, salaried workers, 
teachers and university professors 
and public servants. 

A~ricultun must be encouraged to 
achieve maximum production at 
competitive prices by more efficient 
methods. The financing of the agri- 
cultural programme will entail some 
use of public funds, especially for 
land clearance, irrigation and soil 
improvement. Better credit facilities 
for long-term investment are also 
needed, as well as tax concessions for 
farmers willing to rationalise their 
farming methods. Undue social bur- 
dens must be removed and the 
farmer’s wife relieved of some of her 

internationa ‘p cartels would also be of 

heavy duties. Stress is laid on the 
need for training agricultural work- 
ers and on creating more permanent 
jobs in farming. 

To promote stability of supplies 
for the home market, there must be 
co-ordination between internal pro- 
duction and the supplies position in 
world markets. Improved facilities 
for holding larger reserve stocks and 
suitable tariff and price adjustments 
will help to ensure stability of sup- 
plies. 

The Family and Hausins: Healthier 
and happier family life is to be pro- 
moted by children’s allowances 
(which are to be financed out of 
special family equalisation funds) 
and through paying special attention 
to housing for larger families. The 
house with garden rather than the 
large tenement block of flats is .re- 
garded as the proper family home, 
and this type of housing, which is 
also the most popular type of private 
property, will be given priority and 
special credit facilities. The CDU 
proposes to ask for special Building 
Land and Land Valuation Acts 
which could curb speculation in real 
property. Tax reliefs, and the alloca- 
tion of available dwellings as well as 
public funds for house construction, 
must likewise give preferential treat- 
ment to the needs of the family. 

As a result of war damage and the 
continuing influx of refugees there is 
still a shortage of about 4 million 
dwellings in Germany and the pro- 
vision of suitable dwellings will re- 
main an urgent task for many years 
to come. The CDU with its strong 
bias in favour of individual house 
ownership as against ownership by 
large building concerns welcomes the 
new legal facilities for property or at 
least permanent occupation rights of 
flats and will seek to extend these 
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legal facilities to cover also rented 
houses and flats originally financed 
from public funds. Publicly financed 
house building must be open to free 
competition by private builders. 
Additional incentives to private 
building will be provided by giving 
tax reliefs for rents in privately 
owned houses if they constitute an 
excessive burden on the lessee. There 
will also have to be revision of the 
Rent Restriction Act, entailing ad- 
justments of pre-war rents to current 
costs, wages and prices. 

Finance and Fiscal Policy: The 
CDU programme aims a t  the promo- 
tion of a strong currency as a pre- 
requisite of further trade liberalisa- 
tion, at  budgetary balance and at 
fiscal reform. Lower taxation is to 
be made possible through economies 
in Government expenditure, re- 
duced public capital investment and 
downward adjustments in expendi- 
ture on European defence. There is 
to be a redistribution of taxation SO 
as to promote production, private 
capital formation, efficiency and com- 
petitive ability, to mitigate hardships 
in individual sectors and to assist the 
large family. Fiscal reform must in- 
clude the speedy revision of sources 
of revenue with a view to restoring 
the financial independence of the 
Federal Government and the auto- 
nomy of the ‘Li’nder’. Self-financing 
within industry will be encouraged 
by fiscal provisions, but the main 
supply of finance for new productive 
investment must come from a well- 
functioning capital market. Measures 
encouraging nation-wide saving will 
be taken. 

Savings and Co-ownership : There 

must be a just distribution of the 
national income by a fair wages 
policy, but the wage-earner and 
employee must also be enabled to 
participate in the ownership of the 
nat ion’s  p roduc t ive  cap i t a l .  A 
broader basis of capital ownership 
will reduce insecurity and mitigate 
the class struggle. This is a social and 
economic problem of the first order. 
The CDU considers it essential for 
all sections of the population, and 
Iabour in particular, to realise that 
two things go to make up the 
nation’s standard of living-the level 
of consumption on the one hand, 
and the level of capital formation on 
the other. The German worker has 
gone far in renouncing a proletarian 
view of life. T o  encourage him 
further, the CDU deems it necessary 
to enable him to acquire ownership 
rights in industry. This would not 
only help to meet industry’s capital 
needs but also increase the worker’s 
and employee’s sense of security. 

In  contrast to the guild of central 
planners who hold that investment 
financing is mainly the duty of the 
State, the CDU intends to strengthen 
the saving propensity of the indi- 
vidual. There can, however, be 
nothing formal or rigid about the 
proposed measures. Saving must 
remain voluntary and the State will 
merely provide suitable incentives 
(e.g., tax reliefs) for an increased and 
more broadly based interest in all 
forms of individual property owner- 
ship. The CDU hopes that the trade 
unions will raise no objections be- 
cause of suspicions that property- 
owning workers might be less de- 
pendent on trade union protection. 

3 ? *  
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New Deal for Farmers in Hungary 
BY LAWRENCE KIRWAN 

IT IS now possible to sum up the 
measures introduced by the Hun- 
ga!an Government to bring pros- 
perity to the farmers and to provide 
greater supplies of food in the towns. 

When Prime Minister Imre Nagy 
introduced his Government's pro- 
gramme a t  the first session of the 
newly elected Parliament at  the end 
of June, he laid special stress on the 
need to encourage farming, which 
had lately suffered from an excessive 
concentration on investment in heavy 
industry. 

Since then a series of legislative 
acts has put this policy into action. 

Assistance to farmers is taking 
three broad forms: 

( I )  Lowering ofquotas ofproducts 
which have to be sold to the State at 
fixed prices, thus leaving more to be 
sold on the free market. 

(2) Increased loan assistance for 
farm development and the relaxation, 
or even wiping out, of existing loan 
repayment obligations. 

(3) Provision of free or cheaper 
services, such as machine help, to the 
farms. 

Hungary has three types of farm 
economy-the big State farms, the 
producer co-operatives in which 
individual farmers band together in 
various ways and share labour, 
machines and profits, and individual 
farmers operating independently. 

Latest figures show that 12.7 per 
cent of the farming country is given 
over to State farms, 24.6 per cent to 
co-operative farming and the rest to 
individual farming. 

Co-operative farming in Hungary 
has always been based on the prin- 
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ciple of voluntary association. But 
Prime Minister Nagy disclosed in his 
speech that agricultural leaders had 
been pushing such development at a 
pace more rapid than material con- 
ditions justified, and in some cases 
had been neglecting the voluntary 
principle. 

Co-operative Process Slowed 
Therefore the Government ordered 

a steadying of the pace of co-opera- 
tive expansion, so that already estab- 
lished farms could become consoli- 
dated economically and organisa- 
tionally and thus set a better example 
of good farming. 

But there is no retreat from co- 
operative farming: of all measures 
for helping farms economically the 
co-operatives are favoured most. 

Ofall the decrees so far introduced 
the one giving most immediate bene- 
fits is that laying down the new sys- 
tem of deliveries to the State. 

In  the words of the resolution upon 
which the decree is based, the new 
system had to 'decrease the obliga- 
tory amount to be handed in by the 
individual farmer, and in particular 
that of the producer co-operatives, 
making possible the sale of a much 
larger part of agricultural produce 
on the free market. In this way agri- 
cultural production should be in- 
creased considerably, the yield of 
arable farming and animal breeding 
should grow, and the standard of 
living of co-operative and individual 
peasant farmers should increase.' 

I t  is laid down that delivery 
quotas are settled for three years 
ahead. This gives farmers a greater 
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sense of security and permits better 
planning of crop rotation and live- 
stock breeding. 

Effect of the new delivery scheme 
is that it cuts down by 25 per cent 
compared to last year the amount of 
crops to be sold a t  State prices in the 
case of the advanced type of co- 
operatives, by 15 per cent for the 
less-advanced co-operatives, and by 
IO per cent for individual farmers. 
Handing-in of livestock and live- 
stock products such as milk, meat and 
eggs at  State prices is cut for the 
same three categories by 30 per cent, 
20 per cent and 15 per cent respec- 
tively. What is left over may be sold 
on the free market without hindrance 
or control, subject to the statutory 
quotas having been fulfilled. 

The handing-in obligations on 
which these percentage reductions 
are based are determined by size of 
holdings and income per acre, so 
that poor farm land has a lesser 
obligation than rich land. 

There are also variations of the 
general rule which favour particu- 
larly small holdings or, for example, 
small peasant farmers who have 
large families. Thus a ?acre farmer 
with four children does not have to 
deliver up meat. 

Financial Help 
To encourage individual farmers 

and co-operatives to increase pro- 
duction by leasing State reserve 
lands, delivery obligations are cut 
by even bigger percentages than for 
existing holdings-by as much as 75 
per cent in some cases. 

At a cost to the State of 
~6,000,000 all short-term loan debts 
owed to the State by co-operative 
farms up to the end of this year 
have been cancelled. Repayments of 
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medium and long-term loans are 
suspended for two years. And after 
that, repayment of long-term loans is 
spread over 17 years and medium- 
term loans over five years. 

Farms building irrigation plant 
and making fish ponds will get free 
grants, and both financial and 
material help will be given to farmers 
rejuvenating or extending vineyards. 

Grants are to be made for planting 
protectice tree belts on co-operative 
farms, and if five years later affores- 

‘tation stations report the work well 
carried out the loans will be written 
off. Individual farmers get saplings 
a t  reduced prices. 

Long-term loans will be made for 
the construction of co-operative farm 
building. No repayment will be re- 
quired until five years after the loan 
instead of one year as at present. 

Individual members of co-opera- 
tives who want to build a house of 
their own can get a State loan. For 
this the Minister of Finance has been 
told to set aside EI,OOO,OOO this year 
alone. 

Other Assistance 

Other forms of help to farmers 
include : 

Supply of selected veterinary ser- 
vice and free supply of vaccines; 
cancellation of tax arrears if this 
year’s taxes are paid on time; re- 
duced fees for ploughing by machine 
stations and cancellation ofoutstand- 
ing debts to machine stations; 
doubling of the permitted area for 
personal gardens of co-operative farm- 
ers to a maximum of 1.4 acres; 
credits up to A I O  per acre for fer- 
tilisers or machine assistance; release 
from factories of workers who want 
to go back to the land. 
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Co-operation with Foreign Capital 
in Under-developed Countries 

BY PROFESSOR W. ARTHUR LEWIS (Uniucrsily of Mnnckesfcr) 

IT IS theoretically possible for a 
government to finance industrialisa- 
tion by borrowing capital abroad. 
Some capital can he had for this 
purpose from the United Nations 
International Bank or the United 
States Export-Import Bank, or by 
borrowing in the great capital mar- 
kets, but not much capital is avail- 
able from these sources. In  practice, 
industrialisation with foreign capital 
means mostly private foreign enter- 
prise. 

Foreign capital is unpopular in all 
countries which are or have been in 
colonial status. This is mainly he- 
cause in such countries the foreigners 
do not get assimilated into the 
population. This process of assimila- 
tion does not occur when the immi- 
grant differs in race, in religion, and 
in ways of living from the people 
amongst whom he comes. 

Foreigners are often content with 
smaller profits than domestic capital- 
ists, who are inclined to look mainly 
for quick returns and to shun invest- 
ments where one may have to wait a 
long time to get one's money hack. 
All private capital invested in un- 
developed countries expects to make 
large profits, whether it he domestic 
or foreign. 

From the pointofview ofeconomic 
development what matters with 
profits is not how large they are, but 
how much goes out of the country. 
There is a greater presumption that 
domestic profits will he reinvested 
than there is that foreign profits will 

he reinvested in the country, and 
since reinvested profits are the main 
source of savings in any country, this 
difference is important. But the 
difference is not always large. Many 
foreign capitalists automatically re- 
invest their profits in the country, 
and indeed there is no reason why 
they should not do so if the country 
continues to offer opportunities for 
economic expansion. 

Secrets Foolishly Guarded 
The most serious indictment that 

can he levied against foreign capital- 
ists, in economic terms, is not that 
foreign shareholders receive divi- 
dends, but that the foreigners are 
often reluctant to train people in the 
secrets of their craft. 

The foreigner's most useful craft in 
these days is not scientific informa- 
tion, hut managerial experience. 
Science and technology are taught in 
schools, and the local people can 
study them in their own or foreign 
universities. The craft of business 
management, however, can he learnt 
only in managing businesses. 

If no one will employ the local 
people above the level of clerks, they 
cannot learn how to manage indus- 
trial businesses for themselves, and 
their economic affairs will always he 
dominated by foreigners. This is why 
the foreigners, in those countries 
where they refuse to be assimilated, 
are usually most careful to exclude 
local people from managerial posi- 
tions. I t  is also why most colonial 
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countries, as soon as they become 
independent, take steps to compel 
foreign firms to open up managerial 
positions to local people. 

Whatever the foreigner's faults 
may be the fact remains that un- 
developed countries need him more 
than he needs them. The under- 
developed countries need foreign 
capital, not because .it is impossible 
to industrialise without it, but simply 
because it is very painful to try to do 
so, especially in economies where 
agricultural productivity is increas- 
ing very slowly. 

closed by laying it down that there 
must be independent arbitration. 

This is essentially a field for fair 
compromise. The foreign firm must 
face the fact that it has to run the risk 
of nationalisation, just as it has to run 
the same risk at home. The unde- 
veloped country, on the other hand, 
has to face the fact that it will not get 
capital unless it guarantees and 
accords fair treatment. Where in- 
terests converge, compromise should 
not be difficult. 

The approach of most govern- 
ments of undeveloped countries to- - .  
wards foreign caphalists is to ask, 
what restrictions can we put on them 

In the nineteen-thirties the credi- without altogether driving them 
H o w  to Attract Capital 

D P 

tor countries were treated harshly by away? Many governments, however, 
several debton, and foreign invest- have already discovered that, in the 
ment dried up altogether. Recent sphere of manufacturing, it is often 
attempts to revive it are based upon more appropriate to ask, what in- 
trying to find a compromise: to state ducements can we offer? 
the terms on which it is acceptable, Foreign capital flows rather wil- 
and at the same time to guarantee it lingly into the development of 
certain rights. Some of the more natural resources-into mining or 
important issues are: ( I )  exclusion forestry or plantations-and into 
from certain trades; (2) the demand foreign trade, and a festrictive atti- 
for partnership; (3) the regulation of tude is less harmful here. But foreign 
employment; (4) the regulation of capital does not easily go into manu- 
prices and profits; (5) transfer of facturing, and will not come without 
capital and profits; (6) discrimina- special effort. 
tory taxation; and (7) nationalisa- Most of the foreign capital in fac- 
tion. tories is in branches or subsidiaries of 

Foreign firms want to be assured firms operating in an industrial 
that they will not be nationalised, but country. This is because the capital 
this assurance cannot usefully be markets which lend oveneas have 
given. A'better assurance is that if created special institutions for hand- 
they are nationalised, they will re- ling overseas mining or agricultural 
ceive fair compensation determined or public utility companies, but are 
by independent arbitrators. Some not able to handle overseas manufac- 
countries have written into their turing companies. Hence capital for 
constitutions a clause prohibiting manufacturing must filter either 
nationalisation without compensa- through industrial firms established 
tion, e.g. Burma and India. But the a t  home, or else through the great 
constitution usually leaves it to overseas trading companies, which 
Parliament to decide how the com- occasionally branch out into running 
pensation should be determined, and factories. Hence it is often the case 
this is a loophole which could be that a foreigner who is willing to 
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. . -  
earliest possible moment. As in follow. 

open a factory in an undeveloped 
country cannot find all the capital at 
home, and seeks to raise some 
locally. And, in addition to those 
who cannot, there are those who will 
not; who are prepared to manage a 
factory, and to put some capital into 
it, but who desire deliberately to 
restrict their capital commitment in 
what they may regard as a politically 
insecure country. 
Local Provision of Capital 

Foreigners therefore frequently 
come to the Government seeking 
financial participation, and some 
countries have deliberately created 
Development Banks or Corporations 
to meet this need. 

One of the most effective ways of 
contributing capital is to undertake 
the responsibility for building fac- 
tories to be leased to industrialists. 
Many investigations into industrial 
location have shown that one of the 
most powerful magnets drawing an 
industry to set up in one place rather 
than another is the existence of a 
good factory building. It has there- 
fore become quite usual to create 
industrial estates, and to build fac- 
tories upon them for hire, in advance 
of applications. Whether factories 
are built before they are wanted or 
not, a good way to help a prospective 
industrialist is to build a factory and 
lease it to him. This involves the 
Development Corporation in small 
risk, since, if the firm fails, the factory 
can be leased to someone else. 
Natives must Progress 

To train up local enterprise must 
naturally be one of the major objec- 
tives of economic policy. The role of 
the foreigner is that of the tutor: a 
sometimes likeable but usually tire- 
some fellow, from dependence on 
whom one wishes to escaoe a t  the 

politics, so also in economic life, the 
test of maturity is that the country 
can proceed on its own without need- 
ing any significant foreign help. That 
is why foreign business men should 
not be allowed in the country unless 
they play their part in training local 
people to do their job, and this is 
why, in one sense, the crucial test of 
an industrialisation policy is not how 
rapidly it increases employment or 
output, but how rapidly it builds up 
local enterprise. 
In some countries there is a long 

tradition of local enterprise, but it 
has usually most experience of mer- 
chanting activities, and very little 
experience of managing undertak- 
ings which employ large numbers of 
people, or of managing industrial 
enterprises in particular. The local 
enterprise is therefore deficient in 
managerial capacity and in tech- 
nical knowledge, as well as in capital. 

Of these three, the easiest to 
remedy is the deficiency of technical 
knowledge. For this can be learnt in 
technical schools and universities, or 
by placing local people in foreign 
firms, at home or oveneas, to learn 
the necessary techniques. Besides, 
technique can usually be hired. 
Foreign technicians are usually wel- 
come even where foreign capital is 
excluded. 

Lack of .managerial capacity is 
more difficult to remedy. It is a 
common error, in undeveloped 
countries, to believe that entre- 
preneurship requires mainly tech- 
nical knowledge and capital. The 
truth is the reverse: if people really 
have managerial capacity they will 
in most cases be able to find tech- 
nical knowledge and capital to work 
with. What makes a business success- 
ful is the efficiency of its manage- 
ment. for, Riven this. all else will 
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Management is one of the highest 
of the arts, because of its simul- 
taneous demands upon character, 
upon intelligence, and upon ex- 
perience. Deficiencies in manage- 
ment are therefore difficult to 
remedy. Some of the requirements 
can be taught in business schools, 
such as the tricks of factory layout, or 
of conducting interviews, or of keep- 
ing books. But much can be learnt 
only by experience. And those re- 
quirements which depend on penon- 
ality and upon character can be met 
only by people whose outlook on life 
is appropriate. 

Foolish Lending 
Local enterprise cannot be built up 

simply by lending local people 
money. To lend money to entre- 
preneurs who lack managerial capac- 
ity is merely to throw it down the 
drain. If the Development Bank 
lends money, the loan should be 
made only on condition that the 
borrower is willing to accept some 
measure of supervision. When an 
application for money is received, 
the Development Corporation should 
examine thoroughly the way in 
which the business is run, and the 
proposals now made for its extension. 
If dissatisfied in important par- 
ticulars, it should require the appli- 
cant to make whatever alterations it 
thinks fit (layout, keeping of records, 
staff policy, or whatever is deficient), 
as a prior condition to granting the 
loan. And when the loan is made, 

with the firm, either by appointing 
one of its staff to be a part-time 
director of the firm, or otherwise; the 
Corporation needs an experienced 
staff who can keep in regular touch 
with borrowen, and give good 
managerial advice. 

It is also undesirable to lend people 
money to start new businesses in 
industries of which they have no past 
experience. The Corporation should 
concentrate almost exclusively upon 
lending to businesses which are 
already in existence, and which 
show good prospects. 

I make these restrictive remarks 
because it is the easiest thing in the 
world to lose a lot of money in trying 
to set up local enterprise, and one or 
two of these Corporations have 
already done this, with almost no 
useful result. The main deficiency of 
local enterprise is not capital but 
knowledge and experience, and it is 
in the sphere of bringing knowledge 
and experience that these Corpora- 
tions can be most useful, rather than 
simply in lending money. 

I think the best ways to develop 
domestic enterprise are, to send 
young men abroad to work in indus- 
trial firms, to compel foreign firms in 
the country to train and employ 
local people in superior positions, to 
encourage partnenhips between for- 
eign and domestic capitalists, and to 
support an organisation, like a 
Development Bank, which combines 
lending money with supervision and 
advice. Merely to supply money is .. . 

the Corporation should keep in touch not enough. ’ 
-. 

PRIVATE US. INVESTMFNT ABROAD IS 615,000M. 
Private American investment abroad is wtimatcd at 115,000 million as at June 30, 1953. 

This rcprwcnts a considernble growth in recent years over the total of $1 1,800 million shown 
in the comprehensive (1950) census. 

Of the more than 13,000 million in new investments in thc past two and a half years, 
$1,400 million went to Canada and 61,000 million to Latin American republics. Outside the 
Wattern Hemisphere mwt ofthe new capital w m  invested in the induotrial countrin of free 
Europe, in the Middle East oil fields, in Africa and in the Philippines. 

From Repor1 pub l ihd  b j  US. DeparmUnt of Commerce, Warhinglon, Ocbbrr 5, 1953 



Point Four Puts On Uniform 
BY PAUL P. KENNEDY 

FOUR yean and nine months ago 
America presented to the world ‘a 
bold new programme’ to bring a 
better life to the people of under- 
developed areas by providing the 
technical know-how they lacked. 

Today, under the Eisenhower 
Administration, that programme is 
fast becoming an instrument of 
America’s ‘cold war’ policy. 

Its original identity and purpose 
are being absorbed in one way or 
another into the United States 
military assistance programme. Bene- 
fits given with only nominal strings 
under the original concept are now 
being tied to a large policy that de- 
mands active co-operation with the 
Western World. 

Operation of the Point Four or 
technical assistance programme is 
gradually being transferred from 
Government to private hands. Such 
administrative control as the Govern- 
ment would retain is being,trans- 
ferred to leaders who also administer 
military and economic as well as 
technical aid abroad. 

These and other changes in the 
concept and management of the 
programme appear to be evolving 
under the direction of Harold E. 
Stassen, Foreign Operations Ad- 
ministrator. 

The Point Four programme was at  
fint regarded as the most dramatic 
expression of the American. anti- 
colonial tradition. It was the United 
States’ answer to the charge in Asia 
and Africa, the Middle East and 
Latin America that the leading world 
powers came into those areas only to 
exploit. 

From NLW York Tims, 

. 

This was the concept embodied 
in legislation which made possible 
in November, 1950, the Technical 
Co-operation Administration. The 
purpose of this Act for International 
Development, was ‘to exchange 
technical knowledge and skills and 
to encourage the flow of private 
investment capital’. 

Confusion reached its peak inside 
and outside the Government with 
the reorganisation action last month 
in which the Technical Co-operation 
Administration was taken over from 
the State Department by the Mutual 
Security Agency and the two were 
amalgamated into a new agency 
called the Foreign Operations Ad- 
ministration. 

Technical assistance experts who 
have been with the Technical Co- 
operation agency since its inception 
are convinced that this amalgama- 
tion was the beginning of  the end for 
Point Four as it was conceived. 

Four Years’ Achievements 
In  its four-year history more than 

3,000 technicians have helped Be- 
douins of Jordan make grass grow 
on their deserts; helped the farmers 
of India to increase their yields five- 
fold; have shown mothers of Indo- 
China how to save the eyes of their 
infants with a ten-cent tube of 
aureomycin ointment. 

Doctors and nunes, agronomists 
and educaton, veterinarians and 
entomologists, sanitary engineen and 
home economists have been travel- 
ling up and down thirty-five coun- 
tries training others to help their 
peoples up from age-old hunger, 

Stphbrr  24, 25, 26, 1953 
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disease and depressed lives. Operations Administrator, technical 
Travellers returning from Asia and assistance will henceforth be ad- 

the Middle East have said that Point vanced as an  integral part of our 
Four has done more to change over-all mutual security programme. 
attitudes towards the United States That would indicate lhat underdeveloped 
there than the entire expenditure of countries could no l o n p  be neutral and 
life and treasure on the Korean stili haoe the adunntage of American 
peninsula. know-how, which Point Four hod qff’ed 

without strings. Change Comes 
The first intimation of a change in why Point Four Friends 

Government thinking over Point Those who helped evolve the 
Four came this spring when Secre- Point Four philosophy and put it in 
tary of State Dulles, at Congres- operation believe that two factors 
sional hearings, said that the equiva- more than any others were respons- 
lent of Point Four programmes was ible for its acceptability around the 
being carried on by private founda- world. One was the demonstrable 
tions and ‘often more effectively than fact that the United States Govern- 
the Government could do it’. ment was asking nothing in return. 

Mr Dulles cited a Rockefeller The other was what they called the 
Foundation programme for improv- ‘mutuality’ or partnership basis on 
ing Mexican varieties of wheat and which problems were attacked. 
corn to resist droughts and blights. Now the fear is that governments 
‘I think that this is the type of a of theunder-developed areas will not 
thing that needs to be studied’, he take so kindly to aid efforts that are 
said, adding: ‘perhaps the Govern- tied in with military rearmament 
ment can gradually get out of the plans under the direction of men who 
business of handling activities of that think in terms of military security. 
sort through public appropriations’. I t  was the ‘mutuality’ of Point 

The final and most convincing Four projects, whether to promote 
indication that significant changes the health, literacy or productivity 
were under way came last month of depressed peoples, that made such 
when notices of dismissal were sent efforts impervious to Soviet propa- 
to I 32 of the Technical Co-operation ganda attacks. The Moscow radio’s 
Administration staff of 469 em- blasts against United States im- 
ployees here. Of these dismissals perialism were no match for the 
twenty-nine were in Grade 15, the magic of Point Four ‘shots’ against 
highest Civil Service grade, and yaws or intestinal parasites. 
thirty were in Grade 14. But before that wonder word could 

The Point Four programme to bring whole populations out of the 
improve conditions in the under- hills of Haiti or Nepal, the United 
developed lands has not been skilled States first had to be invited into the 
by amalgamation with the sprawling area. A whole net-work of ‘mutual 
military and economic aid projects, agreements’ covering ‘joint opera- 
but the result, as one official put it, tions’ of the United States and 
has been to ‘cut back Point Four to recipient governments then estab- 
Point Two and a Half.’ lished once and for all that Point 

In the change of policy indicated Four sought only the welfare of 
by Harold E. Stassen, Foreign native populations. 
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The agreements proclaimed on their 
face that on ninefy days’ notice from the 
aided government, the Technical Co-opera- 
lion Administration staff had to start pack- 
ing and leave behind all materials and 
supplies brought into the country f o r  the 
conduct of Ihe programme. 

Church Misgivings 
Lest the partnership approach 

also be cast into a shadow, old hands 
at  the Technical Co-operation Ad- 
ministration urged Mr  Stassen to 
provide in his reorganisation plan 
for continuation of the local names of 
co-operative efforts to improve 
health, sanitation or agricultural 
methods. Thus, in Peru, the pro- 
gramme would continue to be known 
as the Peruvian-American Co-opera- 
tive Health Service. 

Instead, the Point Four office in 
each country now goes by the name 
of United States Operations Mission. 
The same office and personnel that 
control military and economic aid 
for the region will administer the 
Point Four effort. 

It was against this kind ofarrange- 
ment that spokesmen for national 
church and service organisations 
appealed to President Eisenhower 
and Mr Stassen last March. 

The churchmen made it clear that 
they sought a separate agency for 
Point Four ‘which preserves the 
essentially humanitarian purpose of 
the programme’. At the same time 
they let it be known they would wel- 
come a separate staff for Point Four 
affairs within the new consolidated 

institutions. The Government seeks 
to confine its participation primarily 
to high administration and co- 
ordination. 

There is a strong body of opinion that 
the new plan will not work. There is even 
a stronger body of opinion that if it does 
work, its ej%acy as a primarily humani- 
tarian programm will be largely viliafed. 

Real Co-operation 
I t  was never intended that the 

Technical Co-operation Administra- 
tion by its own efforts could stamp 
out malaria and other endemic dis- 
eases of the under-developed areas. 
There could never be enough money 
or personnel for that. Rather, the 
,local governments were to be shown 
what was needed and local personnel 
trained in the required techniques. 

This was essentially a government- 
to-government relation. I t  has yet 
to be demonstrated that the handing 
of Point Four programmes to volun- 
tary private organisations can oper- 
ate in a sovereign framework. 

The concept of ‘first things first’ 
has always been emphasised in indi- 
vidual country programmes. There 
would be little advantage in substi- 
tuting a steel-pointed plough for the 
bent stick still used in many little 
agricultural countries if the fever- 
wracked farmer could work only 
two or three hours in the field. 

Mr  Stassen has indicated a dif- 
ferent approach. 

‘Unifed States technical assislance par- 
ticipation is a world-wide approach and 
military assistance is aLro a world-wide 
approach’, he said, adding, ‘the two are 
companiom r u t h  than oppositionary 
approaches.’ 

The New Plan ’ 

- 

agency. 
Mr Stassen has since made it clear 

that in the altered policy the Govern- 
ment also will withdraw in so far as 
possible from active participation in 
technical assistance projects, leaving The four-region plan will divide 
the work mostly to religious groups, the global operations of the Foreign 
service agencies and educational Operations Administration into four 
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areas, each under a regional director. perience and that despite the lack of 
The four regions will be Far East; technical assistance experience of 
Near East, South Asia and Africa; some, they should be able to provide 
Europe, and Latin America. Coun- better relationships than heretofore 
t w  missions will work directlv under between the Government and those 
the regional director, and the four 
regional directors will be responsible 
to the Deputy Director for Foreign 
Operations, who will work directly 
under Mr Stassen. 

The Far Eastern regional director 
will work in liaison with the Assistant 
Secretary of State for Far Eastern 
Affain, and the director for Near 
East, South Asia and Africa will 
work in liaison with the Secretary of 
State for Near Eastern, South Asian 
and African Affairs. The European 
director will work in liaison with the Co-operation agency has been opera- 
Assistant Secretary of State for ting, approximately ~~gg,ooo,ooo 
European Affairs and the director will have been spent in technical 
for German Affairs; and the director assistance projects when the 1954 
for Latin America, who also is the fiscal year ends. By this time the 
director of the Institute of Inter- recipient countries, it is estimated, 
American Affairs, will work in wil l  have  con t r ibu ted  a b o u t  
liaison with the Secretary of State for Saao.aoo.ooo as their share towards 
Inter-American Affairs. 

The reductions in force have raised 
doubts among the voluntary agencies other countri&, pkicularly’those in 
that have been participating in the the Middle East, were putting up 
technical assistance programmes for about $ 1  for every $6 spent by the 
under-developed countries. United States. At present, Asia and 

These agencies fear that the the Near East are putting up about 
replacements for young technical $1.25 to our $1 and Latin American 
experts will be older business and countries are putting up approxi- 
military men, some without tech- mately 81.90 for each United States 
nical aid experience. They question dollar. 
whether the replacements will be able What effect the new policy will 
to work with them as efficiently on have on this increasing financial 
the human and technical problems. interest by recipient countries in their 

Mr  Stassen maintained these were assistance projects will not be ap- 
men of extensive administrative ex- parent until next year. 

groups providing the technical aid. 

The Real Yardstick 

Proponents of Point Four in its 
original form declare there is one 
yardstick that gives definite indica- 
tion of the programme’s worth-the 
increase of contributions of recipient 
countries toward funds advanced by 
the United States in technical assis- 
tance. 

In  the four years the Technical 

~ . _  I I 

the projects. 
In  the earlv davs of the ooeration 

‘BFUTAIN’S ECONOMY: THE PACE OF PROGRESS’ 
This is the subject of an address to be given to the Economic Research Council by Mr 

Manning Dacey, Economic Advkcr to Lloyd’s Bank, Ltd., on Wednesday, November 4. 
The meeting will be in the Angus Room, 55 Park Lane, London, W.1, at 8 oclock. 
Non-membcn will be welcome if they will notify thcir intention to be present to the 

Secretary, Economic Research Council, 18 South Street, London, W.I. (GRO. 4581) 



New Books Reviewed 
Baric Economic Problem-A ChrLtion Approach, other approach is that thcre may bc Icu 

bjJohn F. Slceman, S.C.M. P r m  Lid, London, emphasis than the Christian approach 
IO/& should imply, and certainly l a s  than our 
This book has long been needed. As the times demand, on life as a duciplinc. 

author (Lecturer in Social Economics in the But all this is merely argument arising out 
University of Glasgow) says: 'While thcrc ofa wholly admirable book. H.S.G. 
have been many economuu who have been 
ChriJtians, it &unfortunately true that the 
main body of economic thought has tended National Imam and Expenditure, 1946-52. 
to mow uo without reference to Christian H.M.S.O.. Landor. 6 L  . ~~ ~~ ~ . ~. ~ ~~ ~~ ~ ~ 

dozrinc, Bnd also that Christian social A comprehensive picture d Dritain's 
thinking has tended to take place wirhout reonomy during the post-war ycan. 
referencc to economic doctrinc'. If it be INC As usual. many figurn far the c a d t c ~  ycan 
tint cconomiits have becn indifferent to in the series liave bccn rcviscd. Among other 
religious philosophy, or hazy d v m t  it, it is change are the pravuion of S C V C I ~ I  nrw 
certainly truc that thcologians who h a w  dci- tables and Some important modilicatrom in 
partcd thcmrlva in the field oi sociology treatment 2nd definition. 
have disclored appalling ignorance of bmic Ofthe ' I C V C I ~  IICW dAn h c  moil intcrcs- 
economic facu and often of the mere alpha- ring is the 'Input-Output' table (No. 13). 
bet of pulitiu. So a bovk nuch U this by.= This is an attempt, on a limited w d c ,  IO 

competent and experienced economist, show the different quamitien of facton uf 
which dcalisystcmatieally with the busincrr, production that have bccn nbrorbcd into a 
is mwe than welcouw. number of broad industrial groups and thc 

Let i t  bc Paid at oncc that i t  is a highly total output mulling thrrcfrom. Thu 
compctrrit piecc ofwork. I t  begins with clear dcvelopment, which has gone much furthrr 
statcmenu of Christian and economic prin- in thc U.S.A., opcni up a new path in the 
ciples, and then procccdi in good order to  field of applied economics, nnd important 
examine history and the contcmporary S C C ~ C  C O N C O U C ~ C ~  may cmuc. 
in thc light uf them. 'I'he author is far too 
enlightcncd t u  fall into the trap ofsrcking to 
present an ideal Christian-economic con- 
ception. He must properly mcm rhnt mmt 
systcrns have thcii virsuo and inherent v i c q  
and he shono bath in rclatwn tocach system 
m II  cuiiies up for review. output have bccn compdcd. The lint is from 

I f  thcrcfurc c m  is to disputc his quite a t i m a m  of Gnal expcnditurc on modi and 
logical conclusions, the r e d  b a t t l c g r ~ n d  oervica. rcduccd t o  cunstmt priea. 'Ihc 
mutt be found in the author's premisa. Hi, other is bawd uponihcindicarclatingtothc 
starting-point is @hat 'God is the Crcatormd physical volume of output. Thcrc is a warn. 
Sustninur of dl liic. Hc has made all i h inp  mg note that '11 cannot bc ;~;uumed that 
and He inten& them to he used to H a  cithcr set of rmdu is nccasanly more 
Glory'. Now it c m  be a.rgued--and i t  is one accurate than the other'. 
ofthc merits of this book that i t  inrpirn de- The indica of'grass dumntic product' for 
b a t e t h a t  that prt icular starting-point IS 1952 tel l  3 familiar tale: the rclativc stngna- 
likcly tu put more cmphmis on pcrsuii.4 tion in thc Mining ilnd Quarrying Seclor; 
rights tlian on penanal dutie,  and that that the sharp fall in ihcuutput uf manufacturing 
anyway is the characrcrisric evil ofcontcm- industry; the steady mcrcas-(c in the 'Gm, 
porary politics. Suppore the author had Elcctricity and Water' g r a u p i r  this cum- 
bcgun where the shorter catechism uf the memurntC with the large-ifnot e x c m i v e  
Seuttisli Prabyicrim C h r c h  begins, nith a share ofthc caprtul cake secured by the fint 
searching question a.. to what life is all nbout twoindwtrinnamcd?; thcrelativclysudden 
(Q. \Vhat is the ehiefend of man? A. Man's 
chief end is to glorify God and to enjoy hinu 
for cvcr)?Society's duty to the individual- 
the rights of thc individual within society- 
can bc held to bc not B primary but n 
secondary maim,  and the danger of ihc 

Pertkps the mbst important modification 
is the elimination of the separate mtcmcnt 
of 'provision for depreciation'. All profiu 
and tradinc income are now to he shown 
'grass'. - 

Two virtually indcpcndent atimata of 

and large increase in Defence. 
This puhlicatian is indirpcnsahlc to CCD 

nomisu. vew ncadv so to all who are in- 
terested' in current 'affairs and the state of 
Britain, and ahodd be praeribed reading 
for all paliticians. R.J.W. 
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Faith in Future of U.S. Economy 
BY WINTHROP W. ALDUICH (US. Ambassador to Britain) 

A ~ E N T I O N  has shifted in Europe standards, has not been halted. I 
from the prospects of change in believe we have the wit, the will and 
America’s economic policies to the the wherewithal to keep it  moving 
prospect of change in America’s in the same direction. 
economic conditions. The Facts 
One notion is that American pros- The question that remains is: 

perity is tied up solely with the What is the present position in the 
Korean war. Another idea is that United States? A careful analysis 
American economic activity has should make it clear that the Ameri- 
reached such a high point that it can economy is fundamentally well 
must obey1 the unexplained law of balanced. Production, investment, 
economic gravity and begin tumbling incomes and employment are all at  
down. And there is a feeling of real very high levels. The picture is by no 
concern that certain economic in- means uniform but it hardly ever is. 
dices have changed course. Steel production has eased up some- 

The idea that the level of the what, as has output in some other 
American economy was depcndent heavy industries. But in numerous 
on the continuance of actual fighting so-called ‘light’ industries, produc- 
in Korea is unfounded. The Soviet tion is greater. Farm income has 
threat still remains very much with been lower than its earlier peak for 
us, in several parts of the world. And some time, which is a matter of con- 
the Korean truce will not greatly cern, but total national income re- 
affect our defence expenditures. mains high. 
No Law of Gravity Actual expenditures on defence 
As for the concept that what goes are just about at their peak and, in 

up must come down, I do not believe the absence of any unexpected 
that the complex and growing eco- developments,will continuevery close 
nomies of the world are subject to the to that level for a good many months 
same laws of physics as apply to to come. At the moment overall 
paper kites and rubber balls. In  the Government expenditures are being 
past century and a half, the levels of reduced, but the effects of this are 
economic activity have been moving likely to be offset by tax reductions 
steadily upward. The  population of which will leave more spending 
the world has been increasing; so money in the hands of private citi- 
have the needs and wants of this zens. Those who make economic predic- 
population as consumen, and so have tions are particularly likely to go artray 
production and productivity-the when thy try to prejigure what millions of 
ability to fulfil these wants. commers are going to do with their 

In recent decades, particularly in money. 
the United States, the continuing The United States has always had 
rise has been spectacular. There have a dynamic and expanding economy. 
been some dips and temporary set- The general direction of the line on 
backs, but the general upward climb, the U S .  economic chart is upward, 
in production, in trade and in living but it is not a straight line. Nothing 

. 

Fmm Address, AmnicM C h b n  of Commnsr, London, Scpfmbn 29, 1953 
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in the present American economic 
scene would lead any informed ob- 
server to see a deep depression in the 
offing. Because of recent changes in 
several of the economic indices, 
various observers are considering the 
possibility of a mild recession. I do 
not think that it is certain, but it 
cannot be ruled out. 

One of the most important things 
to remember, however, is that the 
present US. Administration recog- 
nises this possibility and is preparing 
to deal with it-ifit occum. 

If the American economy shows 
real signs of serious decline, the U S .  
Government will not sit idly by. In 
any aclion that misht be taken, I am sure 
lhe U S .  Government will be concerned 
with the external as well as the domestic 
effecu of a drop in economic activiy in the 
United States. President Eisenhower 
has repeatedly emphasised his aware- 
ness of the interdependence of the 
economies of the free nations and the 
impact which economic develop- 
ments at home have on conditions 
abroad. 

The American people are con- 
vinced of the beneficent possibilities 
of an expanding economy, not only 
in the United States, but in the world 
as a whole. That is why we have 
devoted so much effort in our aid 
programmes to the creation of con- 
ditions which would permit expan- 
sion of production and trade in 
Europe. That is why we created the 
Technical Assistance Programme to 
help increase output per man in 
industry and agriculture in each 
country. And that is why we have 
supported all the measures to create 
an enlarged market common in 
Europe which would give more room 
and leeway for expansionist policies 
and adequate outlets for the fruits of 
higher productivity. 

These programmes are not supported by 
the American faxpayer oul of sheer allru- 
ism. T h q  a n  ralhcr Ihe natural expression 
of the beliefheld by Americam fhat econo- 
mic expansion everywhere lea& f o  inler- 
national stabilib, securib and prosperip, 
and is therefore to America’s own seq- 
interest. 

DISSOLVING THE COLOUR BAR IN U.S.A. 
The foundation of the Negro’s economic progress is the fact that he has broken in large 

numbcn out of farm and domestic work into industry. During World War 11, a million 
Negroes went into defence industries. By and large they h a w  stayed in industry cvcr since. 
Today, nearly I I  per cent of all US. industrial workers arc Negroes-twice as many ag in 
1940. Most Negroes are still held to unskilled jobs. But therc has been progress: 

Among U.S. skilled workers and foremen, 4 per cent are now Negroes, up from 2t  per ccnt 
in 1940. 

Among clerical and sales personnel, 31 per cent are now Negroes, up from 1 per cent in 
1940. 

Among women professional and technical workers, 7 per cent are Negroes, up from 41 
per cent in 1940. 
One big trouble: there aimply are not enough qualified Negroes. Example: U.S. industry 

will hire all the Negro cnginccn it can get, but few Negro college students go in for science or 
engineering. Thcy still favour the respectable, relatively secure professions, such as teaching, 
medicine, the ministry and the law. In businnr, Negron arc generally in service lines, e.g., 
undertaken, barbers, cleanen, etc. 

Though Negro home owncnhip haJ gone up dramatically, the most deprming feature of 
the Negro’s existence is still his home. Negroes now awn nearly a third of the places they live 
in, a two-thirds rise over 1940. (White home owncnhip his rife” more slowly in the same 
period, is now 57 per cent.) But nearly P third ofall Negm homes are dilapidated, compared 
with less than 10 per cent in the nation as a whole. Mare than 20 per cent of all Negro homes 
are overcrowded, compared with 5 t  per ccnt in the nation as a whale. 

From Tim (Rcprinl Pamphlet-The U.S. N~gro 1953) Net” York 



I.M.F. and World Bank Verdicts 
THE report of the International 
Monetary Fund points out that the 
approximate balance achieved in the 
U.S. balance of payments was due 
partly to some temporary elements 
-U.S. Governmen t  purchases  
abroad and restrictions on imports 
from the Dollar Area. 

Total U S .  Government purchases 
abroad amounted to S2,500 million 
or enough to pay for one-sixth of all 
U.S. exports. ‘A high level of off- 
shore purchases is obviously no 
permanent substitute for a high rate 
of commercial imports.’ 

There is no way of measuring the 
size of the potential demand which 
would he released through the re- 
moval of restrictions on imports from 
the Dollar Area. But the report states 
that the extent of this demand is no 
longer as large as it used to he. The 
generally favourable supply situation 
for raw cotton may check any de- 
mand for U S .  cotton, which fell in 
response to the decline in the output 
of cotton textiles. If Western Europ- 
ean coal output increases, the decline 
in European imports of American 
coal should he permanent. 

( I )  Residual Dollar Problem 
For the solution of the residual 

dollar problems, commercial rela- 
tions with the United States have 
overwhelming importance. 

To  prevent any deterioration in 
the present position, a high level of 
employment in the United States and 
the maintenance of proper monetary 
and fiscal policies in Europe are still 
of the utmost importance. ‘In the 

modern world, there are many forces, 
both economic and social, that seem 
likely for many years to come to 
foster a climate of opinion in which 
it will always he easy to generate 
new inflationary forces.’ A strong 
plea is made to the United States to 
revise its commercial policy, hut the 
IMF report adds: ‘It is probably true 
lhal even the adoption by the Unikd States 
of complclcfree trade would not by itself 
provide more than a partial solulion of lhe 
dollar problem’. 

Even the most thoroughgoing re- 
vision of commercial policy by the 
United States would leave some part 
of Europe’s dollar requirements to 
he financed by multilateral receipts. 
The report draws attention to the 
possibilities in Latin American dollar 
countries. But ‘European producers 
must adapt their production so as to 
satisfy a t  competitive prices the 
changing demands of their customers 
in the countries where they wish to 
earn dollars’. Dependence on the 
United States for essential imports is 
also, likely to he further lessened 
through increasing primary produc- 
tion outside the Dollar Area. 

The Fund stresses the precarious 
character of the world balance 
recently achieved, and the need for 
maintaining domestic stability in the 
United States. Fluctuations cannot 
he entirely avoided; hut the Fund is 
very cautious in its attitude to multi- 
lateral commodity arrangements as a 
means to stabilise the level of com- 
modity prices and also the level of 
trade. 

From Annual Report, Intmolional Monclary Fund and World Bank, Washington, Stptmber 
1953 
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(1) Towards Convertibility 
After noting the contribution made 

by the revival of active monetary 
policy to the recent improvements, 
the report welcomes the growing 
interest in plans for the restoration of 
convertibility and adds that ‘the 
elimination of the dollar shortage 
requires adjustments in the pattern 
of international trade and payments, 
to which an effective movement in 

organisation have offered obstruc- 
tions. . . . Climate and topography 
have imposed limits on economic 
growth.’ The provision of capital 
‘cannot, by itself, be expected to re- 
move some of the most important 
obstacles’. 

The institutions that can promote 
economic growth cover an extremely 
wide range. A comparatively new 
one is the establishment of institu- 

the direction of convcrtibility might tions to weigh Governmeni policy 
itsclf make a significant contribu- and guide Go\,ernment investment i l l  
tion’. ’l’he timing and extent ofmoves economic developmcnts. 
in  this dircction cannot be forecast, Such programming units havc 
bur  this uncertainty ‘does not mean recently been set up in several coun- 
that countries cannot in the mcan- tries including Brazil, Ilurma, Ccy- 
time take less far-reaching mcasures Ion, Colombia, India, I raq,  Nicara- 
which havc immediate valuc’, e.c.. zua and Surinam. ‘l‘heir main func- 
freeing commodity markets, restoriGg 
the machinery of foreign exchange 
trading and granting some freedom 
for its operation. 

A more active policy of the Fund 
in furthering progress towards con- 
vertibility is foreshadowed: ‘The  
unused gold and convertible currency re- 
sources of the Fund are substantial, and it 
is reosonablc to expect thaf occa.rionr for 
t k i r  me under appropriate conditions will 
occur more frequently in the fufure than 
during the lost two or threeyears’. 
(3)  Under-developed Economies 

The report of the World Bank 
starts with some well-balanced and 
apposite comments on the general 
problems of developments. The re- 
sources of most underdeveloped areas 
are adequate, if effectively used, to 
support a substantially higher level 
of production and income. There are 
many reasons why these are& have 
not been more developed. ‘Many 
cultures have placed a low value on 
material advance and, indeed, some 
have regarded it as incompatible 
with more desirable objectives of 
society and the individual. . . . Cer- 
tain forms of social and economic 

- 
tions are to review the total of 
Government investment, to co-ordin- 
ate development planning within the 
Government, to establish priorities, 
to give encouragement to the most 
useful private activities and to keep 
fiscal and economic policies consis- 
tent with the long-term objectives of 
economic growth. Often these bodies 
also deal with requests for foreign 
assistance. 

The organisation of these bodies is 
not uniform, but it is agreed that the 
programming unit must be at an  
influential level of Government and 
must be impartial; for the latter 
reason it cannot be charged at the 
same time with executive responsi- 
bility for the carrying out of projects. 

The establishment of such a unit 
is not in itself a panacea. Little pur- 
pose can be served by such a body 
unless a favourable climate is pro- 
vided by appropriate policies. Never- 
theless, a programming institution 
can help to lift projects out of the 
arena of short-term needs and bring 
more clearly into view the gains to 
be won by steady pursuit of hasic 
economic improvements. 
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If Welfare is the Aim 
BY PROFESSOR HUGO E. PIFPINC (University of HeIsinki) 

LET us consider policies that are 
intended to change the economic dimosed of eratuitouslv. 

of production or are, perhaps, to be 

structure and whose purpose it so 
mitigate the consequences of busi- 
neSs cycles and/or, if possible, to 
reduce the limits of their Huctuations. 

Structural change takes place in 
society to a large extent inde- 
pendently of the state, mostly as a 
result of technical innovations or of 
changes in the composition of the 
population, the latter of which may 
be influenced by state policies. 

The new technique does not, 
however, take shape automatically; 
it requires capital equipment, and 
the state makes large investments in 
material as well as mental capital: in 
roads, railways and. power stations, 
in industrial plant, in public build- 
ings, in educational institutions and 
so on. To what extent the property of 
the state, expressed in money, is in- 
creased thereby depends upon the 
methods offinancing the investments. 
There are countries in which the 
government debt is so large that the 
net value of state property represents 
a negative quantity. 

The distribution of the real 
national capital among diflerent 
owners (the state, companies, indi- 
viduals) does not, consequently, re- 
flect the distribution of national 
wealth (in money). Further, the 
property value of investments made 
by the state or others depends on the 
capitalised returns. The value ofstate 
property is reduced by the fact that 
its products and services, either 
wholly or in part, are from the start 
intended to be sold below their cost 

- 
Attempts at Definition 

It might, perhaps, be argued that 
the acme of welfare policy is reached, 
when as much as possible is obtained 
as cheaply as possible from the state. 
There are always people who are 
willing, though not always grateful, 
receivers. ‘Nobody shoots Santa 
Claus.’ 

But there is another attitude, too. 
The author of a utopian novel dis- 
liked the feeling of getting things free 
in his dreamland; it made him feel as 
though his personal liberty was 
threatened. And he had never before 
realised how much he had enjoyed 
spending money. But there are 
naturally more rational reasons, why 
the state should not permanently 
play the part of Santa Claus. 

The principle that inuestmenls should 
pay inlerest or that the costs of production 
should be covered, is not a bad guide. It 
gives an i&u of what peopIe real& want 
and an indication that resources are not 
unlimited, and above all the fundamental 
point of economic principle is emphasised: 
fhe choice between alternatives. 

But what is the limit? In practice 
the economic activities of the state, 
and particularly its investments, 
represent all grades from pure char- 
ity via social services to hard-boiled 
monopolism. Is all this done for the 
promotion of welfare? Or, when the 
state subsidises or otherwise supports 
unsuccessful enterprises or whole 
branches of industry, does it thereby 
promote general welfare? 
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Unfortunately, there is no known 
yardstick of welfare as compared 
with sacrifices, when the state makes 
investments, provides social services 
or distributes subsidies. Society acts 
to a large extent tentatively or under 
the influence of political constella- 
tions. 

Limited Capital Resources 
However, it is easy to forget that 

investments or services adminis- 
tered by the state are supplied from 
the same sources as other investments 
and services. The investments have 
to be financed with existing savings, 
and taxation does not merely means a 
transfer of savings, but frequently 
the reduction of savings in the com- 
munity. If the government is success- 
ful in its policy, the result will be 
reduced consumption which, in a 
given situation, may be the right 
thing, but which the mass of the 
people will hardly accept as welfare 
policy. If the policy fails, the pur- 
chasing power of the currency will 
drop, with dismal consequences. 
Corn does not grow on brick walls 
and asphalt roads, and i t  must be 
borne in mind that government in- 
vestments will turn into consumer 
goods only after a long time and after 
passing through many stages-per- 
haps never. 

It would be more fitting if the 
government, instead of squeezing 
sour lemons, would try, in collabora- 
tion with the central bank, to create 
a capital market in which public and 
private enterprise would compete 
for the available savings on equal 
terms. This is the only way to obtain 
an idea of the cost of investments for 
welfare. 

Structural policies have long-term 
effects, but may, at best, result in an 
economy which is less susceptible to 
business fluctuations. The direct 

control or management of prices and 
wages inherited from the war econo- 
my and the counter-cyclical policies 
that have employment in view are, 
in principle, more ephemeral, though 
in a way they are connected with in- 
vestments, too. I t  would not be fair 
to question that these policies and 
those who framed them aimed, and 
aim, a t  welfare, but the results are 
arguable,or, rather, thereis no doubt 
that price control in Finland has 
proved a failure and unemployment 
isimpending, tosay theleast. Continued 
control is bused on the misconception that 
in a peace economy, just us in a war 
economy, it is possible to decide us clear@ 
what welfare demands and what sacri- 

j ce s  it calkfor .  

Eternal Triangle 
A few selected arguments must 

suffice here. 
We are witnesses of a triangular 

drama, the actors in which are: 
trade and foreign exchange policy; 
price and wages controls; and inter- 
nal monetary and fiscal policy. 

The second has played the part of 
deceiver and itsintrigues have proved 
disastrous in many respects. It has 
been said that it is high time to 
reconcile and reunite the couple: 
trade and foreign exchange on the 
one hand, and the currency and the 
budget on the other, and that the 
intruder, Corporal Control, should 
be expelled by the back door by 
which he smuggled his way in during 
the war. 

The fact that the control of foreign 
trade and exchange still plays the 
part of an incorrigible character 
cannot be helped and depends not so 
much upon ourselves as on the 
managers of the great world theatre. 
Ii  is to be regretted, since the con- 
tinued quasi-blockade has fortified 
the monopolistic tendencies more 
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than anything else-and the only force and partly by imprudence and 
thing the so-called ‘new’ Welfare in other cases by a panic-stricken 
Economics has been able to demon- ‘flight to real values’-well, then, it 
strate with some certainty is that must be seriously considered whether 
monopoly prices are detrimental to the measures against unemployment 
general welfare. are on the right lines in favouring 

Some ooints seem to be the most investments. ~L 

essential. The first is that the 
eovernment has deorived itself of its not a Qwn’tY 
Lest guide in welfhe policy by con- If the taxpayenare to be convinced 
verting the price mechanism from a that the transfer ofpurchasing power 
compass into a weathercock. Nobody from themselves to lower income 
could know what would yield a groups promotes the welfare of the 
profit, if the winds of inflation had community as a whole and of them- 
not been released at  the same time selves in the long run, people should, 
with the result that everything ‘pays’ uice uersa, be asked to understand the 
- excep t  saving. But no statesman- argument that just for this once, in a 
ship seems to realise that the cure situation which is not a t  all like the 
should beaserum taken from the seat world depression in the early 1930’5, 
of the trouble, the currency policy. a stronger remedy is needed for the 
And the government’s faculty lor sake of the general welfare. It  should 
forecasting and preventing business be borne in mind that welfare is somefhing 
cycles seems to be in the same cafe- mm8 than serving courses of babies, balh, 
gory of wishful thinking and easily bed, breakfast and biographr. Welfare is 
frustrated hopes as that under the the result of co-ordinoling methods and 
spell of which school-boys look for- resources that actual& exikt and haue not 
ward to their reports. mere& been touchd up in a photo$lm. 

O n  the whole it is agreed that Employment is, individually, an 
fighting unemployment serves wel- end in itself and in a certain sense 
fare purposes, partly for humanitar- also of public importance. But it is, 
ian reasons and partly because re- on the other hand, only a partial end 
sources lying idle mean a loss. On lhe in the same way as the volume ‘of 
other hand, it should be evident fhat unem- national output. From the point of 
plcyment is not the illness ilself, but a view of welfare it must be defined as 
symptom, and thnf fhe counter-measures what has been produced, what kind 
should be adapted to the circumstances. of employment is available and at 
Counter-cyclical policies have their what cost. 
limits, either in the foreign exchange General welfare is not a quantity, 
market or in the home supply of not a sum total of magnitudes which, 
resources. moreover, are not capable of being 

If the existing difficulties of obtain- added up. Welfare is quality or pro- 
ing employment are dependent upon portions like acoustic waves and the 
too high a level ofcosts ofproduction palette. Economists speak of ‘cquili- 
compared with that in foreign coun- brium’, which is not quite a suitable 
tries and upon the unsuccessful con- term, since progress often comes 
trol of prices and wages, combined, about through disequilibria caused 
moreover, with a public and private by technical innovations. But  there 
investment mania-caused in the are, in  the economic realm, propor- 
case of the government partly by tions that cannot be altered arbi- 
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trarily; activities and their result possibilities of managing welfare 
(productivity); cost and prices, policy. It can rely upon individual 
consumption, saving and investment; activity, inventiveness, organising 
leisure and working time; increased skill, responsibility, etc., that dis- 
output and its distribution; risk and cover ways of their own. In case 
uncertainty, etc. These proportions of organic or accidental disturbances 
are to a certain extent ‘conventional’ it can be a supplementary force 
or ‘customary’. Hence, production which softens hasty changes, reduces 
as well as welfare are in a dynamic conflicts, equalises injustices within 
society changing incessantly in their the framework of the available re- 
structure. These qualities or propor- sources and relying on rational 
tions are not fixed by the state except means. I t  can distribute social ser- 
in an autocratic country, and hardly 
even there, since no dictator is master 
of all material and political realities. 

In  the mixed-some people might 
say in the half-socialised-society in 
which we live the practicable 
weapons of the government are 
formally fewer than under a dic- 
tatorship, but in reality it has greater 

vices, start investments, manage 
money and credit and pursue coun- 
tercyclical policie3. 

But society must be aware of the limifs 
of its own powers and of t/re resources, and 
aboue all it must grasp that it is just ar 
unable t o  create welfare as a typewriter is 
to creafe literature. 

- 
WHO READS WHAT IN BRITAIN 

The number of otential rcaders of periodicals in Crcat Britain-i.e. the population aged 
16 and over-is 3&700,000. What do they read? 

Scvcntecn newspapers and magazines fall into the to category by exceeding IO per cent 
of the potential, as follows: News of the World 49.5; Ralo Times 48.0; People 34.5; Sunday 
Pictorial 33.1; Daily Mirror 27.8; Daily Ex ress 27.6; Reveille 24.6; Sunday Express 20.1; 
Picture Post 16.1; Sunday Dispatch 15.6; Ilkstrated 13.7; Daily Mail 13.1; John Bull 12.0; 
Daily Herald 12.7; London Evening News 12.6; Reader’s Digest 12.3; Empire Ncws 10.9. 

The percentages of other dailies are: News Chronicle 8.2; Daily Telegraph 5.0; Daily 
Sketch 4.1; The Times 1.2; Manchestcr Guardian 1.0. 

Sunday ncwspapers not in the firat list $veri above are assigned thne percentage: Sunday 
Past 8.5; Sunday Graphic 7.1; Sunday Chronicle 5.2; Sunday Mail 4.3; Reynolds News 4.2; 
Observer 3.4; Sunday Times 2.9; Sunday Sun 1.8; Sunday Mercury 1.1. 

Other interesting percentages are: Thornson’; Weekly News 0.3; Everybody’s 0.2; Punch 
2.1; Lirtcncr 2.0. 

A group of rivals (called by Impocf ‘the sexier sectionsof the press’) representing a signifi- 
cant past-war trend is made up of the following, each with its percentage figure: Reveille, 
24.6 (Forces periodical, launched into the civilian Rcld in 1947) ; Tit-Bib, 0.9 (increased from 
2.6 per cent in 1947, and in terms ofccrtified circulation from 676,000 to 902,500 in the first 
halfof 1953); Overseas Mail (now Weekend Mail), 5.9 (first published 1951). 

What do the well-to-do and middle classes read? Here is a list of the fist  ten preferences, 
followed in each instancc by the number of rcaden from these grades: ( I )  Radio Tima, 
2,020,000; (2) Sunday Express, 1,740,000; (3) Daily Expms, 1,350,000; (4) Reader’s Digest, 
1,090,000; (5) Picture Post, 1,030,000; (6) News of the World, 1,030,000; (7) Daily Mail, 
930,000; (8) Daily Telegraph, 050,000; (9) People, 040,000; (IO) Sunda Pictorial, 810,000. 

And what do the working class and poor read? Here is their l i t  ofl?k ten preferences, 
also followed by total numberofrradersfromthesegrader: ( I )  News oftheworld, 15,010,000; 
(2 Radio Times, I1,220,000; (3) People, 10,900,000; (4) Sunday Pictorial, 9,660,000; 
(51 D ally Mirror, 8,ffiO,OOO; (6) Reveille, 7,370,000; (7) Daily Express, 6,850,000; (0) Daily 
Herald, 4,110,000; (9) Sunday Dispatch, 3,900,000; ( I O )  Sunday Express, 3,790,000. 

These figures are from Hulton’s fascinating analysis of what people are reading, classificd 
in terms of men and women, ages, social groups, personal interam, etc. 

From Hdton’s Rcodnrhip Smry 1953, Hullon Press, London 



A SOCIALIST DEFINITION OF 

‘The Public Interest’ 
HAVINO nationalised the key indus- 
tries, the Labour Government ut in 
their charter that they shoul 1 now 
operate ‘in the public interest’. But 
the one crucial thing that was needed 
and was not done was to define what 
‘the public interest’ was, and so give 
the new managements and the pub- 
lic some terms of reference, some 
vision of the next lap of the journey. 

Most of the present confusion 
results from this failure. No one has 
known what to expect from the 
nationalised industries, and everyone 
has pulled in different directions. 
Workers have wanted more wages 
and a new status. Consumen have 
wanted lower prices. The public has 
expected more and more output, as 
if to nationalise were to turn on a tap 
from which would flow an ever- 
swelling stream of products. And 
everyone has expected that, what- 
ever else it does, a nationalised indus- 
try must at the same time always 
show a profit in its annual accounts. 

In short, all the old demands, and 
more, made upon capitalist industry 
-right up to the crowning irony of 
earning a profit (though here it is 
politely called a ‘surplus’)-are now 
made on socialised industry as well. 
Because it is impossible to fulfil them 
all simultaneously, each interest is in 
turn disappointed. 

Public Interest Defined 
The public interest requires that 

an industry should be efficient. This 
does not mean that it should always 
make profits, or that its prices should 
continually fall and its output con- 
tinually rise. I t  means rather that it 

should use its manpower to the best 
advantage by introducing good 
equipment and modern work-pro- 
cesses; that it should produce a good 
quality product and give good ser- 
vice to the consumer; and-most 
important-that it should fit in with 
the nation’s plans and priorities. 

The public interest next requires 
that an industry should not be a 
citadel of power for a group of 
owners, or a group of managers, or 
even for a group of State-appointed 
administrators. Its powers should be 
diffused through all levels of the 
industry so that every worker in it 
may feel a responsible participant. 

And, thirdly, the public interest 
requires that an industry should pro- 
vide good work relations, that the 
work community should in fact be 
an industrial democracy. 

As soon as these criteria are set 
out, two things become plain. The 
fint is that, apart from rare excep- 
tions, private enterprise cannot be 
counted upon to work towards all 
these ends for the simple reason that 
they may not be compatible with 
making a profit-which is, after all, 
its purpose. To  ensure that they 
serve the public interest, industries 
must then be publicly owned or con- 
trolled. 

Second, it is obvious that for in- 
dustries that are taken into public 
ownership the real work begins only 
then. They have then to accept the 
new criteria by which they are to 
operate. In other words, they have 
deliberately to set about the formid- 
able task of infusing a whole new set 
of values into the enterprise-the 

From Sm’olLf Commmtory, London, Octobrr 1953 
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15,532,738 
14,040,406 

socialist values of public services as 
opposed to the capitalist values of 
material gain. 

They have, also, to seek out the 
right structure for themselves. Is the 
type of corporation we have set up 
too centralised? Does it give the 
individual employee sufficient chance 
to participate?And what about other 
possible forms of public ownenhip? 
There may be industries which would 

only mean repeating the mistakes, 
and inviting yet more disillusion- 
ment. 

324,309 106,058 
17,325 94,695 

be better served with quite other 
arrangements. 

Until more thought has been given 
to all these questions, and until the 
movement begins to understand 
their implications, it is not only 
pointless, hut dangerous to go on 
nationalisine more. For that will 

CO-OPERATIVE SOClETY PROGRESS IN TRADING AND BANKING 

During the ycan 1937-1952, the membenhi of the co-operative supply itorer incrcmed 
from 7,746,000 to 10,887,000, their d e r  from fi31,966,000 toL702,032,000 and thdr h a r e  
capital from ~l4 l ,858 ,000  to L223,869,000; but the average of the dividends paid on sale 
has fallen from la. IOtd. to Is. Od. per L and the average of the interest paid on shares from 
3.5 to 2.7 per cent pcr annum. 

During the same period, the agricultural co-operative trading societies increased their 
membership from 136,000 to247,000, thcirsalesfrom~l6,251,000 toLIO2,I I1,OOOand their 
jurplua on the years’ working from L4413,OOO to L1,948,000. 

The receipts on current and deposit accounts of the C.W.S. Bank during 1952 totalled 
L1,644,234,000, an increase of ~l16,257,000 on 1951 and of Ll,286,602,000 on 1935. 
Withdrawals from there accounts were ~‘1,651,043,000 or L87,066,000 more than in 1951 
and ~l,300,162,000 more than in 1936. 

The total outstanding on current and deposit aceounb at the end of the year amounted to 
L178,894,000, of which L72,764,000 was held on behalf ofthe society’s own trading depart- 
mcnt. Corresoandinrr firrurer for 1951 were C182.968.000 and L73.1 I1.000 ruucctivelv and. ._ . . . .  
fir 1936, ~ld0,224,60O-aand ,E72,085,000 r&pce&ely. 

There were overdrafts and advances due to the bank amounting at the end of the year to 
L26,753,000, compared with L27,374,000 at the end of 1951 and L2,606,000 a t  the end of 
1936. 

creased by L5,443,000 to Ll37,124,000. The comparable figure far 1936 was L96,673,000. 
Investments, almost all of which were in Government, municipal and other securities, de- 

CWS Banking Dept 
1952 
1951 
1936 

Scottish CWS 
Banking Dcpt 

1952 
1951 

L 
l26,8 I9 
117,639 
338,013 

11,364 
23,770 

Liabilities Net Balance 
Disposable 

current other 

-_ 
Total 

E 
I9 I ,  724,379 
197,884,817 
105,105,270 

15,963, I05 
14,152,426 -- 

From Repmf on Chief Rigklror of Friendly Sacitliar for 1952, H.M.S.O., London, 1953 
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Britain Can Save 

Thirty Million Tons of Coal Per Annum 
A REPORT published by the British about ten tons of excess air pass 
Productivity Council (‘Fuel Con- through many inefficiently operated 
servation’) presents the findings of Lancashire boilers every hour.  . . ‘All 
twelve fuel utilisation specialists this heat, which is uselessly dis- 
drawn from the engineering, heating charged up the stack, represents an 
and ventilating, brewing, chemical, unforgivable waste of fuel on a grand 
textile and paper industries, who last scale. . . . There are 1~0,000 Lan- 
year made a specific study of power cashire boilers in the United King- 
installations and manufacturing and dom. Its repression . . . might reduce 
process plants in the United States to the consumption of industrial steam- 
ascertain how fuel-saving methods raising fuel by as much as IO,OOO,OOO 
used in that country could be applied fow o f c o d  p.v annum. 
profitably to industry in Great Waste . . . waste.. . waste Britain. 
The members of the team, who ‘At least 25 per cent of the heat 

made the tour under the auspices of escapes through the roof and ceiling 
the Anglo-American Council on construction of an uninsulated 
Productivity and the Mutual Secur- house’; simple insulation could re- 
ity Agency (now Foreign Operations duce this loss by 70 per cent. 
Administration) represented both ‘The production of (electrical) 
management and engineers, and energy in a condensing cycle . . . in- 
their combined opinions stress the volves on the average the wastage of 
urgent need for the better utilisation over 70 per cent of the heat available 
of all types of fuel, but principally of in the fuel.’ 
coal, which ‘is the basis of industrial (In brewing) ‘too often the firing 
life in Britain and for all practical of boilers is left in the hands of un- 
purposes is the country’s only indi- skilled men who may easily waste 500 
genous source of energy’. tons of coal a year on a relatively 

Some extracts from the Report are small plant-more than the annual 
given below. production of a miner. 

‘. . . if the average mangling per- 
formance throughout the British 

‘It is a sad commentary upon our cotton finishing industry were im- 
national intelligence that from all proved to the extent of a general 
the hard-won coal we consume some reduction of five per cent in the 
80 per cent of the heat is lost, a great weight of water retained, a saving of 
deal of it because of ineffective coal of the order of io,ooo tons a year 
utilisation. would be achieved’. 

‘It has been estimated that the The paper-making process requires 
fuel consumption of manufacturing such large quantities of warm water 
industry in the United Kingdom that a good use can always be found 
might well be reduced by something for any waste heat it is possible to 
of the order of 30 per cent. . . .’ The recover, and ‘in the United Kingdom 
team quotes figures showing that the paper industry is not taking 

From Fwl Conmllofion, British Producfioily Council, London, Septembn 7, 1953 

* * *  



! 

ECONOMIC DIGEST i 
52 2 

advantage of the omortunities 
1. 

offered.’ 
‘In Great Britain (railwav) loco- ,, 

motives alone consume about 13.5 
million tons of high-volatile, large- 
sized coal per annum. . . at an aver- 
age efficiencv urobablv not ereater 

I 

thgn six per Le&. 
‘Itisestimated thatin GreatBritain 

the entire output of 10,000 miners is 
wasted every year in the form of 
unnecessary smoke . . . the Smoke 
Abatement Society of Great Britain 
estimates that the nation pays at 
least &loo million a year on account 
of smoke. 

Coal a Wasting Asset 
‘Coal is a diminishing asset. 

Therefore it is immensely important 
that we use it to much better pur- 
poses than hitherto. . . . Growing 
industrial productivity will demand 
the provision of vast additional 
quantities of energy, both as heat 
and as power. This energy can come 
only from coal, and it is a matter of 
grave doubt whether we can produce 
sufficient of it to meet these future 
needs, provide for the extension of 
other essential services and a t  the 
same time increase coal exports 
unless we improve radically our 
methods of fuel utilisation. . . . We 
cannot afford to wait for natural 
influences to work their effect in the 
fullness of time. The process of 
economy must be expedited, and to 
this end bold measures are necessary 
throughout industry, not excluding 
the nationalised undertakings con- 
cerned with fuel and power; in fact, 
the spearhead of a national campaign 
of fuel economy should be the effec- 
tive co-ordination of the fuel and 

power industries. 
‘It is within our capacity as a 

nation to save, on the present level 
of industrial activity, no less than 30 
million tons of coal per annum with- 
out impairing any services. 

‘One possible method of improving 
efficiency in the public generation of 
electricity is by the adoption of dual- 
purpose stations, producing and 
selling both heat and power. Such 
stations would be equipped with 
back-pressure or pass-out turbo- 
generators supplying exhaust or bled 
steam to nearby industrial, com- 
mercial or domestic premises. 

Museum Exhibits 

‘By and large, British industry has 
not replaced or materially modified 
its fuel and power equipment since 
the first world war; it is old and 
inefficient. But machinery that was 
perhaps good enough when coal was 
in abundant supply and cost as little 
as ten shillings per ton at the pithead 
is not good enough today and re- 
mains an obstinate barrier to the 
achievement of real fuel economy. 

‘Somehow this barrier must be 
removed; an incentive must be pro- 
vided to break the deadlock. This is 
the heart of.the problem and it turns 
on the financial predicament of 
industry at  large. It is unlikely that 
industry will maintain and improve 
its standard of fuel utilisation unless 
it is actively assisted, persuaded, or 
even coerced to do so by legislative 
means. Given inducement, the many 
plans and projects that have been 
developed but perforce postponed 
will be brought out of their pigeon- 
holes.’ 
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Output or Costs in Coal Production 
WHICH MATTERS MORE? 

BY E. F. SCHUMACHER (Economic Adviser Lo National Coal Board) 
JUST over half Britain’s deep-mined the profitable half of the industry 
output last year was produced a t  an should put primary emphasis on 
operating profit and just under half output expansion, even at  the cost of 
at an operating loss. About 35 mil- occasionally ceasing to he profitable, 
lion tons, one-sixth of the total out- while those 283 pits which run at 
put, was produced in 283 pits at average losses of 10s. a ton or more 
losses of 10s. a ton or more. The should put primary emphasis on 
primary job of those pits is to reduce cost reduction, even at the cost of 
their costs to a reasonable level, even possibly having to reduce their out- 

put. 
On the other side, 340 pits are This would leave an undefined 

producing 51 per cent of deep-mined area, accounting for about one- 
output at profits ranging from a third of the industry’s output and 
penny to more than EI a ton. These involving 275 pits, namely all the 
are the pits to which the hoard is pits which operated last year with 
looking for additional production. losses of less than 10s. a ton. I n  the 

Some pits are working to capacity case of these pits, no general policy 
and therefore cannot expand. Others could he laid down. The  primary 
can and will expand a t  the price of emphasis in their case must he de- 
higher average costs. That price is cided on the spot. 
to he paid, because the industry is 
paying a much higher price already. wages and salary Costs 
More than nine million tons, in- 
volving I I 8 pits, are being produced All salaries of g750 a year or more 
at a loss of more than ,GI a ton. More in the industry cost less than 84d. a 
than two million tons are being ton of coal produced, out of 56s. gd. 
produced a t  a loss of more than E 2  a total costs. If coal is expensive it is 
ton. To refuse any tonnage obtain- not because of the 84d. hut because 
able elsewhere as ‘uneconomic’ be- of the other 56s. 
cause it might put a pit slightly ‘in Some pits should experiment with 
the red’ would he very bad business. larger administrative staffs. No pit 

We must he absolutely clear about manager has the time to introduce 
the question of ‘output-expansion’ any of the new methods which he is 
versus ‘cost-consciousness’. Some pits continually being told are necessary 
must give more weight to one and for he is too occupied by the day-to- 
some to the other. As a first approach day running of his pit. 

if it means some loss of output. 

From LEclure, Summer School of Nofional Cool Board, Oxford, September 7, 1953 

ASIANS JUNK SEVENTY PER CENT OF VEHICLES PREMATURELY 
Automohila have a shorter life expectancy in Asia than in other paru of the world, accord- 

H. Hartzcnbuich, technical mistance expert on motor maintenance at the h i a n  
Rice of the Internalional Labour Organisation (ILO), a U.N. Specialised Agency. 

Seventy pcr cent oithe motor vehiclw in Asia are sent prematurely to the junk heap due 
to lack of proper care. ‘It is not a qucntion of normal wear and tear hut of innocent neslect 
bccawe the driven and motor mechanics do not know any bettcr’, the ILO expert says. 

From Unikd Ndionr Nnur Fcnhnrr, Oclobn 15, 1953 



524 

ABC of ‘Input-Output’ 

INPUT-OUTPUT ANALYSIS, which will 
always be associated with thename of 
its American exponent, Professor 
W. W. Leontief, is essentially a 
double-entry reckoning of all the 
transactions between different 
branches of production. In essence it 
consists of an enormous table show- 
ing for a particular year what each 
industry supplied to every other 
industry and to the final consumer. 
The table is arranged so that each 
industry appears as a producer down 
the side of the table and, in the same 
order, as a customer along the top 
(or vice versa). By this arrangement 
the table can show, for example, 
how coal is used by all industries and 
by households, including the coal 
needed by the coal industry itself to 
provide its own power. The value of 
an input-output analysis is that it 
reveals intermediate as well as final 
demands in detail. When these inter- 
mediate demands are related to the 
final product in the last column, one 
has a reliable map of the intercon- 
nections of the whole economy-in 
greater or less detail according to the 
scale of the analysis. 

British Input-Output Anolysi:  An 
example of a I 7-column ‘inter-indus- 
try’ analysis taken from this year’s 
National Income and Expenditure 
blue book, relating to 1950, is repro- 
duced in the Economist, but thisisonly 
a small sketch of a full input-output 
table such as the Americans pub- 
lished in 1952 of the structure of the 
American economy in an analysis 
which covered 200 industries. Work 

I 

Subject: The new technique of economic analysis which, for want of a 
convenient short name, is known as ‘inter-industry’ or ‘input-output’ 

analysis. 

is now progressing on the first large- 
scale British input-output table. It is 
being prepared by the Department 
of Applied Economics a t  Cambridge, 
with the co-operation of the Board of 
Trade, and consists of +jo-coIumn 
tables, based on the 1948 Census of 
Production. I t  constitutes a double- 
entry synopsis of everything that in 
1948 passed from producer to consu- 
mer throughout the economy, record- 
ing not only the pattern of final de- 
mand but the processofinter-industry 
transactions which continuously 
weaves that pattern. 

The results of an inter-industry 
analysis of this kind differ signifi- 
cantly from calculations of the 
national income. One would not 
look, for example, to the national 
income estimates for guidance on the 
detailed intermediate effects upon 
different industries of additional re- 
armament spending or of a decline in 
general demand. But to the business 
man the making of such forecasts is 
very important, and from an input- 
output table it will be possible to 
trace in considerable detail the effects 
of changes in demand through the 
economy; it will thus help the econo- 
mist to make the forecasts which 
governments and business men need. 
Its value for this purpose lies in the 
fact that it is a two-way statement. 
Since it traces in quantitative terms 
the interconnection of commodity 
transactions, it can clearly he re- 
arranged to express, for a given unit 
of a given commodity in intermediate 
or in final demand, the variegated 

From Econornirl, London, Seplembn 19 ond 26, 1953 (Summarised) 
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content of materials, services and 
labour requirements needed to pro- 
duce it. This means that the table 
can be used as the basis of a second 
computed table of co-efficients show- 
ing the amounts of all the materials, 
components, services and products 
required to produce a pound ster- 
ling’s worth OF any given product. 
From this second table forecasts can 
be made of the effect throughout all 
industries of a change in demand for 
the product of one industry. Clearly, 
the work on this. comprehensive in- 
put-output analysis of the British 
economy involves multitudinous sta- 
tistical computations, but the British 
research team hope to complete it in 
three years’ time. 

Dzj’iinrllies and Limitations; Since 
even a division of the country’s 
economy into some 450 production 
flows still involves considerable sim- 
plification of the country’s produc- 
tion, the question may be asked how 
far the simplification of the table 
limits its effectiveness as an instru- 
ment of forecastine and what uses 

Allowances have to be made also 
for broad price changes by means of 
appropriate indices. But individual 
price changes ofimportance, whether 
caused by technical or economic 
changes, may also bring into play the 
use of substitute materials, compon- 
ents and labour. The art of using the 
input-output table will lie in a realis- 
tic understanding of the possibilities 
of substitution, and studies of this 
important subject have been started. 

The Uses of Input-Output Tables: To 
give an example of the kind of fore- 
casts that can be made from them, it 
should be possible to estimate the 
aggregate bill of goods that would be 
required to sustain a ten per cent 
increase in the housing programme 
-not merely the labour and materi- 
als required to build another 25,000 
houses a year, but the chain reaction 
of this additional demand in all sec- 
tors of the economy. Similarly the 
chain reaction to a reduction in the 
demand for houses, involving a drop 
in house-building by ten or twenty 
per cent per year, could be traced 
throughout the economic system.The 
tables will also show the resources 
that would be taken up by different 
Droerammes of Dublic works. or anv 

0 

can it legitimately be expected to 
have? Despite many difficulties of 
classification, a considerable degree 
of refinement of the crude figures has 
been achieved. Nor should it be 
assumed that, because the input- 
output table is based on 1948 data, it 
will be out of date eight or ten years 
later and thus be useless for making 
forecasts and assisting economic de- 
cisions by the Government and in- 
dustry in. conditions prevailing in, 
say, 1956. Admittedly, the substi- 
tution of one product for another is 
continuously occurring, but over the 
whole field of industry technological 
change is slower than is commonly 
supposed (in America calculations 
based on 1947 figures have been 
found to apply closely to conditions 
in 1952). 

bth& stimulus’ to demand. Thk 
tables should thus supply information 
highly relevant to a Chancellor’s de- 
cision to reflate against an expected 
slackening of demand, and, vice 
versa, indicate the appropriate extent 
and nature ofdisinflationary measures 
required to cope with any degree of 
excessive demand. Wartime experi- 
ence (when demand is concentrated 
in Government hands) immediately 
suggests the value of even a rough 
guide to future events: it would assist 
the authorities to control scarce 
materials, to encourage their produc- 
tion or substitutes for them well in 
advance, and to arrange for more 
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imports. The tables will also make it 
possible to calculate with some 
accuracy the import content of a 
wide range of British exports; it will 
thus be possible to define what are 
‘high priority’ imports, and at  what 
level a decline in exports might im- 
peril the whole import hasis of the 
economy. 

Input-output data could be ex- 
ploited as a formidable instrument of 
planning, but it should certainly en- 
courage very much better planning 
than has been the rule in the past, 
and above all make possible the 
achievement of particular national 
objectives with the minimum of 
physical and administrative control. 
It would define the technical limits 
within which economic policies must 
be formed, and would admit the use 
of the discriminating force of finan- 
cial policy in preference to the cruder 
forms of physical control. 

The Value lo Individual Indurlries of 
these studies may seem more limited, 
but they should tell the industrialist 
a lot of new facts about his customers. 
The industrialist could plan more 
confidently if he knew not only his 
immediate customers, but also the 
extent to which their demand for his 
product might be affected by eco- 
nomic change. Input-output analysis 
is not market research, nor will it 

dispense with the entrepreneur’s 
function of anticipating changes in 
taste and technology, but it will pro- 
vide useful indications of the conse- 
quences of broad economic change. 
It should also help the nationalised 
industries so to arrange their invest- 
ment programmes as not to be 
mutually incompatible with the 
private sector. 

Concluion: Broadly, the value of 
input-output analysis will rest on its 
contribution towards economic 
policy under conditions of dynamic 
change. If it enables politicians to see 
in real terms the cost of their policies, 
or if it provides accurate forecasts of 
employment under different .con- 
ditions of demand, it will become an 
important buttress of sound eco- 
nomic decision. In time something 
approaching a dynamic model of the 
economic system should come into 
existence; many economic hypo- 
theses will be tested against the facts 
for the first time and their truth or 
falsehood established. Comprehen- 
sive input-output tables will help to 
define the economic consequences of 
choice by individuals and govern- 
ment and, although it cannot relieve 
them of the obligation to choose 
wisely, it may become an influential 
guide to industrial decisions and to 
economic policy in a broader sense. 

1.UXURIOU.S LIVING ON Ll20 A YEAR-continuedjotn opposire page 
Today it seems almost impossible 

to remember that one saw women 
carrying loads of crude white lead on 
their heads, often at  the expense of 
their unborn children. Or that men 
engaged in packing bleaching pow- 
der kilns would stagger out gassed 
after half an hour’s work, needing a 
long rest before they could begin 
again. notice. 

Housing is often bad today, but I 

doubt where in any town today the 
Chairman of the Housing Committee 
would be likely to own property 
where rain from the roof made its 
way into rooms three floors lower 
down. Nor is it likely that the occu- 
pant of a basement room could live 
for six weeks with the corpse of her 
mother without attracting official 

H. M. KEMPTHORNE 
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Luxurious Living on &120 a Year 
‘THERE are those who leave a com- 
fortable home for a very poor thing’ 
was the gloomy comment of my 
grandmother’s old servant when she 
heard that I was about to marry a 
curate earning LIIO a year. But 
when I look at  my old accounts and 
remember the days of my early 
married life I realise that it was not a 
plunge into dire poverty. 

I see that in those early days ofmy 
married life my housekeeping ex- 
penses varied from EI I 7 a year to 
& I  z I ,  and as I had a small allowance 
and my husband occasionally could 
add to our income by examining or 
coaching, we lived comfortably and 
even luxuriously compared with the 
standards of clerical life today. 

For Lz8 a year we rented a good 
house with study and parlour be- 
sides a large semi-basement room 
which served as a dining-room and 
was useful for parish purposes. E 2 7  
covered the wages of a first-class well- 
trained servant. 

That a penny went a long way is 
proved by the fact that in the first 
great coal strike we were able to 
provide penny dinners for the child- 
ren of men out of work, and the 
pennies paid did cover the expense. 

Indeed, in the winter months I used 
often to fetch a penny jugful of soup 
for our own meal from the parish 
soup kitchen which was a part of the 
normal parish activities. 

Coal seems, comparatively, a large 
item-Lio a year on average, but in 
those days and on the cold North- 
Eastcoast enormousfiresweretherule. 
E4 a year met our gas bill, but of 

course that was for lighting only. 
Meat was the largest item-&17 a 
year. Poultry must have been a very 

Frm SI Marlin’s &uin 3 5  

The %-year-old widow of aformer 
Bishop of LicliJield looks back to her 

domestic budget of 63 years ago. 

rare extravagance, as ‘Fish and 
Poultry’ cost only total E3 3 year. 
The local fishwives in their full blue 
serge aprons, close bonnets and 
coloured shoulder shawls, brought us 
cheap fish, fresh from the sea, such 
as I still remember with regret when 
buying the ice-kept expensive fish of 
today-‘Eh, hinny, but there’s some 
fine fish for thee today’. 

I always felt that groceries were a 
heavy item, & ~ g  a year on ad aver- 
age, and though in those days I was 
able to save a little by a system of 
deposits at the grocer’s, that bill 
always seemed to grow bigger. 
E7 a year met the milk bill, and 

home-baked bread, butter, eggs and 
cream (!) cost the same amount. 
Greengrocery and flowers figure a t  
E6 a year, and as we were living in a 
purely industrial area there were no 
windfalls ip the shape of gifts from 
neighbouring gardens. An item of 
E2 for wine and spirits appears as a 
special extravagance in theyear when 
we took a three weeks’ tour abroad at 
cost of A42 15s. 6d. 

Ero to E14 a year Parochial 
Expenses seem a large slice out of a 
salary of LIZO, but those were the 
days when there was nothing but the 
Poor Law and scanty Club allow- 
ances between the working man’s 
family and starvation when illness or 
some other cause emptied the wages 
packet. Each parish .had its charity 
funds to draw from, but they could 
hardly meet all the needs. 

conrludcd on opporiu pale 

U, London, Ono6n 1953 
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