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PREFACE

Only by exchanging goods and services between, as well as
within, nations can the peoples of the world take full advantage
of the varied endowments of different countries in climate and
natural resources, in skill and capital. Only with the aid of specia-
lisation and exchange can production and living standards be
raised to the levels which modern advances in science and technique
have made possible. Only thus, moreover, can the different coun-
tries and regions of the world build up the mutually advantageous
economic relations essential to the speedy re-establishment of
economic order and prosperity after the war.

In a resolution which outlined the economic policies required
for the attainment of social objectives', the Philadelphia Ses-
sion of the International Labour Conference recognised ex-
plicitly "the great contribution which the international exchange
of goods and services can make to higher living standards and to
high levels of employment”. The Conference accordingly urged
the United Nations to take vigorous action to promote the expan-
sion of international trade. By the termsin which it did so it showed
at the same time a keen appreciation of the complexity and difficulty
of the problem.

As the experience of the inter-war years clearly disclosed, the
fact that an expansion of world trade is desirable does not make
it easy to achieve. Successive international conferences recom-
mended the reduction of trade barriers, but in fact these barriers
grew steadily more numerous and more effective. As the Phila-
delphia Conference realised, the problem is not one which can be
solved by unco-ordinated national action or by international action
directed solely to tariffs and other direct obstructions to trade.
More liberal commercial policies are a prerequisite to any sub-
stantial expansion in trade; but they are unlikely to suffice, and
may themselves make little progress, unless parallel action is
taken in the related fields of exchange stabilisation and international
lending. In the case of the exchanges, for example, the experience
of the inter-war period showed how currency devaluation, under-

! The parts of this resolution which relate to international trade are repro-
duced in an appendix to the present study: see pp. 128-129 below.
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taken in the hope of expanding exports, could lead to reprisals
which restricted the volume of trade; and it showed conversely
how currency appreciation, such as occurred when sterling was
restored in 1925 to its pre-1914 gold parity, could raise the cost
of goods (in this case British exports) to buyers in other countries
and lead to widespread and persistent unemployment in industries
and 'areas dependent on the export trade. )

The complexity of the problem and the obstacles hitherto en-
countered in all efforts to solve it have raised doubts as to the
practicability of promoting any great expansion of international
trade in the post-war world. Such doubts are strengthened by the
emphasis which post-war plans for social security and full employ-
ment are apt to place on national as distinct from international
economic policy, and by the fact that the consequences of failure
to secure these objectives are more obvious, and therefore poli-
tically more formidable, than the consequences of failure to achieve
the most favourable international division of labour. At the same
time, because of the spread throughout the world of modern methods
of mass production and the development of substitutes for many
of the natural raw materials which hitherto have bulked large in
world trade, those who identify the advantages of international
trade in general with those of a particular pattern of international
economic relationships, are inclined to question the reality, in
modern conditions, of the benefits which such trade has traditionally
been assumed to yield.

Because of these doubts, and because of the need for wider
understanding of the relation between international trade, em-
ployment and living standards, as a basis for a constructive post-
war international economic policy, the International Labour
Office has felt that it could render a service by publishing a simple
statement of the benefits to be derived from international trade
in the conditions of the modern world and of the ways in which
these benefits might be secured without endangering the economic
development and full employment on which social security and
higher living standards must be based. For such a statement the
Office has enlisted the services of J. B. Condliffe, Professor of
Economics in the University of California and Associate Director
of the Division of Economics and History of the Carnegie Endow-
ment for International Peace, whose earlier writings in this field
have gained an international reputation and whose first-hand
knowledge of the Pacific, the Far East, Europe and North America
is such as to ensure an awareness of the special conditions and
problems of different regions of the world. In preparing the report
Professor Condliffe has had the assistance of Alexander Stevenson,
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Research Associate in the Division of Economics and History of
the Carnegie Endowment for International Peace, and has worked
in consultation with E. J. Riches, Acting Chief of the Economic
and Statistical Section of the International Labour Office.

The report consists of five chapters. The first two define and
clarify five main objectives of post-war economic and social policy:
higher living standards, full employment, social security, economic
development and international collaboration. The third chapter
analyses the changing conditions of production and trade, with
special reference to monopolistic competition and tendencies to
instability, and examines the case for freer trade. Chapter 1V
discusses the special problems of transition from war to peace
economy. The final chapter argues that positive national policies
designed to maintain employment and improve the lot of the
ordin'ary citizen are compatible with an increased volume of inter-
national trade—provided that appropriate international machinery
is created through which such national policies can be cleared and
co-ordinated.

The pattern of future international economic organisation thus
outlined is, of course, tentative in character. Like the analysis on
which it is based, it expresses the individual views of the authors.
The study as a whole is published in the hope that it will contribute
to a wider understanding of the part which improvements in inter-
national economic organisation may play in promoting the basic
objectives of economic and social policy.

The International Labour Office.






CONTENTS

Page
PREFACE . i
I.  The Four Freedoms . ... .. .. ... .. ... .. ... .. ... . 1
1. Objectives of Post-War Planning . ... .. .. . . . 9
A. Full Employment ... . . . . . 1
B. Socia Security. .. ... ... ... ... 18
C. Economic Development .. .. .. . . . 23
D. International Collaboration .. = . 29
[Il. The Changing Conditions of Production and Trade. .. 36
A. Monopolistic Competition and Instability. 36
B. The International Aspects of Instability. 49
C. The Case for Freer Trade .. ... .. .. . .. 64
IV. The Transtion from War to Peace Economy . ... . .. . 78
A. Total War and the Domestic Economy.. 79
B. International Co-operation in the Transi-
tion Period .. .. ... . ... . . 86
V. International Co-ordination of National Policies . . = = . 93
A. Problems of Domestic Policy. .. ... .= . 94
B. Need for International Co-operation .. .. 100
(1) Food, Agriculture and Raw Materials. 100
(2) International Monetary Arrangements 106
(3) Commercial Policy . ... . ... . 112
(4) International Investment .. . .. . . . 117
CONCLUSION . 126
APPENDIX. . oo 128

INDEX. . o v o o e e e ... 130






I. THE FOUR FREEDOMS

This is a peopled war. The nearer one comes to the fighting
fronts, the truer this statement becomes. The "underground"
in Europe is a popular front. It is not confined to one economic
class or dependent upon particular economic ideologies; but it
could not function except with the sympathy of the great mass of
the people. Thereis great significance also in the fact that the army
which has done most so far to smash the strength of the Axis in
Europe is a people's army which can count not only on admirable
generalship, trained forces and mechanisms, but upon stubborn
partisans behind the lines, and, in great crises, upon the embattled
populations of besieged cities. In China, the long struggle, now in
its thirteenth year, could not have been maintained if the common
people had not been resolutely united in opposition to the invader.
The British people also, in their fortitude under bombings and in
their great effort of economic discipline and production, have
gained new cohesion and strength. Whenever the United Nations
have been able to draw upon the united and sustained resistance
of the masses of the population they have been invincible. They
have lost where the masses have been apathetic or hostile.

There is another sense also in which this war, perhaps more
than any other in history, has depended upon popular support for
its effective prosecution. Great as are now the armies deployed
on battlefronts that circle the globe, they represent only the spear-
head of the great phalanx of workers behind the lines. Modern
war uses to the full the mechanisms of modern industry and trans-
port. The fighting men use weapons that call for a supreme effort
of scientific invention, planned organisation and mass production.
Ships fight with unseen enemies below the horizon or beneath the
surface of the sea using detection apparatus developed in scientific
laboratories. War production calls for new materials and new
methods of organisation. But in the long run the unceasing flow
of food, materials and weapons depends primarily upon sustained
labour and curtailment of civilian supplies. A greater proportion
of the total population than in any previous war is engaged directly
or indirectly in the war effort—by actual labour, by taxation, by
lending, and by being rationed. The proportion of national budgets
devoted to civilian purposes becomes almost insignificant compared
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with war expenditures. The volume of production and the pro-
portion of manpower devoted to the civilian sector of national
economies constantly shrinks.

It is inevitable, therefore, that the issues arising from the con-
duct of the war, and in increasing measure the principles upon
which a settlement may be based after the war, must be of vital
concern to the people as a whole. This is a conflict not of nations,
but of beliefs. It is perhaps primarily a struggle for national sur-
vival, but in a sense much wider than the mere preservation or
extension of territorial sovereignties. It isnot a struggle to preserve
the particular political, economic and social institutions by which
the United Nations have sought to safeguard their independence
and liberties; but rather a struggle to preserve the opportunity
of determining and developing such institutions by the democratic
process. When this principle has been vindicated, and while it
is being vindicated, many complex issues will arise concerning the
institutional mechanisms to be established for the preservation of
peace and the achievement of more equitable and efficient economic
systems.

Already a momentous change can be noted in the drift of public
discussion of these issues. Vague and inconclusive as such dis-
cussion must necessarily be at this stage of the war, one fact isvery
clear. It is concerned with much broader questions than was the
similar but less widespread discussion that arose during the last
war. This is perhaps truest of the economic and social questions
now being debated.

Students of the last war period have remarked that "during the
War, labour was not so narrowly preoccupied with the protection
of its own interests as to bring to the peace negotiations an over-
whelming demand for its recognition. On the contrary it spoke not
merely for itself but for humanity at large. Itsprogramme, taken
as a whole, dealt with social justice the world over rather than with
the narrow issues of domestic economic welfare."*

This is again true. Organised labour, and the associations of
private citizens concerned with the conduct of the war and the
principles of post-war organisation, have concentrated their atten-
tion upon the broad issues of a lasting and guaranteed peace. The
Atlantic Charter, to which the United Nations subscribed by
their initial Declaration, expresses this preoccupation in its empha-
sis upon the four freedoms. There is no doubt of the concern which
ordinary people fed first for the winning of the war and then for
such measures of settlement and collective security as will enable

! JamesT. SHOTWBLL (ed.): TheOriginsof thel nternational Labor Organization
(Columbia University Press, 1934), Vol. I, p. 56.
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the nations, individually and collectively, to embark upon policies
aiming at prosperity as well as peace.

When, in the closing stages of the last war, the attention of
citizen groups was turned to the economic aspects of post-war re-
construction, it is obvious that, in their different ways, practically
all of these groups conceived economic reconstruction in terms of
restoring the prewar structure. While this structure was by no
means wholly of a laissezfaire type, since the beginnings of social
security and some measure of State enterprise were functioning in
most countries, there was little effort to change the type of organisa-
tion. The universal prescription was "the mixture as before". Sir
William Beveridge, to give one example, after recounting the story
of the British food control, came to the conclusion that "the Minis-
try of Food, suppressing private enter prise completely, accomplished
what private enterprise in the War could never have accomplished.
The British people were fed not only better and more cheaply than
without the Ministry they could possibly have been fed in the War,
but probably on the whole better than before the War, because
wages were relatively high, work was regular, and distribution
fair." Nevertheless his final conclusion, after canvassing the argu-
ments for and against continuing the control in peacetime was "a
personal doubt of any gain either to consumer or producer from
public regulation of food supply in peace, that would repay the
cost of the vast organisation involved, or justify diversion to it of
any of the limited store of political energy and ability needed for
more urgent problems, or outweigh the risk of bribery by sub-

sidies" .t

This was the conclusion reached by an economist who had at
least considered both sides of the question; but the overwhelming
majority opinion at the close of the last war was in favour of speedy
abolition of wartime controls. It is significant of the change in this

ar, however, that the first United Nations conference has been
called to consider questions of agricultural organisation and im-
proved nutrition standards. So much attention has been centred
in recent years upon the desirability of improving physical health
and vigour, that there is now widespread acceptance of the need
for positive action towards that end.

Another illustration of the acceptance of the pre-war framework
was to be seen in the preoccupation of organised labour after the
last war with the restoration of hard-won standards and practices.
The national and international conferences which asserted the right
of organised labour to a place at the peace table, and which finally

tgr W|I||am H. BEVERIDGE: British Food Control (New Haven, 1928),
Chapter XVI.
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led to the negotiations that created the International Labour Organ-
isation, were generous and forthright in their support of collective
security and a just peace. But when they came to labour's interest
in economic reconstruction their demand was primarily to safeguard
the right to organise and to maintain or restore standards and
workshop practices. The story isvery clear in the statements made
by individual participants in the negotiations as well as in the
documents recording the resolutions of organised groups.*

Perhaps the clearest expression of this view isto be found in
the preamble to the resolutions of the international trade union
conference at Leeds, July 1916, which reads:

The Conference declares that the peace treaty which will terminate the pres-
ent war and will give to the nations political and economic independence should
also ensure to the working class of al countries a minimum of guarantees of a
moral as wel as of a material kind concerning the right of coalition, emigration,
social insurance, hours of labour, hygiene, and protection of labour, in order to
secure them against the attacks of international capitalistic competition,?

It is true that then, as now, there was much concern about
employment, though this was often qualified, as in the resolution
of the Leeds Conference referred to above, as "the right to work
wherever he can find employment”. The "question of preventing
or providing against unemployment'' figured as the second item on
the agenda for the First Session of the International Labour Con-
ference, held at Washington in October 1919°% but it was neither
as gpecific nor as documented as the items dealing with the
eight-hour day, the employment of women and children and the
extension and application of international conventions on the
model of those already promoted by the International Associa-
tion for Labour Legislation. The work of the I.L.O., therefore,
began along the line of promoting Conventions to establish minimum
labour standards.

During theinter-war years, however, two great sets of forces, one
negative and the other positive, carried public opinion far on the
road to a realisation that labour standards are dependent upon
effective economic organisation. This is not to say that the set-
ting of standards has ceased to be important; but merely to ac-
cept the elementary economic fact that the attainment and pre
servation of decent standards is dependent upon efficient pro-
duction.

1 James T.SHOTWELL,op. cit.
2|bid., Val. 11, p. 23.
% Ibid., p. 453.
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This fact was forcibly brought home by the great depressions
which followed in the wake of the first world war. Prolonged mass
unemployment was not of course a new phenomenon. Itwasres-
ponsible for great misery after the Napoleonic Wars, after the United
States Civil War, and after the Franco-Prussian War of 1870.
Indeed the severity of depressions and the suffering from unemploy-
ment were'greatest in the post-war periods of falling prices'from
1819 to 1849 and from 1873 to 1895 and relatively light in the
upswing of the price level from 1850 to 1873 and from 1896 to
1914, i )

The period between the first and second world wars, however,
was too short for effective adjustment. Many other factors—
such as the increased proportion of urban employment, the more
effective administration of economic nationalism, a greater rigidity
of prices, and the more stubborn resistance of organised labour to
the lowering of wage levels and standards which had formerly been
used to break out of depression—accentuated the problem of un-
employment. The consciousness of these facts is now widespread
so that the provision of "full employment” now ranks high among
the objectives of post-war planning. As will be made clear later,
this objective needs to be clearly distinguished from the guarantee
of employment to returned soldiers which was so marked a feature
of the last war years and such an embarrassing commitment in the
demobilisation period.

One sharp lesson of the inter-war years has been that organisa-
tion to defend or restore previous standards is not enough. In
the last war, as now, trade unions gained great strength. Their
bargaining power was enhanced by war conditions. Their funds
were built up not only by increased membership, but by the regu-
larity of contributions and the lessening of strike and unemploy-
ment drains during the war. At the close of the war they had never
been stronger in most of the industrial countries. One case of a
particularly strong group of unions may indicate how economic
forces beyond sectional control worked havoc. The Welsh coal
miners were strongly organised and fought for retention of their
standards in terms of the war pledges given by successive Gover n-
ment spokesmen. But a Treasury decision stabilised the pound
sterling at a level which entailed a deflation of British prices and
export costs. Welsh coal was a major export. Labour cost was
a large proportion of the total production cost. To compete on the
export market these costs had to be cut by at least ten per cent.
The miners resisted the wage cut. The result was not only bitter
industrial conflict and unemployment, but a considerable loss of
export markets. This had been foretold by Mr. Keynesin a famous
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tract.! Even the strongest unions fought a losing battle for their
standards in face of a technical monetary decision over which they
had no control, and indeed of which they had no knowledge until
too late.

The sequel, however, is not less significant. In 1929, a Royal
Commission, appointed to investigate the health conditions of the
miners of South Wales, reported that, although there appeared to
be no significant rise in infant mortality or tuberculosis rates,
there were disturbing signs of an increase in the prevalence of
rickets.

This disease, according to the evidence we could obtain (the Report went on),
has until recent years not been common in South Wales and Monmouth. We
thought it of importance, for two reasons, to explore with some care the question
whether there hasbeen arecent increase. In thefirst place, apart from the deform-
ity which may result from the disease, it indicates directly a low health standard
among children affected and therefore of the rising generation. In the second
place, an extended prevalence of the disease may be regarded as a warning of a
lowering of the standards of nutrition generally. From the investigations we have
made, it isclear to usthat in some districts, but not uniformly, there is an increase
in the occurrence of rickets. The increase nowhere affects a large proportion of
the child population, but the children it affects are children in the early years
of life. It is not so much the extent of the prevalence we regard as important
as the fact of its occurrence as a fresh development which we think carries the
definite significance of a deficiency in the quality, if not the quantity, of the diet
of the child population.?

On the positive side also much water has flowed under
the bridge. A thoroughly planned Socialist State has been in
existence since 1917 and has demonstrated the effectiveness of
its organisation, at least in the military sphere. What is
perhaps more immediately applicable to the problems confronting
the United Nations is the experience of many others among
them which have experimented with limited government inter-
vention, especially in the field of employment. Denmark and
Sweden, Australia and New Zealand, Belgium and France, as well
as the United States, have all had such experience. In some of them
Socialist Governments have held office for long periods. In all of

! "The orthodox answer is to blame it on the workingman for working too
little and getting too much. . , On the contrary, the explanation can be found
for certain in another direction. For we know as a fact that the value of sterling
money abroad has been raised by 10 per cent., whilst its purchasing power over
British labour is unchanged. This alteration in the external value of sterling
money has been the deliberate act of the British Cabinet and the Chancellor of
the Exchequer, and the present troubles of our export industries are the inevitable
and predictable consequences of it." (J. M. KEYNES: The Economic Consequences
of Sterling Parity, New York, 1925, pp. 5 et seq.); and again, " The plight of the coal
miners is the first, but not—unless we are very lucky—the last of the economic
consequences of sterling parity" (ibid., p. 23). )

2 Report on Investigation in the Coalfield of South Wales and Monmouth. Cmd.
3272, 1929.
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them the central control of monetary policy has been nationalised
and in all of them social security legislation has won its way.

It is not surprising to find, therefore, that there is a distinct
shift in the objectives of post-war planning, and still more in-the
methods proposed to achieve those objectives. There is, for example,
a notable emphasis in the pronouncements of organised labour upon
the necessity of "planning" and much more attack upon "the un-
planned competitive world of the inter-war years". There is a
considerable body of business opinion which would go a long way
in agreeing with the necessity for the maintenance of the wartime
economic controls at least over a transitional period. While there
will clearly be a sharp divergence of opinion as to the wisdom or
possibility of building these controls into "planned production for
community use", there may well be substantial agreement between
management, labour and government in regard to the necessity
of such controls in the immediate post-war period.

There is moreover widespread agreement on the objectives of
economic and social policy. The "improved living standards,
economic adjustment and social security" referred to in the Atlantic
Charter are common aims, and there is a general recognition that
"the fullest collaboration between al nations in the economic
field" will be essential to this achievement. There is general agree-
ment also as to the desirability of avoiding mass unemployment.

It is clearly desirable that the problems raised by such state-
ments as the Atlantic Charter and the more detailed programmes
put forward in different countries should be carefully examined.
Agreement on broad objectives does not necessarily entail agree-
ment on methods, yet decisions are already being taken and policies
are now being shaped that will go far to determine the framework of
institutional organisation within which economic and social policy
must proceed for the future. A great deal is being expected, if not
demanded, by the peoples and much has in fact been promised, at
least by implication, by political leaders of the United Nations. The
frustration and disillusion that followed the much more modest
promises of the last war are a very recent memory. It would be
living in a fool's paradise to encourage hopes of a brave new world
without serious effort to analyse the implications of those hopes
and to examine the mechanisms necessary for their achievement.

This is al the more necessary since the essence of the whole
problem lies not in the statement of formulas or even in the creation
of institutional arrangements, but in the actual operation and
management of such institutions as may be created. Planning
is an attractive word, but much depends upon who does the plan-
ning and for what purposes. One of the greatest risks always to
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be run in a democratic society is the risk that the machinery of
government will fall into the hands of organised and compact vocal
groups representing minority interests. The more complicated the
machinery and the more ambitious the tasks set for it, the greater
becomes the risk. The ordinary citizen finds difficulty in compre-
hending the long-run and often hidden implications of technical
policy decisions, and even in following the workings of ‘the machin-
ery. Democratic planning calls for a distribution of civic respon-
sibilities and a continuous application of social controls that cannot
be improvised. Many of the programmes now being advocated
call for a considerable extension of public activity and public
control over individual economic activity. Who will direct that
activity and exercise that control? If such programmes are adopted,
how can they be safeguarded against exploitation by privileged and
powerful minorities against the public interest?



1. OBJECTIVES OF POST-WAR PLANNING

In the fallowing sections it is assumed that generd acceptance
has been gained far five mgor objectives of post-war preparation
and planning. These are higher standards of living, full employment,
socid security, economic development and international economic
collaboration. Acceptance of these objectives does not imply
acceptance of any particular methods advocated for their achieve-
ment. Before the inevitable debate on the desrability of part-
icular methods can be fruitful, however, it isnecessary to clarify
and odfine the objectives on which there is broad generd
agreement.

We live in aworld which is rapidly being knit into dose neigh-
bourhood by the increasing spesd and frequency of communiceation.
News is dffussd dmog instantaneoudy and far more adequately
than ever before. Individuas can travel rapidly to the mogt distant
parts of the globe, and more and more do so. Goods are not trans-
ported 0 readily; but nev methods of transportation are being
developed, and in the light of historical experience it ssems highly
improbable that economic isolation can be maintained once the
advantages to be gained by trading become generdly known. The
commerce of idess was never more active than it is now, and there
are bound to be radica changesin economic organisation, involving
closer economic collaboration between the world's peoples. 1t is
againg this background that plans for higher living standards, full
employment and socid security must be consdered.  Necessarily
such plansarenationd in character. Thereisno world government
through which they can be achieved. Nationd governments
must undertake this responsbility. But in doing so they must take
account of the international repercussons of their actions and
policies.

International economic relations in the past have rested upon
the assumption that compstitive forces focussad by, and acting
through, stable exchange rates would bring about an equilibrium
of market prices. Aslong asthe international gald standard worked
effectively this assumption was vindicated. As Soon as economic
forces in any country moved in such a way as to disturb the price
equilibrium with other countries, gold moved into or out of the
banking reserves. This gdd movement was interpreted as a sgnd
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calling for corrective measures to restore equilibrium. As long as
the disturbances were not great and there was general acceptance
of the necessity for correcting them, exchanges were kept stable
and the world market was kept in shifting but effective equilibrium
by this means.

This system promoted and in turn was made workable by a
great development of international investment and trade. It was
responsible for the remarkable growth of economic interdependence
in the latter part of the nineteenth century. Its effective functioning,
however, demanded flexibility of national price structures and
continuous adaptation of costs, including wages, to the fluctuating
conditions of the world market.

After the war of 1914-18 the economic disequilibria between
national communities proved to be too great, and the resistances
to adaptation too strong, for the restored gold standard to be effect-
ive. The disequilibria were caused largely by the distortion of inter-
national specialisation during the war. They will be much greater
at the close of the present war.

The resistances to adaptation grew partly out of changes in
the technical methods of industrial production. Instead of com-
petitive small unitstoo numerous and too equal in bargaining power
for any group to dominate the market, manufacturing establish-
ments tended to grow in size. There was a strong tendency towards
monopoly, monopolistic competition and cartel agreements. The
very nature of the new machine methods tended to make overhead
costs a more important factor in total costs and therefore to make
prices less flexible. The smaller number of large units or the pre-
ponderance of their power in the market led to imperfect competi-
tion, price leadership or other approximations to a monopolised
market. Industrial production tended to become more efficient but
less flexible.

In part, however, the lessened flexibility of prices, and therefore
the greater resistance to adaptation as international circumstances
demanded, grew out of a developing concern with the security of
the wage earner. Trade unions became more powerful and were
able to insist upon shop practices and stable wage rates. Unemploy-
ment insurance and other measures of social security, beneficia
as they were in other respects, tended to stiffen these rigidities.

In default of international collaboration to sustain employment,
the national governments were presented in the great depression
with a choice of preserving external equilibrium at the cost of
inflicting harsh adjustments upon their domestic producers, or of
resorting to domestic policies designed to sustain employment even
at the cost of partial isolation from the world market. Invariably
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they chose the latter. This was an inevitable choice since ho demo-
cratic government could have continued in power which refused
to use all its resources to combat the prevalent distress arising
from widespread unemployment. Since no effective machinery
existed for parallel action, co-ordinated by international agreement,
the governments were forced to act independently. The result
was a comiplete collapse of international equilibrium markéd by
violent price deflation, disordered exchanges, a severe decline of
international trade, and wholesale default on foreign investments.

In such circumstances national action is inevitably restrictive
rather than expansive, and the experience of restrictive economic
nationalism in the decade preceding the present war has proved
that independent national action is incapable of solving the econo-
mic problems with which the modern world is confronted. It leads
to regimentation of employment, production and trade. Politically
it is highly dangerous since regimentation offers the best possible
opportunity for militarist seizures of power.

Since competitive equilibrium cannot be restored without
changing the structure of modern industry and at the same time
abandoning much recent progress towards social betterment, and
since independent national action has proved to be restrictive and
ineffective, there remains only the alternative of attempting par-
allel national action co-ordinated by international consultation.
It is not the purpose of the present study to suggest the institu-
tions through which this consultation should take place, but it is
perhaps not out of place to remark that the International Labour
Organisation, which is one of the few international agencies already
in effective operation, will have a major role to play. This study
is an attempt to outline the broad principles on which parallel
national action, co-ordinated by international consultation, may
be organised. It sets forth an attempt to combine national policies
aiming at broad objectives of social policy with international
stability and expansion of international trade and investment.
Such a combination cannot be effected unless the objectives to be
aimed at are clearly defined and agreed upon.

A. FULL EMPLOYMENT

The phrase "full employment” and the economic theories con-
nected with it in the popular mind have gained wide acceptance
in recent years. As used by economists the phrase refers not to
labour employment alone, but to the employment of al the factors
of production. Indeed much of the theory depends upon the argu-
ment that savings accumulate in the form of unused balances of
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credit beyond the outlets for them in productive investment.
Analysis of the working of the individual firm has shown that in
the monopolistic conditions of modern industrial societies the
combination of the factors of production which is most profitable
to thosewho control investment decisions may well deviate from the
technical and social optimum. In order to bring about a higher
level of employment and a better combination of the factors of pro-
duction, it isargued that government intervention may be neces-
sary, to open up new avenues of investment, to redistribute income
or to break through pricerigidities. Free competition, it is believed,
is no longer able to bring this about.

The word employment, however, has come in our industrial age
to be associated so closely with the employment of labour that the
phrase "full employment" inevitably tends to concentrate atten-
tion on jobs as such rather than on the need for ensuring the
fullest and most productive use of all the various types of labour
and other resources. The subtle and intricate theorising which
is postulated upon defined assumptions tends to be crystallised
into slogans. What begins as economic analysis of the conditions
in which the optimum use can be made of available materials,
capital and labour is apt to end up, therefore, as a programme
of work creation. It must be borne in mind, however, that in the
past positive policies to combat unemployment have been almost
exclusively anti-depression measures. Sweden is one of the very
few countries which have followed any long-term policy aimed
at full employment of resources.

There is no denying the importance of the concept of full em-
ployment, even though its meaning tends to be narrowed. All over
the world, on fighting fronts and in war factories, men and women,
when they think of the future, wonder whether there will be jobs
for them when the war ends. They remember what happened after
the last war. They recall still more vividly the mass of long-term
unemployment just over a decade ago in the great depression of the
early 'thirties. It is politically, as well as economically, important,
therefore, to plan for the most active possible productivity when
the war ends, if only because of the great desirability of keeping
labour unemployment within the narrowest possible limits. But
this does not mean that at the most effective level of economic
organisation there will be no unemployment at all. On the con-
trary, it is probable that this level cannot be reached if the pro-

! " The acuteness and peculiarity of our problem arises . . . out of the poss-
bility that the averagerate of interést which will allow a reasonable averagelevel
of employment is one so unacceptable to wealth owners that it cannot readll
be established merd Emanlpulatln the quantltKAof money." (J.M. KEYNE
11'513e6§;eneraglo'g1eory of Employment, I'nterest, and oney(London and New York

pp
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vision of jobs, instead of being regarded as one of several prime
objectives, becomes the sole criterion of organisation. This pro-
bability will become a certainty if work provision takes the form
of freezing existing jobs so that mobility is restricted and new
avenues of expanding employment are thereby hampered in their
development. There is some need to emphasise the fact that em-
ployment is not an end in itself, except as it satisfies the worker's
need to fee himself an effective and useful member of the com-
munity but is a means to,the production of goods and services.
The fact that employment has come to be regarded as a social
objective and unemployment is felt to be a major social evil is
indicative of the precarious instability of our economic system.

There is more employment of labour, and indeed of all the
factors of production, at the present moment than there has been
since the last war. It is easy to conclude that the only purpose
into which our nationally-organised world is willing to throw all
its energy and resources is that of destruction. As war proceeds,
shortages and bottlenecks begin to occur. Among them, shortages
of manpower are the most serious and in the long run are probably:
decisive for victory or defeat.

The United States, which was the last of the great powersto
be involved in direct hostilities, had reduced its unemployment
in the period of pre-belligerency from 9.3 million in July 1940 to
3.8 million in December 1941. By September 1943 the figure had
fallen to 0.8 million.* In other countries the drain on manpower
is even more pronounced. By the beginning of 1943 the manpower
shortage in Germany had become so acute that an estimated 6.5
million foreign workers had been transferred from occupied Europe
to feed the German war machine? The potential supply of slave
labour has recently been increased by conscription decrees in
France, Czechoslovakia and Greece. Full employment of labour
has been achieved in' these and other warring countries. In fact
it is perhaps the major tragedy of our generation that only in war
or in the preparation for war has it been achieved or even
approached.

The experience of wartime full employment, however, only
emphasises the major obstacle to the achievement of a high level
of employment after the end of hostilities. That difficulty is not
so much one of technique as of agreement on purpose. The purpose
of a war economy is agreed upon by all social groups and classes;

! U.S. DEPT. OF COMMERCE, BUREAU OF FOREIGN AND DOMESTIC COMMERCE:
Surveyof Current Business, Nov. 1943, p. S8.
2 INTERNATIONAL LABOUR OFFICE: The Displacement of Population in Europe
bR;I Eugene M. KULISCHER, Studies and Reports, Series O (Migration) No. 8
ontreal 1943), p. 160.
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the aims of a peace economy are not so agreed. And unless a rather
wide area of agreement on social purposes between social groups
and classes can be achieved the quest for full employment at the
close of the war will be vain.

One more preliminary observation may be made at this point.
Examination of unemployment statistics in industrial countries
reveals that by far the highest unemployment rates are to be found
among unskilled manual workers. The percentage of unemployed
fals steadily as we pass from the unskilled workers through the
various social groups of the occupied population to owners, mana-
gers and to the professions." The problem of mass unemployment
is to avery great extent a problem of the wage-earning group, and
particularly of unskilled labour. Differences in census classifications
render international occupational comparisons hazardous, but
there is no doubt that in most countries wage earners make up well
over half the occupied population.?

Almost 60 per cent, of the occupied population in the United
States in 1930 and over. 70 per cent, in England and Wales in 1931
were numbered in what might be termed the working-class group.
About 30 per cent, in both countrieswere unskilled labourers. Wage
earners, about half of whom are unskilled, are numerically the most
important single group in the total population of a modern in-
dustrial State.®> They constitute the lowest income groups of the
population, least able to withstand any loss of income, and most
affected by fluctuations in the level of economic activity and em-
ployment.

! (é‘,fo.f?olin CLARK: The Conditions of Economic Progress (London, 1940),

In recent years the relative numbers of the professonal and lower salaried
roups in industrial countries have increased rapidly while those of farmers and
arm workers have declined so that the proportion of wage earners has remained

rathe{ stab£88and, in the United States, haseven tended tofall. Cf. Colin CLARK,
op. cit., p. 208.
3 Cf. INTERNATIONAL LABOUR OFFICE: Year Book of Labour Statistics, 1942
%_Montreal, 1943), " Structure of the Gainfully Occupied Population”, pp. 6-18.
hanks to the industry of Mr. Clark comparable figures are available for the
United States and England and Wales and these are reproduced in part below:

PERCENTAGE DISTRIBUTION OF SOCIO-ECONOMIC GROUPS IN THE OCCUPIED
POPULATION OF THE UNITED STATES (1930) AND ENGLAND AND WALES (1931)

U.S.A. Engfland and
(1930) Wales (1931)

(a) Professional 6.0 4.4
b) Owners, managers and officials 19.8 10.3
c) Clerksand kindred workers 16.3 13.9
Skilled workers 12.9 16.4

e Semi-skilled workers 16.3 22.4
Unskilled 28.7 32.7
100.0 100.1

Workers: (d) and (e) and (/) 57.9 715
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The concentration of the problem of unemployment upon this
substantial community group, of mainly unskilled industrial wage
earners, is a modern phenomenon, the outgrowth of the factory
system. Idleness and slack time are and have always been charac-
teristic of all social groups in depression and are by no means con-
fined to highly industrialised nations. But in a highly industrialised
community the wage earners are divorced from any means of sub-
sistence except what they can buy with the wages of their labour.
They are, moreover, organised and politically vocal. Other com-
munity groups—farmers, professional men, small enterprisers and
craftsmen—suffer from lower prices and less demand, but they
usually have a wider margin between them and starvation. They
have as great a stake, however, in the organising of a productive
and stable economy as have wage earners. Their demands and their
share of production are important also in the total economic effort.
It is therefore prima facie unlikely that full employment, even of
60 per cent, of the working community, can be the sole test of effi-
cient organisation. Efficient utilisation of productive resources,
including human energy, must be the test of policy.

When the causes of industrial unemployment are examined this
becomes clearer still. Economic analysis usually classifies these
causes with respect to time and to function, though these classifi-
cations necessarily overlap. Short-period unemployment may arise
from frictional or seasonal causes. Long-period unemployment is
usually due to a profound change in the structure of industry or to
a deep economic depression. It isobviousenough that these analyt-
ical categories cannot be sharply defined in real life; but they are
helpful in gaining an understanding of the complexity of the prob-
lem. Examples may perhaps suffice by way of definition. The
employment lost in changing from one job to another is frictional;
the building industry is subject to severe seasonal fluctuations of
employment largely because of weather conditions; structural
unemployment occurs mainly because of technical changes which
cause shifts in the location of industries; cyclical unemployment is
usually common to most industries and most countries and is the
result of a breakdown in price relationships impeding the exchange
of goods and services.

It will be obvious that each of these types of unemployment
not only shades into the others; but each cause is influenced by the
existence of the others. Thusin a great depression when unemploy-
ment is general, all the other types of unemployment are accentu-
ated. Indeed the structural changes in industry usually come to a
head in a series of violent paroxysmsor cyclical depressions. In the
same way frictional unemployment becomes worse when effective
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demand is low. On the other hand any substantial cause of immo-
bility in the factors of production, and especially labour, is apt to
worsen both structural and cyclical unemployment. It should also
be noted that a specially difficult problem confronts most agricul-
tural countries since not only farming but the industries built upon
it are subject to seasonal pressure. .

In attempting to define "full employment' as an objective in
post-war planning, and in doing so to take account of the necessity
for securing the fullest possible employment of all the factors of
production, and of all classes of the community, it is clear that
certain kinds of unemployment are probably inevitable and per-
fectly compatible with the broad objective of maximum productiv-
ity from the optimum use of the factors of production. There must
be increased "frictional" unemployment in the demobilisation and
reconversion period. Seasonal unemployment will persist. These
can, and should, be taken care of by other means, notably by
improved social security legislation.

What is incompatible with the objective of full employment
defined in realistic and practical terms, is that the readjustment
of international specialisation, and all the structural readjustments
involved in reconverting from war to peace production, shall be
allowed to cause widespread and prolonged unemployment in a
series of destructive depressions which add to the inevitable fric-
tional displacements of labour a large amount of general cyclical
unemployment.

In the immediate post-war period, therefore, the attainment of
"full employment'" implies a positive programme of reconversion
involving tremendous changes in production equipment within
national communities and considerable shifts also in the inter-
national exchanges between those communities. Such a programme
cannot eliminate seasonal unemployment. It may even aggravate
frictional unemployment for a time as industry is retooled, inter-
national trade reorganised and labour transferred to new employ-
ment opportunities. Such a programme indeed is incompatible with
the freezing of present employment. In endeavouring to avoid
prolonged structural and cyclical unemployment, it must strive
for increased mobility of labour.

A positive programme of conversion from war to peace produc-
tion, concerted on an international scale, must necessarily attempt
to mitigate, and as far as possible eliminate, the fluctuations of
employment that are characteristic of cyclical swings in economic
activity. The cumulative deflation which always accompanies
cyclical depressions has in the past greatly increased the unem-
ployment and other human costs involved in structural reorganisa-
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tion. The latest example of this exaggeration of unemployment
may be recalled briefly. Even in 1929, at the height of the boom,
there were a million unemployed in Britain, two million in Germany
and nearly three million in the United States! The total unem-
ployed in those countries for which statistics are available was
about ten million. Part of this was the so-called "hard core" of
persistent long-term unemployment. Unless this "hard core",
which persists even in boom periods, is to be accepted as an un-
pleasant permanent feature of the modern capitalist economy,
it must be regarded as largely a legacy of structural maladjust-
ments never remedied in the period between the wars.

It should be emphasised, however, that the ten million out of
work in 1929 had become thirty million at the depth of the depres-
sion in 1932. It is this vast increase in unemployment as a result
of the spiral of cyclical deflation that represents the most dangerous
risk to be confronted in the adjustments that must necessarily
follow the distortion of production in a great war.

A post-war programme seeking to maintain a high level of
economic activity should be so designed as to guard against this
risk. If complete mobility could be assumed, full employment
would be reached in all industries at the same time. Actual scarcity
of labour would then arise, there would no longer be any down-
ward pressure on money wages, and employers, as well as em-
ployees, would add to the pressure for higher wages. |f some check
did not operate on this pressure an inflationary spiral would start.
At this point, however, the stock of money available for invest-
ment would decline, thus causing a rise in interest rates which
would operate to check further investment and thus to reduce the
demand for labour and relieve the pressure for higher wages.

In the real world, where very considerable immobility of factors
prevails, "full employment” is not reached in all industries at the
same time. "Bottlenecks' appear in some industries, and some
money wages (and prices) tend to rise rapidly (and cumulatively),
before "full employment" is reached in the economy as a whole.?
The critical point beyond which an increase in the demand for
labour leads not to an increase in employment or real wages but
to instability and inflation, is thus reached sooner in the real world
than it would be in a state of perfect mobility. In pursuing the
objective of full employment the authorities responsible for econo-
mic policy must therefore allow for the imperfect mobility of human

! In 1937 at the peak of the recovery from the great depression there werefrom
oneand aquarter tooneand a half million wholly unemployed in Great Britain
and_about seven million in the United States.

2 Cf, Joan ROBINSON: Essaysin the Theory of Employment (New York, 1937),
"The Mobility of Labour", pp. 40-60.
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beings and other factors of production and must aim, not at the
point which would constitute the optimum in a world of perfect
competition, but at the highest level of employment which is com-
patible with reasonable stability.

B. SOCIAL SECURITY

The argument of the preceding section is based upon the assump-
tion that the displacement of labour may be considerable in the
process of reconversion from war to peace production. In aiming
at the most efficient utilisation of labour and natural resources, so
as to achieve a stable and enduring prosperity, an effort must be
made to achieve the maximum degree of labour mobility. To seek
"full employment" by protecting workers in their wartime jobs
would be to invite certain defeat of the ultimate objective. There
may well be great political pressure to prevent workers from being
thrown out of employment by shiftsin production or trade, particu-
larly international trade, which are essential to the achievement of
a new equilibrium. Such pressure will be increased by reluctance
to scrap capital equipment and to destroy property values that are
likely to prove redundant if exposed to competitive production.

Most of the restrictive government intervention of the inter-
war years was, in fact though not in name, a protection of vested
interests that had become unable to meet the tests of competitive
efficiency, rather than a protection of employment. A clear line
needs to be drawn between human rights and property rights.
Thereisa good case, on grounds of efficiency, for exposing property
rightsto the acid test of competition. Thereisan equally good case,
also on grounds of efficiency, for protecting the individual human
being from the consequences of economic misfortune beyond his
control. This is the case for social security. It is economically
profitable for a community to safeguard its members against the
harsh consequences that result from the death of a breadwinner,
industrial accidents, old age, or prolonged unemployment. This is
particularly true in a period of rapid economic change and adjust-
ment such asis likely to come at the close of a great war.

The idea of social security is by no means new. Extensive
schemes of social insurance have long existed in many countries.
They have not always been prompted by the same motives. Fear
of revolution and anarchy led William Pitt in 1796 to propose a
system of compulsory national insurance’; the threat of a militant

! Cited by John Chamberlain in the New York Times, 31 Dec. 1942, p. 13.
"In 1796, when England was digging in for two decades of warfare against Napo-
leon, Prime Miniser William Pitt advocated a system of compulsory national
insurance, farnilly_>iallowanca for children and free technical education. 'With

reform’, so Mr. Pitt declared, 'you disarm the Jacobins of their most dangerous
weapons ."
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labour movement played an important part in prompting Bismarck
in 1871 to inaugurate the first plan for social insurance in Europe.
But such motives, many of which still operate, are not the driving
force behind the contemporary movement to secure for each indi-
vidual in the community an assured minimum of material subsis-
tence. The power behind this movement is the popular will to assure
minimum subsistence as a right of citizenship.

Recent manifestations of this will have appeared in various
countries and several government reports have been published.!
Naturally these differ both in scope and in methods but the main
trend of development is similar in all countries. The character
and direction of this trend can perhaps best be seen from a brief
summary of recent events in Great Britain.

In wartime Britain, with imports of food and materials cut to
the bone and limited to those goods essential for the prosecution
of the war, and with production of civilian supplies drastically
restricted, the idea of a "National Minimum" of food, clothing and
shelter for each individual citizen was readily accepted. In a war
of machines the production army has grown vastly in importance,
far outstripping the numbers of military personnel. At the same
time the bombing plane has extended the front lines of battle into
the very homes of the civilians who produce the engines of war.
Keeping this great civilian army fit for efficient war service was,
and is, a primary military necessity. As the war dragged on from
year to year, and as participation in the common effort and in the
common sacrifice drew the community closer together, the idea of
making this "National Minimum" a permanent and integral part
of the British social system caught and held the popular imagin-
ation.?

In June 1941 an Inter-Departmental Committee on Social
Insurance and Allied Services was set up under the chairmanship of
Sir William Beveridge, to survey "existing national schemes of

! Cf. Report on Social Security for Canada, prepared by Dr. Leonard C. MARSH
for the Advisory Committee on Reconstruction, and “presented to the House
of Commons Special Committee on Social Security, 16 March 1943. For Great
Britain df. Social I nsuranceand Allied Services, Report by Sr William BEVERIDGE,
Cmd. 6404, 6405_(ILondon H.M. Sationery Office 1942, American_edition:
New York, Macmillan Company, 1942). In the United States, cf. NATIONAL
RESOURCES PLANNING BOARD: Security, Work, and Relief Policies (Washington,
U.S. Government Prlntlnglg Office, 1942). " For _a review of the evolution of the
idea of social security, seeINTERNATIONAL LABOUR OFFICE: Approachesto Social
Security:  An International Survey (Montreal, 1942). Note the resolution—
reproduced as an appendix—of the Second Labour Conference of American
States Members of the International Labour Organisation on theaims and func-
tions of social insurance.

For extended discussion of the idea, cf.,, for example, the columns of the
Economist and an article by itseditor, Geoffrey CROWTHER: "Where DoWe Go
from Here?', in Fortune, Oct. 1941.
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social insurance and allied services, including workmen's compen-
sation, and to make recommendations’. Since all the members of
the Committee, except Sir William, were civil servants, responsi-
bility for making recommendations was left to him alone. The
results of thisinvestigation were published in November 1942,

Extensive social studies of various industrial areas in the
British Isles were used in the preparation of the report. These
showed that in from 75 to 82 per cent, of the cases examined in
different areas, want was a consequence of loss or interruption of
earning power. In the remaining cases it was found to be due to
failure to relate earning power to the size of the family. The report
therefore concludes that abolition of want calls both for a compre-
hensive system of social insurance and for some redistribution of
income to meet family needs. Social security is accordingly defined
in the following terms: "the securing of an income to take the place
of earnings when they are interrupted by unemployment, sickness
or accident, to provide for retirement through age, to provide
against loss of support by the death of another person and to meet
exceptional expenditures, such as those connected with birth,
death and marriage. Primarily social security means security of
income up to a minimum, but the provision of an income should be
associated with treatment designed to bring the interruption of
earnings to an end as soon as possible"* In this definition, it may
be noted, the concept of social security includes family allowances
and health? and rehabilitation services as well as provision for the
aged and for the very young.

The particular plan which Sir William Beveridge has suggested
is based upon existing social security legislation and upon the
survey of actual needs in Britain. Neither the forms of adminis-
tration nor the suggested amounts of contributions and payments
are necessarily applicable to other countries. No analysis of either
is attempted here since what is under consideration at this point
is the definition of social security rather than the means of assuring
it in specific areas. There are, however, three respects in which the
Beveridge proposals draw attention to important aspects of social
security which cannot be omitted in any realistic definition.

Thefirst of these is to be found in the emphasis placed through-
out the report upon the necessity for some redistribution of real

! Sr William BEVERIDGE, op. cit, p. 120. ) )
"1t has been estimated that in the United States on the basis of a peacetime
labour force, about 400,000,000 mandays are lost annually from disabilities of
all types, at an economic cost of $10 billion. In 1940 this loss of working time
was fifty times greater than the time lost as a result of strikes and lockouts.
I;ATtIPNALG(I)?ESOURCES PLANNING BOARD: National Resources Development, 1943,
art 1, p. 60.
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income. The proposals do not consist merely in measures of insur-
ance designed to guarantee to each industrial worker a minimum
standard of subsistence such as he might obtain if he were employed
without interruption. They include payments such, for example,
as family allowances, the provision of school meals, widows and
orphans and old-age pensions, which constitute definite transfers
of real income from the taxpayersto the recipients. Such payments
are a logical extension of educational, health and other services
provided freely to the public and paid for out of general taxation.
Moreover the various insurance schemes themselves are generally
subsidised by the State out of general taxation, and part of the
contributions is paid by the employers, so that as a rule less than
half the cost is borne by the worker directly. Social insurance
is therefore not merely a spreading of risks based on actuarial
calculations; it is also a means of redistributing real income.

Following the pattern of the pioneer social security legislation
enacted in New Zealand in 1938, the Beveridge plan definitely
accepts the necessity for guaranteeing a minimum standard of sub-
sistence to every member of the community, a necessity which
involves a larger measure of income redistribution than has hitherto
been practised in Great Britain. If thisnecessity is finally accepted,
voluntary thrift will become a means wher eby individuals may hope
to rise above, rather than reach, their minimum standards of sub-
sistence.

The second respect in which the Beveridge proposals draw
attention to an essential element in social security is to be found
in the repeated insistence upon their correlation with measures to
avoid mass unemployment. The calculations upon which proposed
contributions and benefits are based do, indeed, assume an average
volume of unemployment (8% per cent.) which may seem at first
glance to be inconsistent with the objective of "full employment”.
In the probable circumstances of Britain in the immediate post-war
period, however, this does not seem to be an unduly pessimistic
assumption. The fact that such an assumption must be made
emphasises the importance of the considerations set forth in the
preceding section of this study.

Nevertheless, Sir William Beveridge also assumes, and his
whole report is based upon the assumption, that positive policies
will be adopted aiming at "not indeed, absolute certainty of work,
but a reasonable chance of productive employment”. The report
makes specific reference in this connection to "an announced deter-
mination to use the powers of the State to whatever extent may
prove necessary". This reference may well be interpreted as mean-
ing the provision of employment by direct State action in the form
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of public works; but it is vague enough to be interpreted merely as
action to ensure that employment shall be available.*

Whatever may turn out to be the best methods of ensuring
maximum employment, there is no doubt of the essential depen-
dence of any scheme of social security upon the productive efficiency
of the national economy as awhole. Prolonged mass unemployment
will wreck the actuarial soundness of contributory insurance schemes
and involve relief expenditures on such a scale as either to endanger
the continuance of the social services or to force drastic changes
in the whole economic system. It is as a supplement to, rather than
a substitute for, active employment that social security must be
envisaged. By and large private employment is not only more
likely to be productive than relief works, it also yields revenue to
the State instead of increasing the public debt. Indeed it seems
obvious that the greater the degree to which employment can be
provided by taxable enterprise, and the lessresort there must be
to relief works, the more chance there will be of establishing social
security schemes upon a workable and continuing basis.

The third point raised by the practical proposals of the Beve-
ridge report concerns the effect of guaranteed social security upon
the incentives to productive activity as a means of assuring per-
sonal independence. Sir William Beveridge is clearly conscious of
this issue. 'The plan", he writes, "is not one for giving to every-
body something for nothing and without trouble, or something
that will free the recipients forever thereafter from personal res-
ponsibilities. The plan is one to secure income for subsistence on
condition of service and contribution and in order to make and keep
men fit for service.”? As he writes in another part of his report:
"The State in organising security, should not stifle incentive,
opportunity, responsibility; in establishing a national minimum,
it should leave room and encouragement for voluntary action by
each individual to provide more than that minimum for himself
andhisfamily."3Itisperhapsinevitablethat any proposal for social security
should evoke fears of demoralisation associated with the spectral
memory of the Poor Laws. There are those in the United States,
also, who point out that long-continued relief was not followed

~ 1"Income security which is all that can be given by social insurance is so
inadequate a provison for human happiness that to put it forward by itsdf as a
sole or principal measure of recongtruction hardly seems worth doing. 1t should
be accompanied by an announced determination to use the powers of the State
to whatever extent may prove necessary to ensure for all, not indeed absolute
certainty of work, but a reasonable chance of productive employment." Sr
Willé'am.BEVERIDGE: op. cit., p. 163.
5 1bid., p. 170.
Ibid., pp. 6-7.
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after the great depression by a revival of individual initiative on
the part of some recipients of relief. 1t may perhaps be argued that
this sapping of initiative and self-reliance is traceable to individual
frailty or to the demoralisation resulting from months if not years
of hopeless pessimism and unemployment, rather than to the pro-
vision of a meagre subsistence.

Wherever the truth may lie in particular cases, it is obvious
that social security schemes must endeavour to reinforce rather
than sap initiative. For this reason retraining and rehabilitation,
increasing both efficiency and mobility, must form part of any
effective programme. In the long run social security can be effect-
ively achieved only if the guaranteed minimum is less attractive
than the level of living offered by active employment. Security
is not to be achieved by stagnation.

In the post-war world there must be anticipated not only great
readjustments to the changed patterns of international special-
isation, but the possibility of revolutionary new methods of pro-
duction. Scientific research is only at the threshold of its industrial
applications. Instability of employment may be increased for a
time, so that there will ‘be greater need for tiding individuals over
transitional difficulties and at the same time assisting them to find
new avenues of useful service to the community.

But it would be folly in such circumstances, and harmful to
the interests of those who are protected, if the measures taken to
protect them from passing hardship should prevent or even hinder
them from taking full advantage of the opportunities of new em-
ployment that might be provided by the quickest and most com-
plete utilisation of the changed techniques made possible by scien-
tific discoveries.

C. ECONOMIC DEVELOPMENT

The economic relations between industrially developed coun-
tries and those whose economic equipment has not kept pace with
modern scientific achievements have been changing rapidly in
recent years. Politically there hasbeen a marked growth of national
sentiment both in colonial areas and in those where economic pene-
tration had resulted in limiting national independence. New and
vigorous life is stirring in national communities that had seemed
apathetic. Colonies have claimed autonomy; States have thrown
off unequal treaty obligations.

On the economic side there has been equal vigour. Most of
the dependent or semi-dependent countries have been both poor and
inefficiently organised, though many of them have potential resour-



24 INTERNATIONAL ECONOMIC ORGANISATION

ces capable of development. Even where national independence
has been unquestioned, economic enterprise has often been lacking.

The fact is too often forgotten that the foreign investment,
trading enterprises and migrations that created the nineteenth cen-
tury trading system were dominantly. directed from northern and
western Europe. The industrial applications of new scientific dis-
coveries, and notably the use of new sources of mechariical energy
in production and transport, gave the pioneers of their development
overwhelming advantages in economic activity and in military and
naval strength. Britain led in this industrial revolution and in the
revolutions of commercial and banking practice which accompanied
it; but other countries in the north and west of Europe followed
close behind. One result was a rapid increase of population which
in turn led to vast migrations that occupied the thinly populated
grasslands of the temperate zone. In these new settlements popu-
lation grew even faster than in the countries of emigration. In them,
too, mechanical methods of production and transport were pushed
to more effective development.

Where old-established populations were too numerous or tena-
cious to be pushed aside, or where conditions were not favourable
to large-scale settlement, economic penetration took place. In
some instances, asin India, thisled to the establishment of colonial
government. In other cases, as in China, lodgments of trading
enterprise and investment were effected which often secured excep-
tional privileges from weak national governments. In still others,
asin many Latin American countries, foreign traders and investors
established economic dominance and political influence.

Whatever the political arrangements, economic development
was determined mainly by investment decisions taken in the
dominant industrial countries and primarily for the promotion of
their trading interests. This fact is graphically illustrated by the
location of the trading towns on the sea coasts of the less developed
countries and by the transport systems connecting those towns with
the resources of the interior. The network of world trade that was
woven in the nineteenth century was centred upon northern and
western Europe.

In the years between the wars, however, the economic domin-
ance of this region proved to have been seriously weakened. There
was no longer available a stream of capital investment and a parallel
stream of migration outward to the regions of undeveloped natural
resources. Population increase had slowed up and the pools of
potential emigration were smaller. The old centres of industrial
energy seemed to have exhausted, at least temporarily, the im-
pulses that had promoted their great expansion. Continuous
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supplies of new savings were no longer being added to the capital
fund. Indeed ownership of much former investment had passed
from European and particularly from British hands in the war
of 1914. The wastage of capital resources that resulted not so
much from the actual destruction of the war as from the economic
demoralisation that followed, drew much new capital into re-
construction of formerly developed areas. The accumulation of
new savings diminished as income was redistributed to meet the
new levels of living demanded after the war.

On the other hand, in many hitherto backward areas, the war
period had witnessed an acceleration of industrial development
together with a growth of nationalism. The former interchange of
raw materials and foodstuffs against manufactured goods and capital
equipment which was an important part, but by no means the
larger part, of pre-war international trade was difficult to restore.
The network of world trade was not easy to re weave.

When the first effort to restore the pre-war international econo-
mic system broke down in the great depression of 1929-32, there
was actually a marked involution. The currents of migration were
reversed. Labourers returned from the British Dominions to
Britain, from Indonesia to China, from South America to conti-
nental Europe. There was a similar reversal of capital movements
from debtor to creditor countries.

In all these changes the situation of Britain was crucial. London
had not only been a collecting and distributing centre for the world's
capital resources, but had become the clearing and regulating
centre for the whole world system of trade and investment. Britain's
resources were seriously strained by the war of 1914-18 and the
functioning of her monetary system was further handicapped by
the stabilisation of sterling in 1925 at the pre-war parity. From
that time until the attempt to sustain this parity was abandoned
in the autumn of 1931, the British balance of payments was almost
continuously strained, British exports were hampered by the
necessity of getting costs down to a competitive level on world
markets and large numbers of British workers were victims of
unemployment. There is some reason to believe that an adverse
balance of payments was covered by failure to replenish past capital
investments and even by some withdrawal of them. The suspen-
sion of specie payments in Britain in September 1931 marked the
collapse of the restored gold standard.

It should be said that if little new economic development had
been possible in these years, much had been accomplished parti-

1 Cf. Albert O. HIRSCHMAN: " The Commodity Structure of World Trade",
in Quarterly Journal of Economics, Vol. LVII, pp. 565-595.
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cularly in regard to European reconstruction. The collapse of the
gold standard mechanism, it is true, brought much of that recon-
struction down with it; but the causes of the breakdown lie deeper
than a failure of monetary mechanisms. It is significant that the
first symptoms of the great depression appeared in the raw-material
producing debtor countries, particularly in those outside Europe,
whose economic prosperity depended largely upon world markets.
Australia was in difficulties with its balance of payments as early
as the autumn of 1928.

The fundamental fact is that expanding trade and economic
development promoted by capital investment are intimately con-
nected. The process by which new areas of production were opened
up in the nineteenth century depended essentially upon thereadiness
and capacity of the investing countries to absorb the new produc-
tion by expanding their imports. Such countries as Australia had
equipped themselves to the point where the capital already invested
imposed overhead costs that were economical only on the assump-
tion that production and exports could be further expanded. New
Zealand, with the highest per capita foreign debt in the world,
proceeded actively with such expansion: it doubled its already
large butter exports in the decade from 1920 to 1930 and still
had not reached the peak of its potential production. In a world
of restricted trade and increasing self-sufficiency, continued expan-
sion of exports might no longer be possible. Past investment con-
sequently was jeopardised and new investment became impossible.
New Zealand, indeed, reduced its foreign indebtedness every year
between 1935 and 1939. Many other debtor countries did the
same, though new loans have been made, for example, in Latin
America, particularly since the war, and mainly by the United
States.

It seems evident that the mechanisms of international invest-
ment which were centred upon London in the nineteenth century
must now be replaced. These mechanisms produced great results,
though often at heavy cost. The full story of their ventures has not
yet been written; but such incomplete surveys as have been made
indicate not only considerable fluctuations in the process of invest-
ment, but heavy periodic liquidation of misdirected ventures. Both
were the inevitable counterpart of the reliance upon competitive
enterprise. The great merit of the system was the willingness it
engendered to take risks, even if those risks were sometimes ill-
considered or even fraudulent. Venture capital was the spearhead
of economic development. In the aggregate result, it transformed
the economic world, creating productive new communities in the
countries of European settlement, and introducing the new tech-
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niques of mechanical industry to backward economic areas. In its
persistent search for gold, for oil, for minerals, and for less spec-
tacular materials, it opened up new productive possibilities even
while it disturbed social organisation in the countries it penetrated.
The great expansion of numbers and the equally marked rise of
living levels in northern and western Europe, and their offshoots
overseas, were directly caused by it. '

In the world after the present war, however, a new element
will enter into the consideration of economic development. The
productivity of new investments was estimated in the nineteenth
century by investment bankers. It was their judgments and deci-
sions which determined the financing of new ventures. Though by
no means infallible, their judgment proved on the whole to be good
as judged by the tests of economic productivity and profitability.
But the productivity was for the world market and profitability
was judged partly by immediate financial returns in the process
of flotation and partly by profitable sales mainly for export.

The new element that has entered into the situation is the
insistence of the borrowing countries that national and social objec-
tives must enter into the planning of new industries within their
borders. They are no longer content to accept the judgment of
cosmopolitan financiers as to the desirability of new enterprises;
but insist upon exercising a large measure of national control over
these developments. In part this control is exercised for strategic
and political reasons, but in part also it springs from a determin-
ation to secure the social advantages of industrial developments.
The borrowing countries are no longer content with the indirect
economic and social advantages that have accrued to them from
the operations of foreign capital directed mainly to the export
market. These advantages have in many cases been substantial;
but the borrowing countries now manifest concern over the conser-
vation of their national resources. They are concerned also to develop
transport, to improve agriculture and consumption goods industries
for their own domestic markets as a means of improving their levels
of living. Moreover they are conscious of the educational effects
of industrial development and desire to train their own technicians
including not only managers and scientific experts but foremen and
skilled workers, both as a reservoir of leadership and as a direct
means of improving living standards.

An important step in the recognition of these social objectives
has recently been taken by the United States Government. Believ-
ing "that men and women who work under decent conditions pro-
duce more per person than those who work under less desirable
conditions; that work stoppages and labour shortages are less likely
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under better working conditions and loss of man-hours from acci-
dent or occupational disease is reduced by a programme of safety
and sanitation"®, it now includes in all contracts for the procure-
ment of strategic materials from other countries a clause designed
to maximise production by the maintenance of certain minimum
standards of working conditions. In the words of the Board of
Economic Warfare, "It is thefirst time in history that one nation,
in negotiating for the products of another, has given an express
guarantee against the exploitation of labour; has realistically and
frankly recognised that labouring men and women who receive a
fair wage, work reasonable hours and work and live under decent
conditions of health and sanitation, actually produce more and
better products than those who do not. The labour clause policy,
in short, applies a sound business principle to assure the greatest
possible manpower efficiency in the procurement of materials
needed for the war programme of the United States."? This clause,
which does not seek to impose the labour standards of the United
States upon other countries, but merely to maintain local standards,
isin fact an international "fair wages clause".

The need for development capital is increased rather than
lessened by the desire of the less industrial countries to im-
prove their economic processes. But the mechanisms by which
such capital may be transferred from creditor to debtor countries
must be established on new bases. It does not necessarily follow
that the mechanisms must be intergovernmental rather than
private. In recent years, and notably since the " great depression”,
a large part of the rather small volume of international investment
that has taken place has been negotiated between governments or
their subsidiary agencies. This type of foreign lending, however,
has certain undesirable features. In particular it injects a political
or diplomatic element into economic transactions.

There is great need for an international investment authority
which would deal chiefly with loans for reconstruction and develop-
ment, somewhat as the League of Nations administered the Re-
construction Loans to Austria and Hungary after the last war.
Private transactions, especially in the form of direct investment
by great corporations, may indeed be important for industrial
development; but for the provision of basic transport services,
for flood control, irrigation and similar public works, the capital
may in some cases best be provided by governments through
the medium of an international investment authority.?

1 INTERNATIONAL LABOUR OFFICE: Labour Conditions in War Contracts,
2nd ed. (Montreal, 1943), p. 55. Quoted from a statement supplied by the Board
of Economic Warfare.

;bid . &,
See below, pp. 117-125.
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Such a mechanism is also required if foreign investment and
development programmes are to be effectively co-ordinated. It
is commonly agreed that one of the major causes of the break-
down of reconstruction lending after the last war was that such
lending put impossible burdens on the international balances of
payments of the borrowing countries. The loans were often too
great in the aggregate, many of them were ill-considered, and too
little account was taken of the possibilities of payment. Free
investment is necessarily correlated with free trade, but trade
was progressively restricted by the creditor countries. Economic
development in the future should be correlated with trade policy
so that balances of payments are not strained to the point where
the debtor countries must either default or impose exchange
control or depreciate their currencies. The usual result in the
recent past has been that, lacking adequate trade outlets, the
debtor countries depreciated, defaulted and imposed exchange
control.

It is in this field of international investment, where enterprise
has in fact been the determining factor in planning new production,
that the clearest case can be made for overall planning. Investment
is the growing point of any economic system. Decisions in regard
to it determine the possibilities of future production, employment
and trade. It will beargued in the next section that overall planning
is not practicable for the world as a whole. What is possible, and
in thefield of foreign investment very necessary, is some mechanism
at least for registering and as far as possible for regulating capital
movements across national frontiers.

D. INTERNATIONAL COLLABORATION

It has been argued above that the rapid development of com-
munications and the increasing ease with which knowledge is
diffused in the modern world has rendered inevitable much closer
contacts between the world's peoples. Isolation is now impracti-
cable. Itisnot possible to quarantine ideas. Nor is it possible to
prevent the effects of population and production changes in one
part of the world from influencing economic activity in other areas.
Even if an effort is made to regulate actual trading contacts, the
very fact of such regulation affects economic activity in the regula-
ting country. Imports may be shut out in an effort to preserve
domestic production from being affected by foreign competition;
but the inevitable result is to destroy the exports which pay for
the imports and thus to shift the adverse effects to another, and
presumably more efficient, sector of the national economy. The
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interdependence of industrial production resulting from the neces-
sity to utilise raw materials drawn from widely scattered sources is
sufficient to make the world one economic neighbourhood. This
interdependence is on the whole increased, rather than lessened,
by scientific invention and research. New synthetic products may
displace imported raw materials, and substitutes may be found for
imported manufactures; but the same process of scientific research
calls for increasing use of materials in which no country is sdf-
sufficient. Moreover the most striking advances are in the field of
transport and communication and these inevitably bring new tra-
ding possibilities within profitable reach.

It is not necessary, however, to jump to the conclusion that
because of this increasing degree of interdependence the world
must be organised as a single economic unit. The economic activity
of the more than two thousand million people in the world is in-
finitely varied, while their political loyalties, from which even
the best constitutions must draw vitality, remain obstinately
national. There is at the present stage of political and economic
evolution little reality in the somewhat vague proposals some-
times advanced for unitary or federal world organisation. These
proposals are necessarily vague even when constitutional arrange-
ments are sketched in seemingly practical detail. There is no way
in which the actual processes of democratic election and executive
policy-making can be charted. The test of a constitution lies in its
actual working. Without established loyalties and traditional pro-
cedures such constitutions are apt to become a facade. The real
problem of organisation is the location of power, and power is
always exercised by those who can command a following in support
of their policies.

The time may come when it will be possible to erect such institu-
tions and ensure their effectiveness by building loyalties of world
citizenship. Perhaps the best way to build up such loyalties is by
the creation, in specific fields of common interest, of institutions
with defined powers and responsibilities. The efficient working
of such institutions may come to command the loyalties of indiv-
iduals in ways consistent with their national allegiances, as some
of the great religions now do. It is possible to be a loyal citizen
at the same time of atown, a State, and a nation, even of an associa-
tion of nations like the British Commonwealth, provided that there
is a reasonable definition of the duties owed at each stage of citizen-
ship. Itisalso possible to be aloyal adherent of a church transcend-
ing national boundaries provided there is clear demarcation
between the things which are Caesar's and the things which are
God's.
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However this may be, it does*not need much reflection to grasp
the fact that in the immediate post-war years the only organised
machinery of government capable of administering social program-
mes aimed at full employment and social security will be that of
already established nation-states. Administrative machinery of
this kind cannot be improvised overnight. The slow growth of the
social services in such a country as Britain illustrates this fact very
well. The Beveridge report could not have been written if there
had not been a long process of social legislation, establishing a
series of administrative services staffed by trained specialists who
have gradually accumulated a wealth of practical experience in
their respective fields. Much of the Beveridge report in fact con-
sistsof a survey of the various social services and recommendations
for their administrative integration and improvement. The number,
variety, and specialised nature of these services in a single country
is sufficient evidence of the impossibility of creating international
services for direct administration, even if all the countries were on
approximately the same level of need and development.

The extraordinary diversity of social development in the world
today emphasises the necessity, from the purely administrative
viewpoint, of national organisation. Indeed those most familiar
with the administration of the social services in the United States
have been quick to point out that the administration proposed in
the Beveridge report would need to be considerably modified before
it could be applied to the federal structure of the United States.
This is not only because of States rights, but because of great
differences in the social conditions of different sections of the coun-
try. If thisistruein a federal State, it is obviously much truer for
the world as a whole. New Zealand or Denmark presents quite
different questions from those which must be faced in such coun-
triesas Indiaor China. Britain will bein a better position to handle
its social services than Germany will be at the close of the war.

There is no need to labour this obvious point. As soon as any
attempt is made to grapple with the realistic application of such
policies as those postulated as the objectives of post-war action,
it is clear that centralised administration is impossible.

This conclusion accords not only with expediency, but with the
sound political principle that government should so far as possible
be confined to essential principles rather than detailed administra-
tion and should be decentralised to the greatest degree compatible
with efficiency. The true safeguard of individual libertiesis vigilant
local government. The closer government is to the governed, the
less chance there is of power passing into the hands of privileged
groups. It is an axiom of democracy that government should
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function at the lowest possible level of regional organisation. The
larger the area covered the less government should be attempted.

Effective international collaboration therefore postulates a
minimum of functional responsibilities at the centre in order that
the people shall retain the greatest possible control over those
whose decisions affect their daily lives. Social security is necessarily
administered asa national service. The organisation of employment
must also be national. In the same way proposals for economic
development must be conceived and executed by national govern-
ments.

Such national policies, however, if they are to be effective, must
be co-ordinated by international consultation and agreement.
Pursued independently, they are likely to lead, as similar policies
led in the decade before the war, to restriction of international
trade and isolation of national economies. Costs and prices get
out of equilibrium and the necessity soon arises to choose between
abandoning the national policy or restricting competition from
abroad. One country after another had this experience in the years
of restrictive economic nationalism. The impossibility at that
time of securing agreement in regard to fiscal and credit policies
among even the leading powers led to successive strains on national
balances of payments. Thus, Italy began, even before the Ethiopian
war, to follow a policy of credit expansion for re-employment and
rearmament. Prices rose, imports increased and exports fel off.
There was a loss of exchange assets which was aggravated by
speculative capital flight and it was not long before exchange con-
trol had to be adopted.

Isolation achieved in greater or less degree by such measures
as exchange control and strict import quotas inevitably entails
State control of the.domestic economy. The very mechanisms of
import control are selective. Such imports are allowed as suit the
purposes of the controllers. Decisions in this regard—whether
the imports are foods, raw materials or manufactures—are decisions
as to the kind of production and employment desired within the
country. They lead also to organisation of the domestic industries,
usually by some form of cartellisation. Domestic control so
fostered, however effective it may be in promoting the political
purposes of the government, involves some measure of impoverish-
ment, some decline in real levels of living. This may take such
forms as lowered quality and limited choice of consumer's goods,
increased personal taxes or restricted leisure, "rather than reduction
of money incomes; but the lowering of living levels is very real.

It is accentuated by the cumulative effect of reprisals by one
country against the restrictions imposed by another. Policies of
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economic nationalism attempt to preserve domestic markets for
the home producer. In doing so they shut out competitive imports
from other countries. Thus the United States tariff of 1930 raised
the import duty on butter. This duty effectively checked butter
imports both from Canada and from New Zealand. The New
Zealand butter was diverted for a time to Canada just when the
Canadians had lost their main export outlet. There was an outcry
and the Canadian tariff was raised, whereupon the New Zealand
butter could find a market only in Britain.

There were very many instances of such trade diversions which
channeled export surpluses into a constantly narrowing world
market. Protection became competitive in all its forms. Higher
tariffs were met by reprisals and exchange depreciation begat
further depreciation. Denmark (and many other butter exporting
countries) quickly matched the depreciation of the New Zealand
pound when that currency followed the Australian currency to a
lower level.

Bilateral trade agreements, using new methods of trade restric-
tion such as import quotas and exchange allocations, were par-
ticularly destructive of multilateral trade. It was obvious that any
country whose balance of payments was strained would try to
reduce imports from any country which did not take its exports.
The inevitable result, however, was that it found that a third
country to which it exported heavily was quickly forced to bargain
those exports down because the second country had redressed its
balance by cutting exports from the third, as its exports to the
first had been cut. There was an international round-about of
impoverishment, a continuous circle in which every country cut
down the market for its neighbour and had its own cut when the
wheel came full circle.

This process of mutual impoverishment, begun as a protection
for national expansionist policies, quickly ensured their failure.
Thus the United States tariff of 1930 was intended primarily as a
protection of the home market. It touched off a whole series of
tariff increases, some of which were direct reprisals, and all of which
cut off American export markets. Widespread currency deprecia-
tions added to the confusion and a very effective set of new quota
restrictions and exchange controls completed the damage to Amer-
ican export business. Both the domestic market and the export
market reached depression depths by the beginning of 1933.

This familiar story does not need elaboration. It has been
recalled here to point the definition of international collaboration.
Continuing means of international consultation and clearing of
policies are needed, if national policies aimed at social security and
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full employment are to have a chance of succeeding in the post-war
world. These means of consultation and clearing must aim at
forestalling strains on the international balances of payments, so
that the countries pursuing expansionist policies will not be forced
either to abandon them or to cut international paymentsin a vain
attempt to protect them. i

What is to be aimed at, therefore, is not centralised economic
planning by world institutions. Nor isit arigid, pseudo-automatic,
monetary system in which the pace of expansion is set by the least
active member and others move faster only at the risk of disequili-
brium. The objective must be to hold national economies together
in an international system which allows them a good deal of freedom
to follow policies suited to their particular circumstances. A modern
automobile is constructed with a rigid body, but its wheels are
attached with knee-action or other flexible devices that allow them
to follow the unevenness of the roadway without communicating—
and even exaggerating—the jarring shocks to every part of the
automobile. There should be enough flexibility in national monetary
systems to take the strains of temporary difficulty without com-
municating a deflationary shock to the whole world trading system.

To achieve such flexibility—which has obvious and definite
limits—both national and international organisation must be
modernised. The world trading system of the nineteenth century,
which is often described elliptically and somewhat inaccurately as
the international gold standard system, did in fact achieve a great
measure of success in facilitating international investment, promo-
ting world trade, and raising levels of living. It functioned success-
fully as "an instrument of change and growth". Stability of the
exchanges, ensured by the convertibility of the major currencies
into gold at fixed parities, was an important part of the co-ordina-
ting mechanism. That stability was the fixed point upon which the
balancing of international payments was pivoted. Whenever
national policy or.economic development in any country threatened
to cause strain, the exchange rate fell. If it fell or threatened to
fall to the point where gold began to flow out of the monetary re-
serves, corrective measures were undertaken by the monetary
authorities. These took the form of credit restriction designed to
reduce prices and diminish out-payments.

As national banking systems developed, it became possible to
cushion the strain on the balance of payments. The more extended
use of credit by modern commercial communities rendered the
monetary systems more flexible. There was more possibility of
tiding over temporary strains without imposing drastic deflation
upon the whole national economy. The art of central banking came
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to include a larger element of conscious management aimed at
stabilising prices and employment. Gold disappeared from circu-
lation and gold shipments became the consequence rather than the
cause of adjustments of the international balances.

This monetary technique, however, proved inadequate to
prevent violent fluctuations of prices and employment when it was
restored after 1918. It proved indeed to be a means whereby fluc-
tuations arising in one country were transmitted and even exagger-
ated throughout the trading system. The reason is not difficult to
understand. The international gold standard was only part, though
an important part, of an economic system. It was the mechanism
by which and through which payments were effected. The national
economies between which payments had to be transferred were able
to adjust themselves to the slight adverse balances when the total
volume of paymentswas large. When trade was restricted and the
payments owed by debtor countries were large relatively to the
total value of their exports, the strain on their exchangerates proved
intolerable.

Moreover after 1918 both the readiness and the ability of mone-
tary authorities to make corrective adjustments in their national
economies were diminished. The price corrections that were neces-
sary to restore international equilibrium were much greater and the
resistance to them was much stronger. Both these statements will
be true again after the present war. No monetary mechanism,
however streamlined it may be, will be able to cope with the adjust-
ments needed in national economies, unless it functions as part of
an expanding system of international trade. The secret of post-war
policy is to get people working again and working in lines of pro-
duction that cater for expanding demands. There will be a transi-
tional period during which firm controls must be maintained over
prices and raw material allocations so that employment may be
directed into channels compatible with international equilibrium.
This involves energetic action to exploit new processes, open up
new markets and develop hitherto backward industrial areas. For
these purposes international institutions must co-operate with
national agencies and co-ordinate the efforts of those agencies.



1. THE CHANGING CONDITIONS OF PRODUCTION
' AND TRADE

A. MONOPOLISTIC COMPETITION AND INSTABILITY

The preceding sections have sought to define in simple and
precise language the five main objectives of post-war action.
Analysis and definition inevitably limit the rather vague aspirations
expressed in the slogans which embody such objectives in popular
discussion. There is a great deal of agreement on the broad ob-
jectives. There is much agreement even on the limits imposed
by definition and by attempts to apply such definition in actual
practice.

Disagreements arise when specific policies are proposed to
achieve these objectives. Any practical policy which involves a
reorganisation of economic activity entails sectional costs and
sacrifices, at least temporarily. The allocation of these costs be-
tween different social groups and classes is always the storm centre
of political disagreement. The conflict is real rather than theo-
retical; but it is often stated and argued in theoretical terms. To
be realistic, however, policy must be based not on theories derived
from analysis of past situations but on recognition of changed and
changing conditions at the present time.

The real questions at issue are sometimes obscured by general
and inconclusive debates which revolve around such phrases as free
enterprise, individual initiative, laissezfaire, capitalism and their
opposites. The controversy between advocates of socialism or
capitalism, or between planners and believers in free enterprise,
however, is largely academic in character. For the immediate
post-war period there will be little choice of instruments for action.
Use will have to be made in most countries of the mixed system
of private enterprise and public control that will emerge from the
experience of war.

In the following paragraphs it will be argued that the economic
system which operates in modern industrial communities has
developed elements of rigidity and instability which hamper the
smooth adjustments and self-correcting competitive mechanisms
expounded by economic theorists. This, however, is not an argu-
ment for centralised economic planning. The planned world of
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socialist thought isjust asremote from present-day realities in most
countries as the self-equilibrating market mechanisms of laissez
fairetheory. What actually exists isa mixture of private enterprise,
often monopolistic in its tendencies, and public controls which are
largely improvised and often restrictive in character. In this situa-
tion there is continuous struggle between sectional groups to gain
advantage from, and avoid paying the costs of, any policies intro-
duced to achieve new social objectives.

One school of academic thought, which until recently was dom-
inant, and a large body of business opinion, which perhaps is still
dominant, insist that private enterprise, unrestricted in its search
for profit, will be forced by competition to the optimum use of the
factors of production and therefore to maximum productivity. In
this view individual initiative is the mainspring of the economic
system, so that government intervention which handicaps such
initiative will result in less than maximum output and more than
minimum prices of the goods and services demanded by consumers.
A strong logical case can be made for this view, provided the as-
sumptions upon which it is based are accepted as conforming with
reality.

Any attempt to examine these arguments should distinguish
between two related but separate issues. The first question to ask
is whether in fact the practical circumstances of economic activity
at the close of thiswar will be such asto correspond to those assumed
as a basis for the logical analysis by which free enterpriseisjustified.
This whole analysis depends upon the assumption that the organ-
isation of economic activity is such that competition can work
freely so as to bring about an equilibrium of forces. It was de-
veloped in relation to simpler forms of economic organisation than
those in operation today. Thereis no primafacie reason to believe
that competition will in fact be able to work freely at the close of
the war.

It should be recognised, however, that a great and effective
degree of competition remains in the capitalist system as now
organised. Preoccupation with monopolistic tendencies of indi-
vidual businesses sometimes tends to obscure this fact. A great
firm producing plastics by a patented process may exercise a signi-
ficant degree of monopoly over their manufacture. But other
similar firms produce plastics by different processes. Moreover
scientific progress is continuous and new processes emerge from
time to time. The older industries—wood, glass, and various
metals—do not accept the intrusion of new materials without a
struggle, so that in the long run there is a considerable measure of
competition and the ultimate consumers exercise considerable
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influence in determining the fate of both new and old processes.
These facts should be borne in mind in considering the various
~ manifestations of imperfect competition discussed below. Econo-
mic production is a dynamic process. Monopoly or monopolistic
influence is a partial and temporary state of affairs, dependent
for its continuance upon efficiency in meeting the demands of
consumers. Considerable elements of competition remain; but
equilibrium is no longer maintained by pure competitive bargain-
ing of the laissezfaire type. Indeed monopolistic competition tends
to increase the potential instability in the economic system.

The second question is whether a policy of non-intervention,
or laissezfaire, will bring into existence the economic conditions
favourable to the effective working of competitive forces. Granted
that hindrances to competition exist, will a policy of non-inter-
*vention remove them ? Are the hindrances to competition simply
the consequences of ill-advised political interference with economic
forces, or are they the inherent and inevitable result of that com-
petition ? Can we be sure that the removal of political controls
will in fact restore a competitive situation ?

It seems obvious that the circumstances of the immediate
post-war period will not be such as to correspond to the assump-
tions of laissezfaire theory. These may be summed up as the
effective working of a market economy capable of reaching and
maintaining equilibrium through the free play of competition. The
| working of the economic system is assumed to be such that it tends
jnaturally towards an equilibrium, brushing aside and destroying
obstructive elements such as attempts at monopoly. It is also
assumed to be such as automatically to correct departures from
equilibrium. In this broad assumption of a self-equilibrating and
' self-correcting market economy, two other assumptions are usually
embodied. The first is that the point of equilibrium to which com-
petitive forces tend always to return, is one which approximates to

t‘reasonably full employment of the factors of production. Indeed
one of the distinguishing features of a monopolistic as distinct from
a competitive system is that it combines the factors of production
at a level below that of full employment. The second subordinate,
though important, assumption is that the competitive market
*economy is not impeded by non-economic interferences such asthe
structural dislocations resulting from a great war. It istherefore as-
sumed that the fluctuations of employment and production which re-
: present departures from normal equilibrium will not be so violent as
‘to exceed the recuperativeand self-regulatory powersof the market.

To state such assumptions is sufficient to indicate how far they

are from the realities likely to be encountered in the immediate
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post-war period. The logic of the laissezfaire argument may be im-
peccable; but it is largely irrelevant to the practical circumstances.
It is clear that the similar logic by which public as distinct from
private enterprise is defended in ideal circumstances, is equally
remote from realities. It is highly improbable that farsighted,
disinterested action by competent agencies, following well-thought-
out and consistent policies, will be achieved in the stressand urgency
of the post-war world.

Action is likely, on the contrary, to be a confused mixture
of public and private operations, incompletely co-ordinated. It is
in this confusion of policiesthat an attempt must be made to achieve
the social objectives of a people's peace. Neither completely free
competition nor completely planned public action isin fact possible.
There will be elements of both and the proportion in which those
elements should be combined in any particular country will be a
major political issue.

There is some risk that vigorous action by powerful economic
groups may lead to a form of industrial planning embodying large
elements of monopoly. Many proponents of laissezfaire policies
recognise this danger. They realise that enlightened self-interest
works towards maximum production and community service only
when competition forces it to do so. But the technical conditions
of modern industry and trade are such as to give rise to many forms
of imperfect or monopolistic competition as well as to actual mono-
polies. It is argued, however, that "in a world free from trade
restrictions and statutory support for monopoly, the tendency of
free enterprise to break down monopolistic positions would be
sufficiently strong" .’

The validity of this proposition today is open to serious ques-
tion. In a predominantly agricultural and handicraft or simple
manufacturing society, where the output of an individual unit
was a small fraction of the whole output and where fixed costs
made. up but a small proportion of total costs, competition un-
doubtedly tended to destroy attempts at monopoly. Today the
case is very different. The use of modern technical methods calls
for the organisation of large units of production?, so that in large-
scale modern industries the percentage of total demand for a given

15I?ionel ROBBINS: Economic Planningand | nternational Order (London, 1937),
) E Thistechnical cause of large-scale economies should be distinguished from the
financial causes of mergers and combinations which have often resulted in the
building up of inefficient units of production. The increasing financial indepen-
dence of great |ndusir|_&sap_|pear_s to be causing a shift from financial to industrial
management once again. The inter-war difficulties of the British textile and iron
and steel indudtries, for example, are in part attributable to the increasing size
of the optimum unit of production. Cf. A.F. LUCAS: Industrial Reconstruction and
the Control of Competition (London, New York, and Toronto, 1937), passim.
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product filled by an individual producer is often very large. The
single entrepreneur, therefore, has a good deal of choice not only
as to the size of his output but also as to the price he will charge.
He must decide not just how much he will produce at the price
\ set by the market, but how much he will produce and at what price
he will sell it. His decision is governed by the combination of out-
' put and price that brings maximum net profits. Theoretically this
" is not the point of greatest output and lowest price or even the com-
bination of price and output that is in the consumer's interest.

The causes of the prevalence of monopolistic competition, more-
over, are not exclusively technical in character. They may arise
also from "product differentiation".! By ambitious advertising
campaigns a company may create, over a period of time, a psycho-
logical preference for its particular brand which amounts to a
significant degree of monopoly power. The social importance of
this characteristic of modern business organisation has been con-
vincingly demonstrated by the development of the wartime pheno-
menon of "prestige advertising". Even when his products are no
longer available on the consumer market, the corporation executive,
in order to preserve for the future the degree of monopoly power
which he has succeeded in building up in the past, may well deem
it advisable to maintain his already considerable advertising out-

“lays. And in an economy of monopolistic competition, when some
firms start, others must follow suit.> A recent British study showed
that roughly 6,900 tons of paper a year were used to advertise
products which the consumer could no longer buy.®> A survey of

. conditions in the United States would probably yield similar results.
"We must beware of mistaking the brand-conscious mass society
of large-scale and often monopolistic production in which we live
for the ideal world of free competition where "the dictatorship of

" the consumer is a drastic purge of inefficiency".*

In the foregoing discussion of monopolistic conditions and prac-
tices no specific mention has been made of the development of mono-
poly in the labour market, which has often been stressed as a cause
of long-term unemployment. Since the depression, and especially
M ! E'E;gchAM BELIN: The Theory of Monopoalistic Competition (Cambridge,

As mar)ginal tax rates on corporation profits are raised steeply to pay for the
costs of war, this incentive islikely to grow stronger. ) ]

K. W. ROTHSCHILD: "Advertising in Wartime', in Bulletin of the | nstitute
of Statistics, Val. 4, No. 8 (Oxford, 6 June 1944), p. 173. The annual quota for book
progluction was 20,000 tons. o o

Liond ROBBINS, op. c'!th. 237. Of the situation in American industry Pro-
fessor E. S. Mason hassaid, "Wearepresented . . . with the spectacle of therep-
resentatives of industries in which concentration is very marked, asserting—and
believigrq;that the prices of their products are determined by the impersonal

forces pply and demand” . C. J. FRIEDRICH and E.S. MASON (edgs&:) "Price
Policies and Full Employment", in Public Policy (Cambridge, Mass., 1940), p. 30.
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during the war, a significant change of attitude towards the problem
of unemployment has occurred. Among the general public it has
taken the form of a shift of emphasis from obportunity to security.
Among the workers it has taken the form of a similar shift of em-
phasis from insistence on minimum standards to demands for social
security and the provision of full employment.

This change has important consequences. For while it may be
true that rigidity in the labour market has been a source of unem-
ployment, there are today but few responsible groups who would
advocate a return to complete flexibility in that market. The
idea of a "social minimum' is becoming more widely accepted,
though inevitably opinion differs as to what that " social minimum"
ought to be and how it should be achieved. What is important for
the present argument, however, is the widespread acceptance of
some degree of rigidity in the labour market, since it impliesthat in
this sector of economic life a return to the conditions of free com-
petition is no longer considered desirable, if indeed it were possible.
For if downward rigidity of wageswithin a certain range is accepted,
the laissezfaire doctrine of non-interference with the price me-
chanism is no longer valid.

As the labour market has tended to become rigid, so has the
market for capital. It used to be argued that the rate of interest, by
equating the supply of savings to the demand for investible funds,
acted as a balance wheel equating savings and investment so that
the economic system continually tended towar ds a position of equili-
brium at full employment. In the real world, however, few indivi-
dualsor corporationsnow save moreor lessastheinterest raterisesor
falls. Theamount which an indivi