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PREFACE

The Economic Survey of Europe in 1949 1s the third major report of 1ts kind prepared by the Secre-
tariat of the Economic Commuission for Europe. Since the publication of the last SURVEY, the Secretariat
has also undertaken the publication of the Economuc Bulletin for Europe, providing a regular review of the
European economic situation at quarterly intervals between the publication of the annual surveys. In
the preparation of these reports, the Secretariat aims at serving the needs of the Commission, while also
fulfilling 1ts share of the general task of reporting on world economic conditions with which the Department
of Economic Affairs has becn entrusted by the Economic and Social Council of the United Nations

The SURVEY 15 based primanly on official statistics of European and other countrics, including not
only regularly published materials but also special data which the statistical offices 1n many countries have
kindly provided as part of their continuing co-operation with the Secretariat.  LThe collation of these statistics
and their analysis and interpretation have, however, been undertaken by the Secretariat on its own
responsibifity. The SURVEY cannot, thercfore, be taken as representing the views of the Commussion or
of 1ts member Governments. Its purpose 1s rather to provide an independent appraisal of the European
economic situation.

In attempting to serve this purpose, the Sccrctariat has inevitably agam found 1t impossible to limit
the analysis to the European scene  While 1t 1s convenient to speak of * the' European economy ™ and
necessary to discuss “ European economic problems , the limitations of these expressions must be appre-
ciated. There are many questions in which European countries have a common interest and on which they
should be able to work jointly with advantage- and, indeed, 1t 1s the purpose of the Economic Commission
for Europe to facilitate their co-operative effort  but few of these questions have a purely Furopean setung
or significance. While the need 1s urgent to subordinate the national approach to cconomic problems to
collaboration on a European basis, this need 1s scarcely more compelling than that for a still broader ap-
proach to the problems of a properly functioning world economy. In fact, the very urgency of a closer
cconomic integration of European countiies resides to a large extent in the obstacles to the normal develop-
ment of therr economic relattons with 1important parts of the outade world  Even so, most European
countries could never adapt themselves to an cconomic unton i Europe created at the expense of their ties

with overseas countries

The Survry therefore repeatedly emphasizes that Europe’s problems can be satisfactonly solved
only within the framework of an expanding economy, not merely in Furope itself but in the world at large.
Basically, 1t 1s, of course, only through the expansion of production that the hving standards of European
peoples can be raised from their present levels  The necessty for economic expansion is seen even more
clearly, however, 1n connection with some of the specific 1ssues now facing Europe. Part of the analysis
in Chapters 4 and 5 is concerned, for instance, with the eflects of the re-emergence of German competition
on the exports and imports of other European countries, and it 1s also seen that similar problems will arnise
with the return of Japan to a mote prominent share mn world trade  There can be little disagreement with
the view expresscd that, if there is a sustained growth in world production and trade, these new competitive
forces could be absorbed to the general advantage of other countries, but that the effects may be extremely
disruptive 1f the struggle for world matkets and supplics 15 conducted under conditions of economic
stagnation or contraction.
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As far as Europe itself is concerned, the opening chapters of the SURVEY provide a record of continued
progress in production, investment, and trade in most countries, although 1n western Europe that progress
has remained dependent on financial assistance from abroad. The SURVEY also contains a note of moderate
optimism with regard to the possibilities of continued economic growth, if the necessary adjustments in
overseas trade are made and if favourable conditions are otherwise preserved. In the last chapter, devoted
to the analysis of past trends and future potentialities, the conclusion is reached that European industrial
production could be increased by about 50 per cent during the next ten years, provided that employment
and investment are maintained at high levels. Such a growth would be roughly equivalent to the rate of
expansion during the more progressive decades preceding the First World War and in marked contrast
to the unsatisfactory record of the inter-war period. If development 1s carned on at such a rate, many
problems which now appear intractable would become far easter to solve, and a broader basis would be
established for the whole process of economic development 1n later ycars.

The view is also expressed that Europe could participate, to its own advantage, in the economic
development of overseas countries, not only through its exports of capital equipment but also through the
provision of financing. This conclusion may encounter scepticism among those impressed by Europe’s
immediate difficulties and may, indeed, seem at variance with the analysis of Europe’s overseas balance-
of-payments problem given elsewhere in the present SURVEY. It must not be overlooked, however, that,
as the study shows, Europe’s industrial production and 1ts overseas exports are already substantially higher
than before the war ; that Europe’s balance-of-payments problem 1s now more clearly than ever concentrated
on its relations with the dollar area ; and that, even during the past several years, Europe has been supplying
capttal on a large scale to overseas countrics, partly in the form of debt repayment and partly in the form
of new funds. While this outflow of capital from Europe has entailed some disadvantages, which the
report also considers, it has unquestionably made a major and urgently needed contribution to under-
developed countrics abroad, many of which have faced post-war problems no less serious than those in Europe.

The SURVEY 1s mainly concerned, however, with the immediate threats to the expansion in production
and trade which is indispensable to the solution of Europe’s problems. One of the most serious of these
lies 1n the virtual stalematc in economic relations between eastern and western Europe —a question of parti-
cular concern to the Economic Commission for Europe. As stressed in Chapter 4, this 1s not so much an
economic problem as a question of statesmanship whose ramifications extend far beyond the ficld of produc-
tion and trade. The economic consequences, however, cannot be overlooked. Failure to receive a much
greater volume of capital goods from western European sources could seriously retard economic develop-
ment in eastern Europe, for which the initial years are of crucial importance in cstablishing the basis for
further economic growth. For western European countries, the current low level of trade with castern Europe
limits the area within which trade car be expanded to solve the dollar problem and circumscribes the field
of competition for exports of manufactures and imports of essential primary goods. This is only one of the
costs of the cold war. Another, of which no analysis has been attempted in this SURvry, is the growing
burden of mihitary expenditure, which threatens to stifle again, as it has so often in the past, the chances
of economic progress in both East and West by diverting resources into the construction of armamecnts
and the mamtenance of military forces.

Another threat to economic growth lies in the failure of a number of countrics to utilize their man-
power resources effectively and to find ways of stabilizing employment at high levels. The under-employment
of labour and other resources in certain countries not only hampers their own economic growth but also
threatens the continuation of economic expansion and of internal and external balance in others. This
risk 15 particularly important when serious attempts are being made to permit intra-European trade to
develop more freely than 1t can under present controls.



Hitherto, the outstanding difference in the recovery of European production since the last war com-
pared with the experience after the First World War lies 1n the fact that, on this occasion, relatively full
employment has been maintained in almost all countries. This must also be the main hope of the future,
if Europe and the world generally are to avoid the economic stagnation experienced in many areas during
the inter-war period. The general maintenance of employment since the war is, to some extent, the effect
of definite policies, or of basic changes in the structure and management of the economy, in different coun-
tries. It must be recognized, however, that, to an even greater extent in most countries, the ability to maintain
employment and production at high levels has been the fortunate but largely accidental result of the play
of market forces, which have not yet engendered a setback on the scale experienced shortly after the First
World War. With the end of the sellers’ market, enough signs of instability have already appeared to warn
that the continuity of development may be interrupted. Chapter 3 of this SURVEY gives special attention
to the situation in three countries — Belgium, western Germany, and Italy —where unemployment has become
a serious problem, and various other parts of the report refer to the intensification of international trade
and financial problems duning the past year which resulted from the relatively brief and mild business
recesston 1n the United States.

The gravest menace to continued economic stability and growth in western Europe appears, however,
to be its still unresolved overseas payments problem. The analysis in Chapter 6 indicates that the major
development in this field during the past year—the devaluation of sterling and of many other European
and overseas currencies—had become a necessary corrective to price inequalities, but it also concludes that
devaluation is most unhkely to provide a solution to the central problem of the dollar shortage. Chapter 7
develops further the investigation begun in the two preceding SURvEYs and examines the international
character of this problem and the role now played by dollar aid to Europe 1n financing a world pattern of
trade and settlements which otherwise could not be maintained. It 1s now clearer than ever that to define
the unbalance in world trade as a problem of making Europe viable 1s entirely inadequate—a view that was
strongly emphasized already i1n last year’s SURVEY.

From a review of the prospective earnings of European and third countries in trade with the United
States, the conclusion is reached that a severe downward balancing of dollar transactions will be inevitable
when the present extraordinary United States financial assistance to European and other countries comes
to an end. The dependence of most European countries on imports from the United States is already very
much smaller than i1t was in carher post-war ycars, but a further heavy reduction appears to be unavoidable.
Provided that appropriate and energetic steps are taken without delay to develop production in Europe
and 1n other overseas supplying sources, most European countries may be able to adapt themselves to a
lower level of dollar imports, although the balance 1s likely to be a precarious one. If, however, these adjust-
ments are not undertaken promptly, the sudden curtailment of imports from the United States two or three
years hence could produce a sertous dislocation 1n production and consumption and impede Europe’s possi-
bilities of economic growth over a longer period.

If European countries have not yet proceeded far enough in the adjustments which will be necessary,
this is perhaps partly because it has been difficult to believe that the United States would, in fact, be prepared
to accept the changes in its own foreign trade and the adjustments in 1ts domestic economy that will be necessary
if European and other countries are compelled to reduce their imports of American goods in keeping with
the prospective decline in the world supply of dollars. The concluding paragraph of Chapter 7 suggests
that—in terms of physical possibilities—the United States, as well as most European countries, should be
able to make these adjustments, although considerable difficultics may be encountered. It may be recalled
that last year’s SURVEY emphasized the disadvantages of this course from the standpoint of the United States.
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Certainly, United States foreign economic policy in recent years appears to have been based on the assump-
tion that the world supply of dollars would be adequate to permit the continuation of a relatively high level
of American exports and to overcome the present dollar shortage experienced throughout most of the world.
Thus is indicated, for instance, by its efforts to maintain foreign markets for American agricultural products,
by 1ts intervention on behalf of American business concerns when their foreign sales and other operations
abroad appear to be adversely affected by measures taken in other countries to restrict their dollar outlay,
and, more broadly, by the importance attached by the United States in its international economic engage-
ments during and since the war to the restoration of multilateral trade and currency convertibility. The
analysis in this SURVEY leads to the conclusion, however, that the assumption underlying these policies will
have to be revised 1if 1t is, in fact, impossible to lower United States tariffs sufficiently to permit a large increase
in imports, if subsidies to American shipping are to make it difficult for other countries to realize their greatest
possibility of increasing dollar earnings on invisible account, and if neither public nor private American
capital is likely to be invested abroad on a scale sufficient to compensate for the decline in United States
Government grants now provided to many foreign countries.

It therefore appears that prospective developments in international trade require a new appraisal,
and that national and international economic policies need to be reconsidered and reformulated. The danger
must be faced, however, that little will be done in the time that remains either to modify the seventy of the
adjustment required through increasing the future flow of dollars from the United States above what now
seems likely, or to hasten the process of adjustment 1n other countries through the development of substitute
supplies for goods now coming from the dollar area. Unless actual developments prove to be much better
than the prospects as seen in this report, there seems little to prevent the present dollar deficit from being
succeeded by an extremely critical situation in international trade and finance only a short time ahead.

There is, of course, also the possibility that emergency measures may again be devised to prevent a
real collapse of trade and production. This, however, is not the basis on which a sound and freely developing
structure of trade can be built or on which satisfactory international economic relations can be created.
The possibility of stop-gap measures only emphasizes the general insecurity and uncertainty in the present
international position of many countries, both in Europe and overseas —the continuing basic disequilibrium
in trade, its vulnerability to economic fluctuations, the lack of opportunities for migration except on a very
small scale, the absence of anything resembling the old international capital market, the observed tendency
of private capital funds to move in a perverse manner constituting a further disruptive force in time of
strain, and the low level of official gold and dollar reserves to serve as a buffer against such strains. This
basic instability in the present situation itself encourages national measures of autarky and self-protection
and provides an additional impetus to the development of trade along bilateral lines.

The problem of the overseas deficit, as well as some of the other questions referred to above, primarily
concerns western European countries. While the Secretariat has made every effort to give adequate treatment
to economic developments and problems in eastern European countries, it is aware of a lack of balance in
the present SURVEY from the standpoint of 1ts geographic coverage and emphasis. This reflects the decrease
in the amount of statistical information released by eastern European countries. The reduction 1n the amount
of data published 1s the continuation of a tendency already evident when the last SURVEY was prepared,
although it was still possible at that time to draw heavily on data available for earlier years. A further diffi-
culty is that an important part of the matenal currently released 1s provided not in regular statistical or other
publications but in speeches and reports of a summary character where 1t is not always possible to determine
clearly the definition of the data or the relationship to previously published series. The Secretariat has
attempted —but with little success—to enlarge the basis of the report by making special requests to eastern
European countries for information needed for the SURVEY. The statistical data and analysis on eastern
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Europe have therefore had to be severely limited, and occasionally 1t has been necessary to make extremely
rough approximations for this group of countries in order to provide a general picture for Europe as a whole,
as in the estimates of intra-European trade given in Chapter 4

The SURVEY is again primarily the work of the Research and Planning Division, now headed by
Mr. Hal B. Lary as Director, aided by Mr. Charles Gifford as Assistant Director. The final chapter, how-
ever, has been prepared mainly by Mr. Ingvar Svennilson and embodies some of the preliminary results
of a study of long-term European economic trends which he has undertaken under a grant by the Rockefeller
Foundation and in close co-operation with the Research and Planning Division. The Division also had,
during part of the work on the SURVEY, the active assistance and advice of its former Director, Mr. Nicholas
Kaldor. While virtually every member of the Research and Planning Division has played a part in the
preparation of the SURVEY, special recognition should be given to 1ts Editor, Mr. Robert Neild, to the
Division’s Section Chiefs, Mr. Tibor Barna, Mr. Albert Kervyn, and Mr. Hans Staehle, and to the following
other senior members of the staff for their share in the statistical and analytical work : Esther Boserup,
Mogens Boserup, Machiel Jansen, Alfred Maizels, Bengt Metelus, Gizelle Podbielski, and Hubert Vauthier.

EcoNoMic COMMISSION FOR EUROPF GUNNAR MYRDAL

Geneva Executive Secretary

May 1950
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