1 have n°w had more lessure to atudy the Leverldge cenort
and to try and see it in praapective especinlly in its guantitetive
aspectles 48 you know I was initielly rether prejudiced against 1€,
particularly becussey I suggested thrt this particular kind of OB t=
wap refori should have acquired priority of consideration over others
by a procedure that was somewhatl obaoure. nroadly 1 now think it
should probebly be aceepted on 1ts merits. Jhen we add to 1te merits
the great discouragement thaet would be csused by 1ts non=-acceeptanoe,
especinlly in view of the govermment's lack of sny constructive jdens
upon other postewar domestic topioe, the case in favour scems protty
decipive. I only 8dd that I have not discussed it witi Prenx {sove
to listen pacsively to some of his pep tulk) or with .ir 7illlan
nimself or with anyone else directly concerncd wi b 1t, tnt I hove
ned casusl talks with a good many people of iiffercnt ¥imdrn.

! P o
Cades

I.ct us Rewe the four main itemn. Phe pect apre trivials

) . lierc an you know I o adasante T
do not think there is eny serious chance now of keeping the poletion
mich above I of 1is8 »resent ievel, and I do n it think yon would wish
it to go lower. The sllowsnce is the minirm~ likely to make rmch

e? ect on the {financisl side. it it is not enoughs ‘e need o
middle class insurance scheme with contributions and henefites
pro.ortional to income, not only becsi:ae of the intringic advantange of
getting this clasc to breed agein, but also lecause, owing to the
prevelence of snobbery, no colass will breed unles: the one nexi avove
it in the zocisl secale is dolng so too. well, this accounts Cor
more than &ll af the immediete iner asec of buwmien on the ‘xchequers

2. Tmemoloyment Benefitse Thene I rogard es deslirable in
t.angelveg Tor trade cyole Jurposade neveridoe or no Deveridoe, 1
want to aintain es far as pos ible the consuiption of ‘lose thrown
out of work b  the slunp. The depression esused by & decline in the
demand apr capital goods or exports is a-gravated by the [a¢ll in
consunptisn of those thrown out of worke mder his scheme any incrom
of Lenefit paymenic in a slump would be & rolease of purchasling

power not offset by any additlonal levies elsewhere; and this is

what we wante.

Se 339%3&9@. I supgosc 1t is broadly true that
whot one spends on health one ;ete back in iner ased production.
Acceptance of the report would not commit yon to any particular view
ab ut penel doctors, etes., as ‘everidge leoves all thies qidte va uc,
“rovisions (x uld be nade safeguarding individuel frcedom.

4e e . This is the only one, I thinik,
open t: serious oriticism on financial grounds. The increnge in cate
does not, however, mainly take effect at once, and T suppose these
tavemtmerts could be made subject to certain ¢ nditions in regard to
our national position being fulfilled, fepsonally I shonld ive 1o
say: 1let there be ns inercase until twenty yeurs after the
reproduction rate had risen t: the replacement level; the coning
generation of old have nim.ly nnt had sufficient children t~ provide
for them in old aze; they have been selfish in their ppime o” life
and must suffer the consequencen, If the reproduction rate by some
miracle jumped to the replacemcnt level before 1945 the old would
get the full rates as soon as under the HBeveridges And that would
be all right. If we xngw we had the population coming forward to
workins sge in the decades after 1965 we could stsnd the hizher
pensions.

Tyt I am told that politically it is imposaible to nibble
at the o0ld, I suppoce that the voters, i~ in work am! health during
the elestion, are cojsble of thinking about other issues, but the old
ar- always old at election as at other times.
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50, as yo: see, I have very little to criticise. The
Reveridge Scheme is not rcally nearly so ltopian as it is made out
to be. And it mizht be great folly to miss cashing in on this
prevalent ides th:t 1t is !Utopian by not accepting it while that ldesa
is prevalent. It i8 a practical certainty that we shall have to
accept most of his proposed changes one by one in any casce I think
you should consider this aspect carefuliy.

Then, looking at it globally, is £86 milllon such a ;reat
sum? Let us consider other magnitudes. Very careful estimates of
production between 1924 and 193%fhave recently appeared, showing a
real annual inorease pcr head en average of over l¥'. (The mone

nercase was not so great owing to the lall of uyrices. Bt 8 fall
is somethinz which, as you well know, we wan' “or many other reasons
also to preventoccurring in coming decades.) Thie rise oi output
per head is much the same as the rougher estimates of incercase in

the greater part of the ninteenth centurye. It scems reasonable to
have confidence in such a long lasting trende. row at present orices
this would mesan an incrcase of about £100 nillion a yeare. vhus t..e
Beveridge Report wo 1ld swallow at a gulp nesrly the whole increnent
due to one year, I do n>t think that is t:0 terrible.

Of course we have to reskon on sone external deteriorsiion..
I do not think it unduely optimistic t» suppose that we may have to
exprrt £400 mill on of extra grods to buy the same imports as before.
This would swallow the increment of 4 years. Put there are certuin
things to set aainst it:-

(1) 1r we #ould reducs unemployment by, say, 6 =~ a modest aim =
»w.. wWe should have a oficégepen cut permament increment of
n - ne: rly £400 mi lions. Thus we could in effect make up for
our external deterioratinn by setting unemployed to work.

(11) It seems probable that therc- is some cumlative incr-ase of
productive power going on during the war desplte dislociation
and war damage. Some of the new plant may be convertible
and there are sll the new bLools and the war is said to have
given a great stimulus to productive technique. e do not
know -mch about the last war, but production per head of
these "occupied” (i.e.including the unem;l~ved) is deemed to
have been about the same in 1924 as in 1914 despite (&) a
general reduction from a 9 hour to an 8 hour day and (b) a
fall of employment of about 1l0%.e <o there must have been
a very good inprovement per working hour in that period.

I am inclined to think therefore that, provided we cen have
better employment, we can support our expert deterior:tiion and the
Beveridge plan without loss to the real standard of living of the
various classes. Of course we shall have other things - heavier
armament in particular - but further increments should accrue in the
years following.

Aﬁg this assumes, &s does Beveridge himsclf, that we have
better employment. Now the argument for caution on which I mainly
relied was that full employment ought to have priority over bencfits
a8 an aim, and that we should not offer the latter until we had
counted the wuse of the former.

Cok

It might be sugrested, therefore, that the right procedure,
in view of Beveridge's unemployment assumption, would be to tell the
public that an expert committee had been askted to report on the
possibility of fulfilling this assumption and that the report could
therefore not be accepted until the expert comittee had answered the
question.
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sut I a0 not rendilly think thet is the benst line. IT it is
put in that way, there will ot be sufficient impuleion u.on the
Committee to find a solution, They are bound to have doubts :nd
reservations. Eut this would be intolersble: 1 do not mean becauge
it would Jeopardise the Beveridge Report, but hecsuse the ex-gervice
men and others will be so damned angry if they are left out ol work
that they will oreate sericus trouble in the atutes.

I should be inclined, therefore, to go exactly the - ther
way ebrut it = to accept the Beveridge report snd tell ithe expert
committee that it had _ to find a way of ™lfillinc: nis asswuiption
thet unem.loynent will be redunced to 10 ( = 8% by -1d reckoning).

Of courae that cormittee, if 1t were a. o ntdy, wuld have
the central lask in home economien, and should have the sepy be b
brains that can = found anonr inisters, Officisls sand otheprs.

Pinally with regord o Lhe americens, 1 L.lnk <he lon oioulé
be put across Ly reference to ny ar waents undepr Lhe sesara.e Levcle
The child allowance we regard as & garasount national nocenuiily to
prevent rece extinction. The anemoloyaent son Tit we resaxd as &
prime method of reducing periodic depre: lons -~ a natler in whiceh they
have 8 joint interest with use “he heslth beneTits we res 0 notl as
an extra charge but as paying for themselv s by hisher productione.
1ant of the ineroace of old age pensions, the one iten with e urel:
hunanitarisn aspect, we are pontponing, az :rogso:ed in the plan, owing
to our genersally exigent condition.

A small point -« in the esrly stares the worker contributes
456 of wh:t he gets back in canh, the, rest being medical service in
kind, (7his part I regard as & 1 investment in him wiich
yields & divident in productions) This does nHit compare badly -ith
other schemes. Later 1is mshare ig less owing t- the zrowine
proportion of the 0ld; I am not clear whot i1 would be in & normally
distributed population, but considerably more Lthan one ouart: r,

Another small point, which is worth considering - I had g
letter from a z0d ensloyer of a smell fira stating thet so0 far as the
enployer's constributions were concerned ne vould bLrea: even, necan e
he had a club which provided s-me of the benefits that w 1ld aceme
under Deveridgee. fiot that his ericloyees gol as mue.. es ander leveridme
but the employer was providing a larpger share of what tiey did ete
How he 1B an efficient firm. There is ¢ zrest denrl to be sald for
levelling up the charges upnn the inefficiecnt; in 80 ‘'ar they are
driven ~»ut and my friend gezs ?ﬁrﬂ orders ia consequence nat.onal
outzxut 1a inoressed. The ‘of comoetitlon have becone 190 weak
in 8ll consoience und an tuaing wiiich mives tihe efficient a relative
advantage compared with the existing state of arffeirs is to be welcowed.

21st December, 194l



8. £50 miliion is & very heavy Kxechequer burden to0 benefit

some 300,070 people (l.0s sbout L1170 Pele emch). To obtain & sense
of propoftion this should bve aun@¢m0¢ with the Excheguer burden of
the :ieveridge scheme, under which 2880 miilion (this includes the
existing es well as the additionsl cuarge) benefits some 20,0 U,000
persons. ' _

8. Doea the table in pepes 8 zive 8 a week per.ggziggg? The
sumber of helders, 1 understand, falls short of this by some 230,00 Ce
Is s saving of 235 million possiovle here?

4. The@estlion of distributive costs iz not discussed, Is it

'not possicle that 1f this problem were tuckled the farmers could get

rmach of their inor-ase without cost to the Ixchequer or the consunery
It might be urged that this can be fought out later between the
Exehequer and the disteibuteorc. it that negleots the internmational
aspeot. If the muney ¢an be fo nd by savings in distributive cosis,
we could avoid having to reserve our position in the internationsl
discussion abﬂ&t lubaidxkn, import restrietions, ete., This matter
should be locked into cefore, not arfter, we make promises to the
farmers. |

Se In the lant sanslysisz the coat is not £80 million, but an
unlimited avount depending on the price level of importable foodatuffs
Is it really possible to undertake such an unlimited lianilityw®
Everyone wonld agree that 1f e ocost of impartm‘xn at & lev:l which
makes it desiranle to subsidise imported food to keep down the cost of
living, home pru@uao& fo.4 should have an equivalent suvsidy. but

what 1f impeorted food drops fer below this level?
. If our export markete are unf#¥cureble and womld foud

prices nigh 1t may be economical snd necescary to have 16 million
acres of arable; we may need more. But if the exterasl position ia
more favourable, I ¢: not think the publioc will stand for the policy



of mainteining 16 million aore: of arsble ocuie gque acutae. The cHst
migﬁt be passed to the aonaumera§ but they will not like this. It
we have L0 impose unwelcome hurdens on the masees, 1t i8 better thet
they should shoulder a large? part of the defence expendi:ure or other
necesszary costs of povermment rather than pay more than 2170 a year
and to a limited class of people.

S The plan is bad from e defence point of view, since it
sncourares ceresls rather than livestHoke Prom this point of vicw
it would be betier to enenurage un incrcase of livest.ck fed on
igzgptad feedin: stufae. Ther~by we get &8 pegerve 0ou tue hoof to
-oat up durins the war and & regerve of ahi,. in- to divert t. war
parposes, The plan b@fﬂre'us envisages t.e home production of
fesdin: stuf’s,. ur sihlpping position in this war would have been
made worse, had we n>t had some 8 or 6 million tons of importing
esoucity ready to Le diverted from feeding ctufrfs in the early period
be”ire there had been time to inorease shipbuildin:, {f we had n.t
d¢panded on imported feeding stuffs, thegk s ips would Just not have
been theres. The sise of the mercentile marine (including the
nanber of sesmen} is adjusted from time to time to the teske w. ich

it is required to perform.

The livestook policy could be reeinforsed if neces:ary by a
plan for nolding buffer stocks of grain in thé country. This would
be @& cheaper defence than high cost sroduction and it would not tend
t0 injure our meroantile marine.

Te Of course sometiing must be done for tihe farmers to preoteot
themseives from great oscillations. [itesdy prices are as important
to them as high prices amni, economicelly, much more desiranlce It
international schemes of priace revulstion do not come off or are
insuffieicnt, we cen have our own privaete buffer st:ck scheme for our
own pedple.

8. What is the answer to this ¢ tilemmat If our terms of
foreign trade are unfavoura:le and food imports aeostly, the iamers
will get what they want in the course 7f nature, sand we shsll have
daﬁiged ournelves quite unneces:arily by having to reserve oup

position in the intermational discussions in Tmvour of subsidies,



quotas, eto, If on the oth:r hand it yroves guite emsy to zet
Plenty of cheap foreizn f0d, the public will never stend for maintain
ing 16 million acres of arable at unlimited o-st, our plan will

Break down, and we shall have damsged oup position in the

internationsl discussions in veine

6th Jamaary, 1943,



RB., IL/29 (part 1)/11
PRIMARY COMMODITY CONTROL SCHEMES IN THE LIGHT OF EXPERIENCE

| A, The Objects and Desirability of con%rol Sehomeg

.:l.,Control schemos, as they will be discussed herc, are schemes
" for ralsing, supporting, or stabilising the priccs of:primary
¢ommoditics in the world market, by. regulating the ~amounts

- marketed with the object of making. thc producers! incomes higher

or more stable than they would otherwise boe - This definition,
1t will bo noteéd, . excludes. all those schemes  of protecction,

- subsidy and Toeal monOpoly which aim at: raising or keceping tho
pricc, in a limited arca,. .above the world prico, although in
practice thoy may . bo inspircd by motives gimilar to thoso bechind
~ schomes includeéd in the discussion, It alse excludes any attompts
to limit production or salo.for, c.g. military rcasons, Control
schemes having booen defined, it 1s uscful ;to cxaminc the desir-
abllity of their objccts, first from the-world, then from tho
British point--of vicw, before golng on: ‘to considor thoir methods
of working In the light of exporicnco.:

2. In ordor to approciato theo casc for or against control
schomes, it is nccessary to have sone approciation of the virtucs
and shortcomings. of laisscz falrc in thc production and markecting
of the primary‘commoditios In question, ' What is ddsirablc from
the general world point of vicw is prosumably that the available
resourcds should be uscd to satisfy the demands of consumcrs
(including thosc.who happen. to be also primary producers) as

" fully as possible, It can be shown that this objoct is achioved
(subject to the quqlifications to be mentioned in the next sene-
tence) if overy commodity 1s produccd and sold in such quantity
that thc pricc per unit is just cqual to the extra cost which
would be incurrcd in producing and scliing an. additional unit,

The important’ qualifications which must be made with regard to
this conclusion are: (1) that it takes no: account of the poss=
1bility of increasing. the total. satisfaction_of the community by
changing the existing ‘distribution of income among- ibs members,
~and %i ‘that it takes no secount: .of the possibility of incrocas-
ing welfarc by incrcasing. employment and demand, In other words,
in any given conditions of employmontlandvincome-distribution,

- the above, ponclusion as to how much of caeh commodity should be

" produced holds good, but it rnay require modification if a de=-
‘viatlon from it has the effect of modifying these underlying
conditions. , A

3. The condition that the commodity should bo producod to the
point where the. additional cost of produCing an additional unit
of it is cqual to the market .price.is onec which-tends to be fule
filled in the.long run in any industry in which the producers
are small, numerous, and’ indcpendent, oxcopt in:so far as a
change in output by one.independent producecr affects the costs
of production which others have $0 mects:This: qualification may
not be of very great importance in practice, and, ‘even if it is,
tho adjustment it calls for to make output cornform to the above
condition 1is not easy to determines - If there are some relative-
1y large. producers in  the industry, ‘who are rosponsible individ=-
"ually for substantlal proportions of its tobtal output, then the
amount of the commodity produced will. tend,. in genmeral, to be
less than 1s consistent with the above condition, other things

" being equal, but in many branches of agriculture, this" compli-
'cation does not arise. . ST
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4, Honcey there 1ls some. pres lpﬁiqhwﬁhéf;fin the long run,
laissecz Pal?e in many primary producing industrics. will lcad to

o such outpuls of the various commodities as will maximise the
* gencral: advantage,. tho. existing distribution off.renk incomes and

- the: existing lewel of cmploymeht being taken for granted, Evon
apart,” however, fron the qualificationg impllied in the: last

- part of this sentenge, the fact thot this coniclusion-telates to

the %long run" considerably modifics its practical-applicability.,
In practice, the movement. towards €quillibrium under laisscz

falre may be.slow.and painful, so that, 1f alterations” in toch=
nique dnd in tastcs .are frequent or rapid, the adtual statc of
affairs:is alwgys-far from the equilibrium bowards ‘which the
forces of competition are preéssing it, - This-is, in fact, the
case 1n many primary producing industries. THere may thus at any
time be openings for deliberatc interference!with the price=
levels and outputs resulting from lalsscz faire which:will
Increase the satisfaction of consumers In géneral; éven without
substantlally altcring the distribution of réal incomes or the
level of employment., It is even more likely to be possible to
Interfere in,ways which increcase the real inéomes of the ncedy
at the expense of thosc who can bear the loss’ relatively lightly,
“and 1t may be-possible (by the-technlque of ‘¢ontrol. schemes) to
~influence the: level of employment in a bereficlal way,. Thesec

' ¢matters must now be examined in greater -detall, -

5. The grounds on which measurcs to improve the incomcs of
primary producers by controlling the guantity marketed may be
Justified are discussed under (a), (b) and (c) below, -

By aY: A e R T S

- = . Beneflecial Transfers of Real Income: It may .Ye that the
primory producers benefitted are poor pelatively to the mainly
‘industrial consumers against whom' the“pricés 6f thelr products
are raised. This, in fact, 1s often the'case, for thé poorest

~ commnities in the world are mostly agrieultural communities,

© while, In most countries,. the average ineomcs obtalned from agri-

- ‘etulture or mining are considerably less' thhn ‘those obtained from

L"“schemes ag defined here

- manufacturing or by supplylng "scrvices".’ ‘Primary producers for
large=scale export (who get most of the benefit from control

] ?;-h0wever,_aro generally betteor off than
other primary produccrs., Such extremely poor areas as India and
China and even Eastern Europc, where production for export is
only .a small proportion of totgl production, would be less ben=
efItted by successful control than would areas such as Argentina
-or the British Dominions, whiech happen tg“be‘relatively wealthy,

but there arc some major exporting sreas; 'Such as-the West Indies,
so poor that the case for rglsing the world price of their pro=
ducts (in the abseneco Of any more radical solution) is very

- ~sbrongs;. In:pragtice, however, it appears dften to be the case

- that the relatlvely well=to=do producers are bétter able to
organdlse control schemes than are those whose need for assisbance

7, P)It may be that the output of some commodity. persistently
remains dn: excess of the. equilibrium anocunt’under lalssez faire
(which for the moment may be assumed to bé the optimum amount
from the geheral world point of view), because unprofitable con=
ditions dg not readily bBring about a ‘reduction 6f output, It is
then consistent with the most economicsl ude of the world!s
productlve resources to reduce ocutput ¢f the ‘commodity demand for
which has fallen off (or capacity toc producc has been. expanded
too much) by deliberate limitation, so long as resourccs arc
thereby released whlch can be absorbed into somc alternative
cmployment, Maladjustment of the kind described is 1iablec o
arise in many branches of primary production, becausei=
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- 8.(1) the farmers, etc. (unlike most manufacturers) have relatively
" few money costs of productlon, and cannot therefore greatly re-
duce costs by reducing output, T a.

' 9,(1i)how. much is produced depends 1argely upon the farmer's (or
‘other independent producer's) own labour,.and he works harder -
1,6, he can afford less leisure - when hls'product ig selling
cheaply than when it is fotching a good prioe. L

10,(111) large parts. of the money oosts of production consist of
wages, which are easily reduced in time of depression in areas
where there:' is no other industry to provlde effective alternative
employment for the workers, so that there is again 11ttlo
inducement to reduce output when prices fall. ‘

11, If exccssive supply of. the commo&itv is due to (1), or (ii),
it may be that some of the rcesources being unecontmically uscd
in its production may be releascd by reducing the output of
every producer to gome extent by agreement, ‘but this solution
has the grave disadvantage that it prevents -the replacement of
the less efficient by the more effiecient, which should be a nor=
mal and continudus result of technical progress, In so far as
(111) applies, however, (l.c, in so far as wages in the primary
industry arc easily reduced wheh the price of the product falls),
it 1s plain that some, at least of the resources released elther
by a general rocduction of output or by the systematic olimination
of the least efficient producers from the ihdustry, would have
great difficulty. in.finding alternative uses, and would, 1ndeed,
simply become unemployed, If this 1s s0, then the fundamental
need 1s not for control but for some means of providing al- -
ternative employment or for facilitating' transfer te 1it, 1l.e,
for the establishment .of new industriesg 1in the primary-producing
areas or for making emigration from them easier.

1z, In this case, however, there ds- still much to be said for

- @ temporary control scheme ‘as.a means of preventing the ruln of
primary producers in the interval until the conditions Ffor thelr
re=employment in other industries or areas are madey oOp become,
more favourasble, For the purpose ,of such schemes, which is to
provide temporary relief, 1t would probably be found best 0
1imit each producert!s output, but, as transfer became practicable,
the case for transferring the least efficient primary producers
and relaxing the restrictions on the output of tho remainder
would beoome strong.

13. C) ‘ ’ o

Effect on Level of Activity,. It may-:be that the maintenance
or Increase of the prices of primary commodities 1s capable,
under certain circumstances; of making the general level of acte
tivity and employment in the world higher:than it wonuld have
been in the absence of such measureés, In considering the -
question whether this 1s. so, and under what conditions, 1t is
necessary to avoild one very simple fallacy into which many have
fallen in the past = namely, the view that, simply because high
primary commodity prices and world prosperity aré generelly
obgerved to go together, the raising of primary commodity
prices i1s a means of inducing worldd prosperity, Professor Pigou
rightly remarked that this is no more reasonable than o belief
that, slnce salt and pepper are often found on-the same table,
the way to get pepper is to ask for ealt.-: B
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" 714,.. Let us. first conglder the;efﬁect uppn.gconomic;acﬁ;V1ty

“of raising the prices of primaryﬂqomm@qiﬁigsw(e,g. by cutput-

restrictions), assumlng for the moment that new enterprise 1s
neither encouraged:nor}discpuraged byutnese;ch@pgegtgi,es that the

" only change in the gross - investment of any_apea,resultiﬁg°from

 the price-raising is thakl due to the change in its balance of

trade with other areas. It can be ,shown that, under these con=
ditions, the trade=-balance of the primary-produclng areas is
virtually eertain to become more active, and that of the other

- areas (manufacturing;areas) more.-passive. The- demand for prac=
tically»all-primary.commodities i1s inelastlc, l.c. 2 glven per=
centage_chang@;in,their.price brings about a smaller percentage
change in the amounts of them which are sold, so that raising
their price ralscs also the value of sales of them. This will
‘lead to a convergent serles of increases of income in the primary-

... producing areas,,as,their,increased income from exports is spent

and re-spont, and thus to some increase in their. demand for im-

_ports from manufacturing areas, but it can be proved. that the
.-increase,in;thegvalue of the manufacturing arcas! exports 1s

extremely unllkely to be as great as the ingreasc in the cost of

. their Aimports so long as the people in the primary producing areas
. .save any of thelr increments in income. ‘ :

15, The pégSivevﬁrade‘balance¢Of thé manuféctﬁping éﬁeas will
give rise to a convergent series of ‘degreases in income therc.
Whether the total -decrease.of income .in these.arcas is greater

or less than the total increase in the primary-produeing arcas can
be shown (ignoring a few minor qual&fications§ to depend on .
_ whether the fraction of a small inerement in income ‘which 1s

“saved is greater in the primary producing or the manufacturing

*. aveas, -The total money lncome of the world will, in the con=

ditions postulated, risc or fall according as - the savings of the

manufacturing or the primary producing countrles are morec sen=
sitive to fluctustions in.income.. n :

16, - This simplo:pileture must,,however{fbédmdéﬁfiéd. The rise in

P

' _incomOS-in,the~;rimary;producing countries will encourage real

Anvestment there 1n €48 equipment, roads, 'railways, public
utilities, and perhaps also in manufacturing plant of certain kinds,
.+ This is likely to be largely financed by boprowing from the men-
.- ufacturing countries, and, ;in any case, 1% will involve the

. importation of a good deal -of equipment thences

17, In sn extreme case, indeed, this importation of equipment
ctc., may wipe out the manufacturing arecas' passive balance of
payment, It 1s possible, indeed, that the manufacturing areas'
. trade balance may become active as a result of investment in

lé.?qf Fiyms in %he mahﬁfactufinéfgéuhﬁfiég»Wﬁiéh épéciélise on
exports of any kind to the primary producing arcas may also feel
justified:in,eztending,their plante _On.the-other_hand, the fall

of incomes in the manufacturing arcas resulting from thelr passive
trade balance is likely. to.-lead to a gurtailment.'of enterprise
there, snd to-the curtailment of investment: (in equipment etca)

' 6n the part. of those primary producers who are dcpendent upon
markets in manufacturing areass ‘Whether the net result of these

- further effécts 1s. to lncrease or decrease the world's money (and
- real),inccme\depgnds"on,thqtrelative sonsitivencss of new enber=-
prise to prosperity among those :who arec adversely affecbed and
those who are favourably affected respectively by the initial
congsequences of the price=control scheme.
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19, There 1s one further factor in the situation about which
rather more definite statements van be made, As a result of the
reising of primary commodity prices, those who have to buy them
in the manufacturing countries arc likely to procure more bank
(and other) credit than formerly, and this may partly counteract
the depressing influence of the passive trade=balance, of high
raw-paterial costs, Thls i1s the only solid reason which can be
given for supposing that the depressing effect exerted by the
price increase in the manufacturing countries will be less than
the stimulating effect which 1t exerts in the primary producing
countries., Any cother presumption that the net effect upon the
world as a whole is stimulating must be based on an aszsumption
that the people of the manufacturing countries save more of any
increment in their incomes than the pecple of the primary pro=
ducing countries, or on an assumption that the volume of new
Investment which they decide to undertake is less sensitive to
thelr prosperity than is the case In primary producing areas,

20, The paucity of data makes 1t very difficult to bring sub-
stantlal evidence elther for or zgainst these two assumptlons,
especially the first. As regards the seond, it may perhaps be
conjectured that the manufacturers, being more closely in touoh
wlth sensitive capital markets, and more dependent upon man~made
instruments of production than primary producers as a whole, will
vary thelr purchases of capltal goods more widely in response %o
given variations in thelr prosperity and apparent prospects, but
i1t would be unsafe to rely upon such conjecturcs,

21, In general, therefore, there is no solid Justification for
advocating control-schemes as a means of raising the world level
of economic activity and employment. There remains a considerable
probabllity on balance that the effect of such schemes (despite
the possibilities suggested in paragraph 17) will be to increase
actlvity in the primary producing areas and to reduce it in the
manufacturing abeas,

4th May, 1942, F.R.P,S., Balllol College,
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