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It gives us much pleasure 1o publish in this jsese two articles h’r.l" _Halagh,
i The Conrepr of @ Dollar Shovrgpe 5, and « Should Sterling be Deval o in which
the atithor discusses the basic problems arising from the largescale didlibsium jn

n countries and the United States, and reasserts
the need = if a sound and equitable readjustinent is to be atained — of o wrict policy
sl economic planning, the discriminatory unification of Western Europe a5 an econamic
unit and the planned expansion of European trade with theyrest of the world,

. Prof. Halogh thus takes up 2 position which «is somewhat extreme, meeting with
smarked nl[laptﬂ-iﬂnn nat only in American circles and in’ Europe — which is now tending
towards the liberalisation of her economy —= but even in Great Britain itself. The com-
plexity of the proposed system of controls and their incessant mankpulation and adjusts
ment to the changing requirenients of the econpmic trend may well pive rise to serious
doubts — and Prof. Balogh himself is aware of this —, especially in some European
countrics which have caperienced the serious resulis of administrative. clumsdness and
incfficiency. - : :

But Prof. Balegh's analysis, now succint, now detailed, and his attempe’ 1o reviee
the principles of economic theory in the light of present-day reality, is decidedly stimu-
lating, One might perhaps consider ‘this v new language » as the scientific transeription *
‘of the great changes that have accurred in Britain's position. A eritic might even sugges
that shiectives and responsibilitics are regarded from a anilateral standpoine, the former
in function of Britain, the lavter as exclusprely: American.  Undoubtedly some interesting
historacal ents may be found and Some pointed remarks might be made on this
subject, . Bub we think % is only fair, on the one hand 1 [par a tribute of respect to
the vigdrous realistic thrmj‘.ﬂ'l‘dﬁ: the unpl:r]udib:-d analysis that characterise these
two articles) and on the other hand, th draw atfntion o 2 pasage that sums up well the
transitional and alternative nature of the solution he offers, -its implications — which are

not only Beftish but European and world-wide — his desire o secure an equitable

distribution of ineome and spportunity oa an international scale, and the recognition of
the importance of close internatiohal cooperation-and of the path to which the Marshall
Plan and Truman's Fourth Point lead: o The "eniffer of madtilateraliont™ are neither ©
opposed fo all " rules of the pame™ in international relationr nor are they oppoied to
smultilateralirm if mudtilateralism is ot conducted on the bariv of rules .uulﬂ'f tend ia
ferpetuate the imequalitier of opg ity in the world. They want new rules which
wonld energize the world to foster dnd more equal propress. The tenets of the pemeral
equilibrium  theary, bared or &t s on given mednr, known "indifferences”, perfect
knowledpe, muse not be seed o dircwer g:‘;km: of growth ond problems erinng. owt
uf the eoonomee contact of differens cvilications ae differens staper of their fechnival
progresr. Showld the richer countries consent — in propertich Jo ther recorery and
wealth — to promote sechnical and economic progress in the poorer arear systemarically,
throvigh prants ard (low- fnterest) loans, this swould obeioudy reprerent gr riost desi-
rible rolution, far miperior to o rystem of planned” and produsted diverimination ».

LB N

In his article & The Dilemme of the O.EE.C. v Prof. Giuseppe Ugn Papi scts forth
the two alternate commereial policies Between which the Eurcpean cotntries msst
nov. choose, one aiming at selfaffcicncy, the other at intensifying trade between the
dollar arca and the rest of the woeld,  The first of these solutions would allow a moment-



ary u-rhi; of dollsrs, but would entail the autarkic development of the several nations¥

roductions, with saceifices beyond the possibilities of the convalestent European economics,
F, The author in giving resons jn mppw of the second alternative, defines the responsi-
balities of the participaiing eountries and more ﬂiPﬁ:idJ!;{f‘ the Linited States in carrying
wut this policy and points out that the development-—of depressed areas in and out of
Europe with American help might be decisive In u geting the whee!-over the centrew,

e . i

In his bricf note w The Valnasion of Commodities for Direct Commmption o, Prof,
Corradoe Ginl makes a contribution to the micthedology to be used in calculating the
national income, of which the main outlines and conclasdons were published i n. 5 of -

. this Heview (The Contens and Ure of Entmates of the Navionai Income),

Prof. Gini shows that there i3 no alternative choice between the several price index -

numbers with which to value the comimodities consume by the producer himself, Fhe
difficulties involved in the valuation are indeed solved by making a simple analysis of
structure of the price general index number. The solution therefore comes spontaneously,

and this index number is proposed as the ooly Possible one to be tsed in making the
.I ] & o i - o v = v x =

ton.,
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In the survey u Halance-sheer of the First Year of the ERP in ftaly v Dr, Giandoiienign
Cosmo sums up the fundamental data relating to the implementation of the ERP In
Italy, pointing out the differences with developments in other counitrics, the characteristic
features and the significance of the help received, the formation and utilisatien of
Counterpart Lira Fund. ‘The general comments with which the author accompanies his
survey mum up what may*be dalled s communiz opinio, which is that the ERP has been
and Is of basic impn'runar_k:xjmli:n productive activities, but that it can hardly suffice
1o remedy within 1953 the very serigns disequilibrium of the Inlian economy caused by
“the exceptional and chronic uncmployment. Iraly must therefore Insist on ﬂ'H.‘ n!l.'ed
of Fuller international ccoperation and of a joint international cffort aiming at E.:lﬂillutn;ﬁ
mass emigraton, Perhaps ERP itsclf has not given in 'the first year of its application
the results that might have been secured. This is due s the obstacles and delays in iis
application, cansed pantly by procedural hindrances and pantly by credit stringency on the
Ttalian ‘market which often_ makes uneasy the absorption of the prants for domestic
COOCETNE. & :

rew L1

.TIE compilation of « IHH-NMM‘: df Industrial Pmd'.urﬂnc and Cclﬂhi.r.rdﬂm i

Ttaly » has formed the object of heated debates, and the difficulties mez with in making

the returns and selecting the methods have claimed special P 1113

an the resalts recently reached on this matter by the Central Instimute of Statistics,

mﬁmﬁghw yet definitive, affond a valuable instrument of guidance -nd/rlyaﬁcgn@;
i i : ) :
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fh'mu'ﬁ.;nufqd Laveen stumes o resposuibility foe opinions or facts eaird h:-.n_:yk\'

whoie comtributions are publithed “ln ibe present Review. ;

. Al eomunications regarding the Review shonld be addrewed 1o Banca Nazionale del Lavora,
Uthelo Sudl, Reoma, Vis Vitorio Vencta 119, i : o

Edfnor: Dott. Luser Conpas - Ulficia Soadi, Banca Naslonale del Lavera

\‘\', sicelssasiont Prof. 4| Rarpa ol 3303/ h-gll defve 51 dal 19 aprie 1567
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The breakdown of the policy of converti-
bility of currencies, provided by the Bretton
Woods agreement, within a few weeks after
its first fest in 1047 undoubtedly eaused some
discomfiture among its erstwhile advétates (1).
They had failed to appreciate the grievous state

of the European cconomy, and. had hoped, -
nather naively, to be able 1o emerge from the

brakdown of the world economic system of
1938 by trosting to the «free » market forces.
Fortunately we did not have to pay the Full
penalty for taking their advice. The worsen-
ing of the international political situation re-

ted in a reconsideration of U.S. policy. The
rigid dogmatism of Mr. Cordell Hull and Mr.
Clayton was superseded by the more fexible
approach of general Marshall and his expert

advisers. A catastrophic fall in the standard of

Instead of admitting that they were wro
the magnitude of the di
y; and that the

life and mﬁr%%:f world trade was avoided.

ilibrium in the wirld econo
ination of that largescale

um
i 3 matter totally different in kind from the

maintenance of equilibrium once it is attained,
. (though it is questionable whether even on the
most favourable assumption the two Bretton
Woods funds would be sufficiently large to ful-
il the purpose for which they were establi-
shed), the orthodox economists now have evol-
{2) a theary according to ?hiqh_'iht.' acute

ved.
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‘currencies . devalued.

ol By Mr.
; S Reply. = Econcemic Jowrnal », 1948, o i also R. Humop:
[1) Mot ihe St caine of that breakdown wis the com. Pt 7

The .CDI]FEPT. of a Dollar Shortage *

*

demand for dollars « is rnr_rﬂy a mni’equtn:te _

of the fact that many countries are unwilling
u:ﬂfnah‘ﬁfm' one reason or, the other to live
within their means. ‘propensity to spend
and fo inflate is so s that the equilibrium

Jin the "balance of payments is constantly

up's:t 1 {3}.

The opposite view, i. e, that the rise of the
United States through two world wars to a po-
sition of pre-eminence has created problems of
an unparalleled character, is dismissed by a pai-
ned imprecation: « Evidently even™in the land

—‘of Adam Smith, Ricirdo, Marshall, and Key-

nes it is necessary to point out again and again
that trade is governed by comparative not by
absolute cost o (4). The possibility that the Uni.
ted States might undersell the rest of.the world,
if perhaps not « all along the line p, over a suf-

~ ficient range to create largescale disequili-
~ brium and impose unemployment is regarded

as rank heresy. It is argued, therefore, that in-
flation outside the U.5. should be stopped and
! u Equilibriom » would
then be restored, and all be well.

These complex arguments continuously

switch between « pure s theoretical considera-

_Ahn-!’m&w H. E.uu. Doliar Shortage is Theory snd Faci,
in & The Canadian Iu-lh-n!-u.!'!.m-ml.h!_ﬁd Peditical Sciemce =,
-mhrhﬂ».h :
I ELEh, op. Of., p. 415, ldenties] vicws are express.
MacDovsais: Brizsin's Foreign Trade Problem: A

Are Theee Hardibips Necersary?, p. 43, ; :
{g) Huszniex, op. ., p. 435, This imprecation of Adam
Smith seem i have become 8 sort of refrain in Profesne Ha.

* berler’s recent papers. 1% poona ko rocar mere or less verbatim in
- almost every of hiy later writings, just as previcmsly Marshali

wis dnvaked (fnncad of desllsd stathtical research) Inoald of

Ut ascrtion that price cluticites are bigh.  Formnoely e

reiltd af, selentific inveitigarion ane ar laar befng publihod 1o
relegate imn the history of coricn thes aprioritc dica, We

- may, nevertheless look farward 1o regrensive qootstions From

Arisiotle and Aquinad, : o

Ty ' i
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« tions and advice of the most highly practical
character, Professor Haberler's n equilibrium
position, implicitly taken as an «optimum x,
discloses his view of the nature of the « world
economy » which underlics his policy recom-
mendations, It demands that a country’s inter-
national payments (perhaps excluding capital
fjght) (5) should be made to balance without
any direct controls’ over payments, without
quintitative, restrictions, and without « resor-
ting ‘10 crude protectionist policies which, even
if they succeeded in alleviating transitional
strains, would do so only at the cpst of perma-
nently impeding ‘the international division of
labor and preventing the optimum allocation

- of resources v (B). -

The proof which has to be furnished by Fro.
fessor Haberler in crder to establish his case is
not whether the United States is able by retalia-
tory action to enforce convertibility and non-

_ discrimination. No one doubts that threats by
the United States with her overwhelming mili-
tary and economic power would ®he ffective.
The problem 1 whether there 15 any ethical
oSt fh’ﬁm}_jﬂr the Unijted States fo use her
power to enforce the rule of the unfettered price
mechanism on other countries. An attempt

- will be made in this paper to show that the

« model » which underlics Professor Haberler's

- policy recommendations has no coneeivable re-

lations. to the world we live in. Consequently
Professor ‘Haberler's « optimum » is devoid of
any scientific meaning, Mr. Truman, General
Marshall, and their expert advisers have success-
Fully penctrated through the fog and uncer-
T.ain};r ereated by the orthodox expert, and tack-

" {5} Profosor Hisesiin ax some points gives the impresaien
thar ever: capital flight sheald be permétted (Deiie Shoreage,
op. fit, p. qgo)  He rejecy the curmens balance ai 3 messarc
af dieqeilibrium, imining on what be calls the corrent balance

misy = eudibeating  eapleal x;a'iu'smu #. bods, however, »

" difficult w amach any  dgnificance w0 this emotive cofrept.
Capital movements even from high o low linteret ratc areas
might wall be o disiquilibrating =, in the seine thae they per-
mit the mubnienanee or intemification of = disequilibria =, They
e in hankrupecy. "In any eme . whether of not 8 country's

“borrowing i s scund =, s0 much depends on the credieons’
sabsequest poly an to rob the concept ef « equilibrating »
capital movements of 2l seme, Efforn to chmbline 8 = real »
(barier} equilibetum_analysis of forelpn: wade bated an sbaslare
factor: immohility monctary analyils (usyally through' a
primitive quantity theory) in the hope of balsing 2 mule
dynainic theory are doomed to Bdilers.  CFL below (2) on the

Danca MWazionale del Lavors

o

led the problem of large-scale readjustment
in the way most- likely to succeed. That thy
fortunatr hutcome -from  the :'m'p:m.:'l cu._uq.qd
by the rigid dogmatisin of the dominant « i
beralistic » scheol of thought, is due o the
double threat of Russia, to et militiry menace
combined with the rise of Communist partics
in Europe, docs not detract from the intrinsic
value of the propress made. The threat of 3
victory of I:fl:-wihg extremism is an index of
impoverishment much more accurate than ¢
priori arguments based on irrelevant models,

I
1. — Let us first turn to the so-called™onp. ~~
run problem, 7 e disregarding, for the mo
ment, monctary disturbances.  Wee-necsd not
suspect Professor Haberler of having a phys
cal maximuem in inind when he discusses the
goal of his policy: though the phrase « opti.
mum allocation for resources n might be inter

‘preted in the sense of the point yielding mad-

mum  physical product. This concept, in the
scnse that the same output could not be achier-
ed with less effort or a greater output with the
same cffort;*has no cconomit relevance withou
reference to the distribution of the product
Should he think of maximizing some quan
tity of o utiliticsn, or feaching  « higher :
indifference levels v, his difficulties are not
less. Only if the following conditions were
fullilled — as they patently are not — would

 his pptimum have any meaning (and we shall

see not much meaning at that):

g) the original endowment of the unit
participating must. be, gﬁ?rr(lg::ch:nﬁnbft by
policy and distributed optimally (whatever that
may mean). There must be full employment;

) there must be given tastes miﬂ:ﬂ:hni*
cal knowledge in the wildst sense of theterm!
they must notbe subject to alteration by con-
scious palicy involving international trade;

¢) perfect competition must prevail Wi
thin (and between) countries; morcover, there
must be free internal mobility of factors;

d) the relatives between social and prive-
te costs must be proportionate and must oot
be influenced by risk induced by foreign trade,

- load the dice cumulatively in

The Concepr of & Dellar Shortage ; 8

"l:I':nm]:l;ll'ali.'l-'t.i{l'ﬁ':n[agrs must be large and
urchanging (70 :

¢) absolute international immobility of
all factors including capital,

If these conditions are not fulfilled, o non-,

discrimination », commercial and monétary,
would certainly not bring about an « opti-

_mum .

- The first condition is certainly not fulfilled
becawse — _quite apart from any other diffi-
culty = of the vast increase, during the war,
of ‘inequality. of opportunity and means bet-
ween the United States and the rest of the
world.  Professor Haberler is puilty” of con-
fouzding total and marginal conditions and

ectinf increasing returns,
fallen foul of a fallacy already discovered by
Marshall in failing to inquire into the distri-
bution of original endowments. Indeed, one
might say that almort any positien which result
ol from some diseriminarory action turning
the terms of trade of the United States against

- her would seem to fit the deseription of woptl

mun v better than which would be brought
about by « non-discrimination »,
Moreover, and this is perhaps' even more

mportant, every single one of the other condi:

tions required to justify Professor Haberler's
roptimum n 1§ wiolated in swch a ATy as o
r of the Ut
ted Stater, Thus the « optimuth » of Professor
Haberler and his dolleagues must™be rejected
as false, -]

2. — The concept of a definite « long-run-
equilibrium » towards which the system is ten-
ding, is itself subject to the gravest doubt. Pro-
fessor Haberler, as we have seen, invokes high
authority for, instead -of proving, His dictum
that it is comparative and not absolute. costs
which determine trade.  If taken literally, this
Matement is obwiously untrue. Comparative
osts are unknown to entreprencirs or govern-

ments conducting trade. They act (in the ab-
 ®nce of direct controls) on the basis of maoncy

prices and exchamge rates. Tt is wholly illicit

13} Quite apart from n.ﬂ'ﬂh.ing: elie, meilf mun ot be
:‘Pﬂ by ihe wemparasily purplus country apainst an fncresse
’m ere i no saggestion chat the ULS, will not

against depreciation. The LT.0, corisind
Tésing tariffy in this ease, : ;pl:tmlu

He has dlso

to assume that monmey prices are proportionate
to long ratni voctal real costs. We know that nei.
rJ‘u:E frivate moaney costs are proportionate to
rocial real costs, nor arc prices proportionate to
private fooney costs. Moreover it is illicie o
assume that the free ‘market system possesies
an inherent mechanism which would restore
proportionality between these three sets of
variables, 1. e, maintain a. 0. Full employment.
Comparative costs might be said in any méa-
ningful sense to determine foreign trade only *
if equilibrium in the sense of conditions (8) and
(¢} of the previous sect] & already been rea-
ched and therefore no@@ances arise in the cur-
rent accolnt of any participating country.

But these conditions” rob Professor Haber.
ler’s arguments of such relevance as it might
still possess,

“IE a large-scale disequilibrium has arisen the
concept of the eventual « equilibrium » position
has no sense independently of thewpath taken.

_ At position will be co-determined by the path

of readjustment. The path itsclf, however, is
determined by absolute costs and monetary fac-
tors. Sustained inflation (or deflation) e. p. in.
a leading country will decrease (or increase) its
competitive power and lead to structural chan-
ges (in comparative costs) which are likely to
persist after the original disequilibrating effect
is removed. In any case the enforcing of se-
condiiry readjustments by the restoration of the
equilibrium of the country originally responsi-
ble for the disturbance might well depress op-
portunity costs to zero in other countries ().

There is-no earthly reason, for instance, why
a country could not «undersell anothér all’
along the line» (g) provided loss of reserves
takes place on the part of the deficit country.
The short-run elasticities, which scem extre-
mely low (whatever they may be in the long
period), will further impede readjustment and
may result in substantial lowering of the stan-
dard of life — through a worscning of the
terms of trade — of those on whom readjust-

(0 CE. my anicle, Evchange [eprecistion and Eromomic
Resdimnment, pp, 373185 in o Review of Economics asd So-
tittics =, fp48, and L Peiiax, Erchampe Deprenision ead
Intermazional Monetary Srailiey, itid., 1B, pp. 17287,

{5) CF my paper, The L5, and Indermarional Eronomic
Egwilifviunt, op. oit,, st well a1 Profonor Sasnvsos, Digpesity
in_ Post-War Erchenge Rater, ibid,, P47



B : ; Hanea Naziosale del Lavoro

ment is impaosed, 1. ¢ of the dominated, that is
" the weaker, sconomies, : i
The dominant economy in addition might
cause a further and unnecessary lowering of the
standard of life of its partners by imposing
unemployment. through employment effects in-
rahle from the price-movements, (10) inco-
me effects,; which could have been avoided had
different, more discriminatory means  been
used to restore the balance in international pay-
ments (11): Any shock in the deminant econo-
my by its multiplier effects and reactions is
bound to cause fluctuations much greater in
extent +than_the original cause. On the other
hand the repercussions of « readjustments » on
the surplus countries- must not be underestimat-
ed. The richer a country the more difficult it is
for her to maintain monetary equilibrium and
the more dangerous shocks from the outside.
It is for those who from thime to fime cx-
hume Say's theorem — having preiodically bu-
 sily interred it (12) — to prove that employ-
ment effects are not-bound to arise and thus to
affect the eventual position of « c'qq:'rﬁbr_ium .
"The growing uneasincss of the “worthadox
school is reflected by the fact that they hmve,
without exception, refrained from recommend-
ing the ohservance of the « rules of the game »
to the United States. According to orthodox
canons the United States should inflate (while
“the deficit countries deflate) until the resultant
rise in incomes and prices helps to-wipe out her
surplus. In this way the extent of readjustment
abroad would be lessened. The realisation that
this procedure would in fact aggravate the Eu-
ropean crisis as long as shortages persist (apart
from _inducing a domestic cumulative disequi-
librium in the United States) (13) has begun to
dawn. Yet its corollary, that erthodox mea-
siires cannot minimise the lowering of the stan-

{15} On the manetsry mecianisn cf. £ papes, The Inters

national Arpects of Frlt Employmen, in « Econoeics of Fall
I‘.I'np?qmnt », Dizlard, 154, '.‘

{11} Moreover, if Say's law is shis dropped a2-any moment
through the « path of readjusment », 23 Jr mon be, compa-
rative £oats beeams meaninglo: for 1he counmy nuffering From
snemplayment. opportanity oot of a commedity sisks o 2e0
or belaw, ; S

(12} e.p. Professor Humae, New' Ecomomics, od, 5, Hor-

i, p. : i £
.[Pl_!;?.f; iu;g:}.}hilimaﬁn;mmhwﬁuhﬂfw
s made nowadsys ta the coloasal faifure of the Nesman-Stong
au&p:wmuﬂ:muquu.i\:rhq{dmjh:hlhm
probileen by cithedas metheds,

- of ¥
dard of life of the poorer countries, i still be.
ing fiercely resisted. :

It has peen argued that the cumulative peo
cesses induced by monetary « readjustment o
are ‘merely short-run phenomena and that i
p:mh:n:ﬁ\n: meatires are iqtmducui[_, the Lm]g_
run opportanity costs will rise by ‘more than
the gain from the employment effect,  Whe
ther or not this is so cannot be decide on gene.
ral a priorf grounds. * It will depend on the ex.
tent of the long-run comparative cost diffecen.
cet and of the degree of unemploymint. T?
uncqual dynamic progress in two regions ma-
kes a periodic recurrence. of the o shifts in

_ equilibrium » probible and thus necessitates pe.
- riodic readjustments, the opposite is more |-

kely. Morcover, the .risk of such recurrence
itself will undoubtedly influence « comiparai—

“ve costs o, retarding economic develapment —

to the detriment of the weaker exporting o
tions. This was precisely what was threatensd -
by the growing duminance and faster progres
of the United States, if suitable measures had

not beep taken to bring about a better distri-
" bution of factor endowment between the We

stern contries so gravely upset by the war
The volume of trade — and this Profese
Haberler seems to forget periodically — is the
‘result not merely of cost differences (compara-
tive or otherwisc) but also of international r:ml-
ing. Lending will, morcover, tend to de
erease comparative cost differences due to the
incquality of original factor-endowment and
thus tend eventually to reduce the proporsion
of trade to national income though not necess-

. rily its absolute volume, At the same time kn-

ding or grant will tend to decrease the inequ-

lity of opportunity in different.parts of the

world. Thus loans or gi;unir"'rrpmr\ﬁ?mtdﬂﬁ"
narive fo dircriminatory commercial policy &

@ means to reduce incquality. 'I'husE provided .

grants and loans continue, a larger|scope for
the prinv:iple non-discrimination wo com-
patible with the welfare of the less-well-endo-
wed countrics. But this conclusion is entirely
beyond  the model of orthodox economists
which in basic matters disregards capital (and
other factor) movements (though mentioning -
them whenever convenient for their argur

Thus we may conclude that the denials of

the problem of a dpllar shortage in the Sense

The Concept ol a Dollar Shortage : ; a.?

- 1) that discriminatory methods will lessen
the required extenit of readjustment of the wea-
ker countrics, and e

2) that discrimination will also produce
2 more equal international distribution of in-
come and opportunity . i

- are based on & model of the international

economy which o priori excludes a discussion

of the problem .which the writers set out to

investigate [‘.‘“' : e

(1) Mr: MucDotoacs’s further {nl-,-;n!i_-nl Eitempe at demon.
antisg (Norer oo Britain’s Bargaining Power, in « Ozford
Ecenomic Paperd’s, New Series, Jansiry 1545) that « Britain's
targsising power a5 2 large Imporier 0 ot o great &5 if pene.
tines toaght s iy bated on 3 abmilisly satic and &ually irre.
braz model. Hix conceps of exploitation represents an lificix
meiiation “of . the tooh of eqsilibium  analyidc 1o peeklems
mezericd with extreme discquilfrivm,  Moreover, s st the
sarghe of priduction the ks siachid 1o the erfenmon of 1he
meet of frimary products i mudy greaser than that scteched
0 mennfactures (hecaine the vapply of and demand for them i
ielmiic), the: sdvantages of guaramiesd markets and, herefoee,

of Nritiin’s capacity to redoce the rhiky of primary producers 1

anact be meausred by the percemiage which' Dritain's Emparts
represent in world imports of individual commodities er sther

roentrice’ exports. - In earlier w-sil.i.ng‘. (= Ecomomic Toarpal ",
< Marehs pogé, March 1oy and Mareh 1548} he maintained e

the satlo ol & couniry’s il exports to exports to Britsin was
1 Bt messtire of Beitzin's Ii:.rgu‘n[ng power, On beln‘ thawp
f Fritsis might be an overwhelmingly important market for
srtsin peodlucts, the  production -of which might not be casily
dusdened or ywitched (cf, my ardele, Disrrimination, fa = Hul.

idn ol the Teaditate of Sodstier s, Otford, soqf), he now

ek 8 detnled investigation of the importance of the

. Ui Rinpdom by coulgiries and commadity markets. He ealls
iy {rm":'rhid-n::‘:i_n bought an appreciable share = ext

pmble o, and invedtigates the relsiian of Pheir exports o their
o3 mational income.  He soncludes that Britain_is_vulnesable
bemme ahe Emports the bulle of the vital commolities few
prodecers sod their exporss are alio consumed. 11 home, the
#eher band « non-explaitable » countries form a large proponion
of the demisnd for manufseriee,

Redgroal  porchase agreements permit ihe exsemsian of
fFadtan in both regions and eliminie the social ooés fnvaly.
i Eoquent resdfustment, Mo mist we forget thar mnem.
peyment or depreclaiion forced upon Britsin through e resd.
fments & will resct on her supplisn. Dellarion in Sriuin hay
e mme effect o9 1arlfy or quons, The {adirest iocia] eons of
e temndary” readjusment might well be higher in both
ceiries than eoneruions in price F are  demanded,
Usbew coweme mivsakes .are commitied fn the choies of

e poducti, the loisen fovalved in thiv » increased rigiding s

4 very el lower than the galmi résulting from ibe ridkles
mmsion of production. And it ir thr extenrion of produrtion
whck it the erue of proposly s enier fars reciprocal apree-

[k, Britaln and Europe should try fo avaid competing for

! pren weeld market bt organlie for an immense i the pro-
dation of primary products snd thelr evchangs againtt mans-

Ilm:llb:hﬂm1ﬂ1hilmﬂﬂllh¢‘

ielanidy of demand and supply which characterie the market
‘M_Mmknﬂr:m&mgﬂﬁrﬁ:pﬂ-
dmmn when there are seareities, Abundance el in weakness,
T4 Bt i well undersiod and results in 3 tendency 1 rericy

b

Unconditional multilateral “non-discrimina-
tion and convertibility — which uriderlic both
LT.O. and Bretton Woods — stand condemned
as neither just nor workable under present con.
ditions.” They were unjust because they were
nothing but a simple extension of the doctrinés
of classical welfare economics based on a clo-
sed and perfectly competitive ‘economy to the
infinitely more complex problems of the pre-
sent broken world economy. :

Even for a closed economy the whole ana-
lysis depended on the assumption that perfect
competition and pcr“[?fnrcslght prevailed.
Moreover; even perfect competition, the inte-

_ gral counterpart of the free-trade dogma, could
_not be demonstrated to bring about an opti-

mum distribution or use of resources and out-
put’ unless the distribution of wealth and in-
come at the starting-point was « optimal».
That perfect competition is in any_case a fig-
ment of imagination, and the conclusions ba-
scd on it cannot be applied without modifica-
tion, was ignored to a surprising extent. The
distribiition of wealth: even within a modeen
community possessing, and using to the full, all
the paraphernalia of taxation and sccial servi-
ces remains dunjustn in the” sense that
incqualities exist which cannot be attributed
to the need to stimulate output. If the con-
clusions of classical welfare: economics eannot

— or not tn expand — the production of primary product
mare than jusifed by objective oriteria, For fesr of overnzep
ping the danger limis, The elimination of this fesr 5 casential
if the threat of eceninued shortages is ta be evereeme, But it
could ‘caly ke evercome by long-torm gusraniees. Mr Mac
Denpall’s made] i inezpable of .dealing with the peoblem. Tt
b net o much an improvement of the terma of trade which
should be almed ax, a1 3 idershle | in the volume of
trade, This woald rowdt in munsl gala and not omesided
exploization,

The period immediaely shead, when the extrome scarctien

af food-smaffs due ta the erop-failures in Europe have already

been climizted, and the d competition of manufacrired
products has not yer fully materlalbed, will probably provide a
[ood opportunity to prepage the bagh for soch long-term armange.

- mests and dinipate weplelons of « exploitation s, Af the ume

time mepares thould be tkes to reduce as much a3 pemible a
head-on club between the Eurnpean. exporten” manufactures by
stimulating plasned development, e, demand for chelr pro-
ducts.  Mr, MaeDoupail’s frars that 2 Ewropean regional symem
weald Impals the prospects for Britiah cxports and invite United
Ststes petaliation (54 have mot proved justified. Br ls to be
haped that the CLE.E.C. will learn from these fexsong xnd ex-
periences, ‘

-
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+  provide, mugh guidance to domestic policy,
still less do they apply in international relations,
where there is nditaxing power and any redi-
stribution of intérnational wealth ahd income
can ohly come about by way of unilateral gifts
and default or by a conscious modification of
the terms of trade, : 2y
“The w«ecritics of multilateralism » are nei-
ther opposed to all « rules of the game » in in-
ternational relations nor are they oppesed to
multilateralism if multilateralism is not con:
‘ducted on the basis of rules which tend to per-
petuate the inequalities of opportunity in the
world, They want new rules which would
encrgise the world to faster and more equal
progress, The tenets of the general equilibrium
theory, based as it is on, given means, known

uindifferences n, perfect knowledge, must not
. - be used to discuss problems of growth and pro-

blems arising out of the economic cdntact of

different civilisations at different stages of their .

techpical progress. Should the richer countries
consent — in proportion to their recovery and
wealth —  promote technical and economic
progress in the poorer areas systematcally,
through grants and (low- inf:rm})ﬁam, this

- would obviously represent the most desirable

solution, far superior to a system of planncd.and
graduated discrimination.” But the latter-in turn
is preferable to-the statism of general equili-
brium. It would be insane to try to achieve « ba-
lance » in the international payments of the
* United States e. g. by reducing her agricultural
output to domestic requirements {or below). It
is-clear that an agricultural revolution is taking
place which will violently change value-pro-
~ ductivity per man in agriculture, and the futu-
rc * opportunity » cost relatives are whaolly in-
calculable. Moreover the world needs the Uni-

ted States output and the domestic social con. -

sequences of the « free » ;'P[al_r of furces would
be most undesirable (15)." The alternative of sy-

stematic grants, howeser, could not be consi-

dered practical politics prior to the Marshall-
Truman declarations. It should pradually be
extended by the participation of European

(15) CE. on the order of magmiteder comeorned my caay,

The Umited Sisier awd the ﬂfwﬂhh}:,{ﬁ lFﬂ'ﬁ'ﬂh

mmhmmmu-.d.a.mmm
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countries in the grants to underdeveloped er.
ritories, after they have themselves recovered,
With the inaugurition of ‘the Marshall Man,

a splendid beginning has been made for the

reconstruction of a multilateral world rconomy,
For its {fll Erdition, however, ceriin perma.
nent changes in the structure of the world co
nomy will have w be envisaged and promoted
The first asick foremost, conditign of sticcess
is the clirification of the United States policy
in diminishing the strain of readjusting the
world dollar balance after the prospective end
of Marshall Aid. This deniznds (a) unilateral
United States tariff concessions 4o increase di
rect imports to the UL 8. (16); (b) toleration
a system of discrimination against the U, §,
within Western Europe and in Western Eu.
rofit's trading relations with other mtin:r.'!u,
i.e. the revision of the Havana Charter; (c)
some indication of the United States domests

policy in mainigining demand ac home; (d—

some indication of the, magnitde of non
tied loans or grants to developmentfareas. The

task before Europe is to achicve not merely an -

overall equilibrivm of payments bair also o sub-
stantial excess of exports in order to resume in-

. vestment (and repayment of war debts) s a

to strengthen its supply position and enable it

to obtain reasonable terms of exchange.
While the extraordinary dependence on Usi-

ted States and other dollar areas supplies must

~and \l;r_illﬂfrc reduced as European production

recovers. there is no reason o aim at a bilate
ral Exropedn as against a world dollar balanc,

though limited unilateral tariff concessions by

the United States would promote the attaie
ment of a better equilibrium. All efforts should
now be concentrated on proving to the United

States that effective multilateralism will almost
. exclusively depend on her policy during and

tianal co-ope:

after Marshall aid, IF by i L
ance of P:fml‘ﬂﬂ

ration the United States

(including capital account) can be made un-

favourable with non-European countries thro-
ugh extra-curopean development programmes,

and by special purchasing arrapgerhents the

markets for.-European manufactures incres

sed, if a suitable stabilisation policy is pursurd

in the United States, effective multilateralism
(o) Buz . qualificationn in the previous parsgaph,

" ol Brepon Wends, The
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on 2 world scale would have been given a new

" thance.  The flexible Marshall Aid technique,

as contrasted with the grosly inadequate fixed
otz of the Bretton Woods instilutiuns, will

gide a firm hasis for this second effore at
international. reconstruction.”  As long as there
is — as there obviously mew is — a chance of
securing full United States participation in such
1 world-wide scheme wo other, much les at-
tractive, alternatives should be nl‘t:mp‘tr.‘d as
their immediate restrictive implications would
be bound to cause disillusionment in the Uni-

tell States (17) This view does not imply a re-’

maction of previous critclsm against Bretton
Woods 25 unjustificd, but represents an acknow-
ledgment that circumstances and possibilities,
in the dominant economy, the United States,
have changed {18), : P
‘alike the case against monetary multila-

- teralism, the case-against non-discrimination” is

mafe ||;g|':nt than ever before. There is grave
danger that the United States help, instead of
being dedicited to building up a viable regio-

nal uwnit, will be used to mainwin stronply .

atarkic national units' whose position in a see-
mingly non-discriminating, multilateral, world

-will be 50 weak and unstable, as to crumple at

the first stress, whether caused by a reappearan.

(15} This is the case agaimt the British Four Yer Plan
whmitied 10 EC.A. CE my poper, Brisn, the OEEC, &

'-..___.qu

ce elsewhere of cychical fluctuations or because
of the steady. unfavourable trend of the terms
of trade. :

Much educative work has to be done in this
respect. Wy must obtain the cdnsent and co-
operation of the United States in the organi-
sation of a strong European economic unit (1g)
— which for a period far longer than Marshall

. Aid would demand consent by the United:Sta-

tes to preférential arrangements both within
Western Europe and between Western Europe
and certain complementary outside territories,
Yet even enlightened economists with obwioys

sympathy for the plight of Europe interpret :

this plea as a distrust of and hostility to United
States prospetity (20). Nothing is Further from
the intention of thusefu'.advm:mi a close
cconomic ; co-ordinatio s of Europe.. What
should be attempted in the interests of all is to

 prevent a widening discrepancy between the

Werld Ecempmy, in » Balletin of the Tnstinse’ of Stabaies s,

Crdand, flhi.l:r}'-ﬁ{ﬂm. 1540 - 4
{18} Cf. my critiqoeiof Lord Keynes's last article in defence

i« Bulletin of the Insticdee of Sm'n:iu}.. Crdord,  Oxiober,
P J

Uigited States and the World Econompts:

United States and the rest of the world and the
tendency by the United States under the slogan
of nop discrimination to sccurc a monopaly of,
and prevent others from developing, industrics
with the greatest degrec of increasing returns,
which would inevitably result in the widening
of the differerice in the standard of life.

(rg) GE, Puprimtesuon, in o Bullin’ of the Instituwic of
Statiitics s, Oaford, July and August 1g48, and TheUnieed Siate;
end Imternéficwal Erewomtc Equilitrium, in Fareign Economic
Palicy for the United States », ed. Harris, Harvard, 1948,

{20} r.g. Prodesne 5. Haman, in « Fordgn Ecenomic Poliey
for the United States s, ep. of, pdiz, and a review of thi
baok by K. Hurcsiniow in the « Now York Times s, Novem.
ber 1.;__"|g,.|l.
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