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P R E F A C E 

This brief collection of studies dealing with problems which logically 
come under consideration before proceeding to the examination of particular 
subjects, such as, say, agriculture, takes as its starting point the notion of 
the total real income of a country, and with reference to the transition from 
war to peace, examines the importance for the equilibrium of the economic 
structure and for social security, of the problem of replacing money incomes, 
which will cease when hostilities come to an end, by real incomes, of which 
the flow may perhaps be small during a first period but which are ready 
to increase and to be redistributed in (he form of securely growing personal 
incomes. It then studies how a rational solution of problems incumbent 
on all countries, such as those of assuring sufficient food for all the classes 
of a community, the employment of available labour energies, etc., cannot 
disregard this notion of real income. 

The growth of real income, which in modern economy is expressed in terms 
of money, requires at least approximate stability in the purchasing power 
of the currency, thus depending upon a satisfactory solution of the problem 
of monetary rehabilitation. It also depends upon the activity of the State 
which, while providing more especially public services typically instrumental 
for the larger production by individuals of consumption goods, is contained 
within the limits of economic expediency, and accordingly takes care not to 
destroy present goods in the absence of the certainty of future compensations 
which could at least replace those subtracted from the supply of consumer 
goods, available for individuals or of producers goods used for the pro
duction of such commodities. 

As after the war recourse can only be had to the sources of income for 
obtaining the means required for providing the several public services and 
attaining the purposes the Government has in view, it would seem neces
sary that any action taken by public bodies, whether for raising funds — a 
strictly financial activity — or for spending them — an economic policy 
activity — should avoid reducing the production of real income, as it would 
thus undermine the very foundations of recovery, both individual -and 
collective. 



VI PREFACE 

On the one hand private producers and consumers may make plans for 
the future use of their income and for its subsequent distribution between 
purposes serving consumption or production. On the other hand the Go
vernment and other public bodies, anxious to act on prudent lines, may 
maTce plans for helping, or at least for not hindering, or in the worst case 
for hindering as little as possible, private productive activities. 

Conceived in this manner, the plans laid down by public bodies will also 
help to produce real income and to encourage its increase during the period 
in which such policy is in a position to develop through the convergence and 
amalgamation of other rational activities. Thus the notion of increasing 
real income which we took as our starting point is finally seen to be not 
only the chief object of private activity, whether organized according to plans 
or not, but the object which Governments and other public bodies can never 
renounce without causing serious loss. 

Between books which investigate and books which expose a situation, 
a study ichich is the result of slow meditation necessarily gravitates to
wards the former. This may not secure for it public favour. It toill hoio-
ever leave it the fervent desire to see the organisation of a better life-after 
the greatest, perhaps the most terrific series of events experienced for years 
by millions of human beings. 

Rome, May, 1944. 
GIUSEPPE UGO P A P I 
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I. 

S U M M A R Y 

PART I : THE CONCEPT OF INCOME. — A definition is given of the concept of 
the aggregate real income and of the money income of a country during a given period, 
as well as of the concept of pergonal income, real or expressed in money, as resulting from 
the distribution of the aggregate income. A distinction is made between the productive 
activity of individuals aimed at the production of consumption goods through the varioua 
stages determined by technical factors, which is self-supporting so long as it is maintained 
out of the proceeds of the sale of its products and which, therefore, may be defined as 
independent, on the one hand; and the productive activity of the State aimed at the pro
duction of public services in the largest sense of this term, which represents a productive 
activity financed out of the aggregate income through taxes, out of savings through 
loans, out of capital through the consumption of its substance and out of the proceeds 
of the creation of monetary means: a productive activity and which, therefore, may be 
defliiel as a derived activity, on the other hand. 

This distinction brings into relief the fact that the simultaneous recourse to all the 
above mentioned sources puts at the disposal of the State an amount of purchasing 
power which cannot be considered as aggregate money income, so long as the country 
is in a position to check the effects of the continuous increase of these means upon the 
price level of the various groups of goods and services tending to rise ; but whose coinci
dence with the concept of money income is restored, if and when the country is no more 
able to ensure the complete return of the money issued to its source and thus to prevent 
the rise in prices. 

Within the limits of the amount thus obtained, the State is enabled to develop an 
activity which, whatever may be its actual economic worth, would not have been pos
sible if it had been financed out of the original money income. 

PART I I : THE MEANS OF INCBEASING REAL INCOME AND SAVINGS. — Immediately 
on the termination of the war, the volume of the " derived" production of public services 
by the State undergoes a modification ; and that because, for various reasons, the re
lative importance of the several sources from which it was financed, is changed. There 
arises, therefore, the problem of the substitution for the money incomes derived from 
the activities of the State, which had ceased, of real incomes which can now be obtained 
on a larger scale from independent production. 

To permit such independent production to increase, it is essential, however, that 
the demand for consumption goods be increased. There follows an examination of the 
possible bases of increased demand: incomes which have survived ; incomes in course 
of increase ; savings. International exchanges extend these bases. Recourse to foreign 
incomes by means of exports and to foreign savings by means of borrowing abroad 
add the proceeds to the domestic demand for consumers' goods, thus contributing to 
the increase in the supply of such commodities. In other words, there is an expansion 
of real income, which constitutes the typical manifestation of a country's prosperity. 

THE SUBSTITUTION OF N E W INCOMES 

FOR THOSE WHICH H A V E CEASED 





PABT I 

T H E CX>NCBPT O F IKCOMB 

I. — Independent individual production. The concepts of total and indi
vidual income, of real and money income. 

The different forms of productive activity exercised b y the mem
bers of a civilized community may be divided, according to their ohject , 
into two distinct groups : (a) Production of consumers^ goods for individ
ual consumption, such as food, clothing, houses, etc. , all intended for the 
immediate satisfaction of human needs (1). These consumers' goods are 
produced by means of various capital goods, such as energy, machines, 
materials, means of transport, etc. , the process of production being divided 
into a number of separate stages determined by the state of technical 
knowledge, (b) Production ot goods which may he called consumers^ goods 
for the consumption of the community, which consist in the administration 
of justice, in the defence of the territory, including all the industries engag
ed in the production of goods necessary for actual or potential warfare, 
construction of roads, railways and other public works. All these inay be 
considered by the individual members of the community as producers' 
goods intended to insure a larger and securer production of goods for in
dividual consurnption, and thus assimilated to producers' goods proper 
(machines, energy, etc.). 

Most individual members of the community, singly oi in groups, are 
engaged in the first of these two forms of production. This production is 
kept going by the returns obtained from the sale of the consumers' goods 
produced, such for instance as bread, irrespective of the number of inter
mediate stages which the product may have to go through. And the 

(1 ) " ConsumBrs goods" include, also, evidently, those goods which some would 
call "non materia)" because the material nature of these goods is not immediately 
obvious : a lawer's or a doctor's advice, a professor's lecture, etc., as well as so-called 
"personal services " (not to be confused with the services of the factors of production)•: 
human activities which modify the extent of a human need directly, without recourse 
to any matter extraneous to the human person itself. Such, for instance, is the activity 
of a masseur. 
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study of these productive activities gives a fairly clear insight into the 
nature of the total income and of the individual income. 

In fact, in all modern communities, the use of money — as well as 
of credit facilities — permits the realization of two important functions, 
namely, first, that of anticipating the equivalent in money of the con
sumers' goods forming the object of productive activity, before its pro
cess of production had been completed ; and, secondly, to distribute 
the money equivalent of the consumers' goods produced among all the 
enterprises engaged in the various phases of their production and, in 
their respective spheres, among the different factors of production. 

Now, that which is anticipated or distributed consists in consumers' 
goods, such as quantities of baked bread, or, instead, of their equivalent 
in money calculated at current prices. Thus, in the end, it is the ag
gregate of the consumers' goods produced and consumed during a given 
period of time — generally a month or a year — characterized by 
approximative periodicity and the possibility of mr.simption without 
damage to the source from which they come, that constitutes the total 
real income or, in other words, the total real dividend of the community. 
Since, given a certain mass of money, the consumers' goods are exchang
ed at certain unit pric(^s, the sum of all the products of the multipli
cation of the quantities of such goods by their respective prices consti
tutes the total money income of the community (1). 

The individual income, on the other hand, constitutes that part of 
the aggregate consumers' goods which the use of money and of credit 
permits to anticipate from the quantity actually produced for distribu
tion among those who take part in their production. Evidently this 
part also presents the characteristics of periodicity in the flow of produc
tion and of the possibility of being consumed without damage to its source, 
to which we have already referred above. 

( 1 ) There exists a school of thought which considers that the total income comprises 
also the increase in producers' ^oods taking place during the period of time concerned — 
the month, the year, the five-years' period, etc. — compared with the aggregate of pro
ducers' goods which existed during the preceding period. In any case, however, in 
order to avoid duplications, as the producers' goods, by their nature, must eventually 
be transformed into articles for con.«juniption, it would appear advisable to take the in
crease in them into consideration oiil.v when such transformation has already taken place, 
and to the extent to which it will be possible to ascertain it, duiing the period of time 
immediately following upon that actually considered. Thus the increase in producers' 
goods can only be considered as a potential increase in income. The extent to which 
an increase in the quantity of consumers' goods will take place, if the producers' goods 
really fulfil their productive function, can then be ascertained only in the course of a 
period successive to that during which tlie increase in producers' goods had been realissed" 
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The individual income thus represents the remuneration of every 
participant in the process of production for his contribution to the 
common w o r t . Every person in receipt of a certain sum as income 
deducts from this sum all the elements of costs, thus reducing it to net 
income. The more exactly this operation is carried out, the nearer 
the sum of net incomes comes to represent a reproduction of the total 
income. 

The typical case of an individual seeking to obtain a net income 
is that of an entrepreneur who pays the prices required to secure the sup
ply of the various factors of production, including his own work, and 
profits by the eventual margin over and above his costs. But this si
tuation is common to all those who, in order to obtain an income, 
must sustain costs, which may be involved in training, in transport, 
in publicity, in taxes, etc. This situation appears with particular clear
ness under the competitive system, in which the sum of the prices paid 
for securing the supply of the factors of production tends to equal th<' 
sum obtained from the sale of the products, or, in other words, the total 
money income of the community. 

Thus, the total income and the individual income become in a sense 
wmplementary notions, both in the case when they are expressed in terms 
of consumable commodities and constitute real income, and in the case 
in which, expressed in terms of money, they represent the money in
come of the community as a whole, or of its individual members. 

A direct consequence of the consideration of the income as " the es
sential result of the economic activity of man " (1) — t h a t is as the aggre
gate of goods produced and consumed during a certain period of time 
and capable of directly satisfying certain needs — is that the producers' 
goods intended, through various phases, to produce articles of direct 
consumption, cannot be considered as part of the income, either total or 
individual. Their incluision would unavoidably result in a duplication. 
It is true that certain commodities may be considered as being at the 
same time consumers' and producers' goods, according to the use to 
which they are put. There may, therefore, arise some doubt a? t o 
whether they should be included in the aggregate of goods which constl-

(1 ) Among the modern treatises on economics the one that devotes most attention 
to the, concept of income is that of MASCI Gr.: " Corso di economia politica corporativa " , 
Poro Italiano, Roma, 1940, Vol. I, pp. 217 -222 . Also D E VITI D E MAKCO, A. : " I'rin-
cipi di economia finanziaria " , Einaudi, Torino, pp. 191 sq. 
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tute the real income of a country, or not. As, however, the commodities 
which may be considered at the same time as goods for direct and for 
indirect consumption, are not very numerous in civilized society, the 
calculation of the real or money income of a country would not appear 
to be seriously aftected by the possibility of duplication arising out f4 

such ambiguity in the classification. 

2. — Productive activity of the State and the sources of its financing. 

(A) T H E REVENUE OF A COUNTRY : OEDINABY FINANCE. 

In our preceding study of the productive activities of individurfs 
we have pointed out the existence of a certain parallelism between the 
real income, total or individual, and the money income which represents 
the sum of the products of the multiplication of the quantities of consu
mers' goods by their respective prices. Beside the production of consu
mers' goods in its various phases, which is carried out by individuals and 
is kept going by the proceeds of the marketing of the products, there 
exists, however, a production of goods and services of a public character, 
which, as we have had occasion to say, may be considered as consumers* 
goods for the community's use and, at the same time, as producers' goods, 
in so far as they ensure a securer and larger creation of real or money in
come for the country. 

This production carried out by the State is financed from different 
sources : national income, savings, consumption of capital or inflation. 
In its turn, it distributes incomes to those engaged in it. It follows 
that, in so far as such production is financed by drawing upon the incomes 
of the citizens, the incomes which the State distributes by the production 
of public services, in the form of wages, salaries, interests on public, debt, 
subsidies or bonuses, cannot be added to the aggregate incomes derived 
from independent individual productive activity (calculated before the 
levying of taxes), as such an addition would involve a duplication. This 
is the first observation to be made in connection with the productive ac
tivities of the State based exclusively upon the incomes of the individual 
citizens. The second observation is that, so long as the productive acti
vity of the State is financed by the taxation of the citizens' incomes, the 
relation between the real income (aggregate of consumers' goods produced), 
on the one hand, and money income (product of the multiplication of the 
quantities of consumers' goods by their respective prices), on the other 
hand, i» in no way changed. 
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It is true, however, that the money incomes distributed by the State 
or by public bodies, for the organization and management of public ser
vices, special or general, are themselves subject to taxation, just as are the 
incomes derived from the independent individual production of consumers' 
goods. A furnisher or an employee of the State is as much a taxpayer as 
a private business man or employee. It should however be noted in this 
connection that the taxation of incomes distributed by the State in order 
to keep the public services going has, at any rate, the effect of diminishing 
the amount of taxes which, otherwise, would have to be levied on the 
aggregate incomes derived from the independent individual production of 
commodities and services. As a result, so long as the State obtains the means 
necessary for the financing of its productive activity exclusively by drawing 
upon the incomes of its citizens, the proceeds of taxation which it spends on 
public services cannot he added to the total of incomes derived from inde
pendent individual production : and never will there arise a discrepancy 
between the real income and the money income, as defined above. 

{B) SAVINGS. 

A discrepancy between real and money income makes its appearance 
as soon as the State begins to draw upon sources oth&r than the citi
zens' incomes. In other words, this takes place when the State, instead 
of having recourse to expedients of ordinary finance, thus drawing upon 
a source which reproduces itself indefinitely — as this seems, at first sight, 
to be the case when the necessary funds are obtained b y the taxation of 
private incomes — passes to the application of measures of extraordinary 
finance involving the levying of taxes which cannot be paid out of income 
and have to be met by drawing upon the capital and which, therefore, 
represent a direct claim of the State on the people's savings. In this 
case, in order to keep its activities going, the State is compelled to draw 
hot only on the incomes of the individual citizens, but on what, in the 
past, they have been able to save. 

The State draws upon all forms of savings, whenever these are 
available in sufficiently large amounts and whenever there exists, on the 
part of thpir owners, a readiness to invest them in Government bonds. 
The available funds may include private savings, which the Government 
proposes to borrow on terms attractive to their owners ; they may re
present undistributed profits of business enterprises ; surplus receipts 
over and above the sums budgeted by public bodies ; during exceptional 
periods, they may include sums saved b y persons entitled to reparations 
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(slu'h as those paid for war damages), etc. Theoretically, recourse to this 
source is limited, however, by the extent to which it is possible to in
crease the burden of taxation by the addition of sums due in interests 
and repayment on the newly contracted debts. But in any case the ad
dition to the incomes derived from independent individual productive 
activity of the sums distributed by the State to those engaged in the 
various public services — if these are financed out of the proceeds of 
previous saving, and i f ' the money thus spent does not leave the country 
— does not lead to any duplication in the calculation of total income. 

(C) CONvSUMPTION OF CAPITAL: SOURCES OF " EXTRAORDINARY" FINANCE, 

If, however, the savings are scarce, if the public is not willing to 
subscribe to public loans, if fiscal charges cannot be increased, the 
State, faced with the impossibility to finance its activities out of taxa
tion, may find other resources by proceeding to the " consumption '* 
or in the ' disinvestment " of capitals, which may take different forms (1). 

il) Within the country, the exhaustion of stocks of raw materials, of .semimauu-
fttctured and of finished conimodities, which cannot be replaced ; the reduction or the 
complete elimination of the amortization and the insurance of fixed capital ; the conver
sion of (consumers ' into capital goods (melting down of statues or of metal ornaments, 
for instance, for obtaining the metals they contain) ; the destruction of durable goods, 
movable and immovable, for the raw materials they are made of, the disposal of artistic 
olijects, etc. In the relations with foreign countries, the export of gold reserves ; the 
transfer of foreign credits, by means, for instance, of the sale of foreign securities, or of 
claims upon foreign debtors ; the disposal of profit-bearing investments abroad ; the 
Side abroad of parts of the country's capital to pay for imports of articles of consumption ; 
the seizure by foreigners of part of the national wealth of the country through requisitions, 
annexions of territories or confiscations. For some of the.̂ e examples SPC BOKGATT.'V, L. : 
" Con.sunio bellico c ricostituzione del capitale ne] dopoguerra " , Giornale degli Econo-
misti, .Tuly-.̂ ugust 1941, and following issues. 

In the White Pappr accompanying the British budget draft for 1941-42, "Capital 
Disinvestment " is divided into : 

(o) " Overseas disinvestment " : This is the adverse balance of payments of the 
United Kingdom on current account. It excludes any liabilities incurred as a result 
of Lease-I^end (which is also excluded from the expenditure figures); but it includes, for 
the Budget forecast 1942-43, the Canadian Government contribution of 225 Mn. 

(b) "Home disinvestment"; "Residue being the net disinvestment of capital 
at home. " 

For 1938, this item wa.s estimated independently. For the war years, the residue 
has been ])rovided from the following sources : 

(a) Sales to public authorities of capital assets (such as sites, buildings and stocks 
of goods previously owned privately) ; 

(b) Sinking funds and depreciation funds of firms and institutions ; 
(c) Net depletion of stocks and working capital (apart from sales under (o) above) 

carried by private finance, measured by the reduction in their value as reckoned in the 
calculation of the year's profit ; 
lest (d) New investment financed out of privately owned funds ; 

(e) Replacements and renewals charged on depreciation funds ; 
(/) Replacements of war losses actually carried out (including new ships in private 

ownership and stocks of commodities lost and replaced within the year). 
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3. — Consequences of the use of these three sources: " generic " inflation 
and disparity between the money income, as monetary expression 
of real income, and the money income actually available to the State 
for the financing of the various public services. 

When the State draws not only upon the citizens' incomes, but 
upon savings and capital as well, it would appear that, in the end, all 
these three sources may be reduced to a single one, namely, the real in
come. Savings, indeed, are in a large part due to the amount of income 
which permits saving. The consumption of capital, on the other hand, 
represents merely the withdrawal of some of the factors which contri
bute to the creation of income, and thus means a diminution of real in
come. This latter always constitutes the final object of all the activities 
of the State, unless it is ready to assume itself the production of con
sumers' goods, in substitution of the private producers, with a view 
either to greater material advantage or t o the protection of some poUt-
ical interests. 

It would appear right, therefore, to add to the incomes derived from in
dependent individual productive activities also those distributed b y the 
Stat« to persons engaged in the performance of public services and de
rived from the consumption of capital. In the consumption of capital 
one may frequently find the explanation of the fact that, in some countries, 
in spite of the public charges absorbing a very large part of the national 
income, the standard of Ufe of the people is higher than that which one 
could expect considering the residue available after the repeated subtrac
tions effected b y the State from both current income and savings. 

The State may equally well draw on the same three sources of funds, 
if it is in a position to discover and to use them, on foreign markets. 
Thus, it may draw upon the income of other countries by exporting goods 
and services ; on the savings of other countries by raising foreign loans ; 
finally, on the capital of other countries by acquisitions, requisitions, 
annexations and confiscations. The charges involved in the first of these 
three forms of using foreign resources consists in the costs of the commo
dities and services exported ; the charge in the second case consists in 
interests and repayment of loans, spread over a certain period of time j 
the charge in the third case consists in the purchase prices or in any 
expenses and efforts in connection with the carrying-out of the requisi
tions, annexations or confiscations mentioned above. 
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Admitting the possibility of reducing these three sources of income 
out of which the activity of the State is financed to a single one, how
ever, in so far as the State continues to draw upon savings and consumes 
the capital, one cannot avoid adding, to the money income calculated as 
described above, which constitutes the expression of real income in terms 
of money, the income derived from these other sources. In such a 
case, the amount of money which can be distributed among those en
gaged in the various public services exceeds the money income, as de
fined above, by the total amount of the income derived from these tteo 
new sources. More exactly and in accordance with what we have point
ed out above, it is always possible to establish, by considering the proceeds 
of the drawing upon savings and of the consumption of capital, which 
part of these proceeds does not contribute to the national income of the 
country concerned, because, for instance, it is transferred abroad. As 
to the part which is transformed into a constituent of the national income 
of the country concerned, it may be added to the money income as 
defined above. The result always constitutes a certain volume of pur
chasing power at the disposal of the State, without counterpart in a 
corresponding increase in the available mass of commodities for consump
tion. In other words, we are faced with the phenomenon of infiation 
which may be described as general inflation. 

On those markets on which the economic forces at play enjoy a 
certain liberty, an expansion of purchasing capacity, irrespective of the 
sources from which it comes, causes a temporary rise in the prices of 
both producers' and consumers' goods. Thus, the prices being higher, 
the coincidence of the money income and the real income is restored ; 
in other words, there is a return to the notion of money income as the 
sum of the products of the multiplication of the quantities of consumers' 
goods by their respective prices. On those markets, however, on which 
economic forces are denied any possibility even relative, of free play, 
the effect of an increase in purchasing capacity upon prices can be 
postponed, thus producing a disparity between the amount of money in
come, as defined above, and the amount of money of which the State 
is in a position to dispose. 

This disparity is important in that it permits, on the one hand, te 
decide up to which point, and by what means, one is justified in adding 
to the incomes deiived from independent individual production the in
comes of those engaged in the various public services which are derived 
trom the two other sources : savings and the consumption of capital ; 
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(1 ) For comparison with the definition of the conceipt of income by other writers 
see Appendix to the present Report, p. 36 . 

(2) In this connection the reader might refer to the two first essays in the present 
writer's volume; " EquiUbrio tra attivita economica e finanziaria " . Giuftrfe, Milano, 1943. 

and, on the other hand, to understand certain developments — or, if 
we ma^ say so, certain *' elasticities " — of monetary and financial 
policy, especially if the State seeks to maintain a certain proportion in 
the use of the three alternative sources indicated above (1). 

We are not going to dwell here at length upon the question of the 
extent to which one may add to the incomes derived from independent 
individual production those coming from the productive activity of the 
State financed by drawing upon savings and upon capital. We can only 
say this. As the money income remains always the sum of the products 
of the multiplication of the quantities of consumers' goods by their 
respective prices, it is relatively easy, at any momen*, to calculate that 
income on the basis of current prices, adding to it the amounts which 
the State takes from the savings and from capital with a view to 
redistributing the proceeds of drawing upon these two sources, if 
these proceeds remain in the country. This way of defining and of 
calculating the income stresses the fact that the notion of income is essen
tially dynamic. Indeed, when the income has been determined once, it 
has to be continually re-calculated, as it is subject to continuous variations. 

4. — Limits of the duration of " ordinary " finance. 

W e think it worth while to enter somewhat deeper into the question 
of limits imposed to the activity of the State based upon these thret sour
ces of financial means ; in other words, of the ** elasticity " which such 
activity may possess. 

The problem of the limits of '• ordinary finance ' ' must be clearly 
distinguished from that of the efficiency of the State's normal activities, 
that is of the possibility of increasing the real income. Both are based 
upon the same concept of revenue, but the problem of the efficiency 
of the State's activities presents itself in the following terms ( 2 ) . If 
all that the State takes from the income, the savings and the capital 
in order to spend it on various public services does not return to the 
cycle of production of real income of the country, that is to say, is not 
restituted to the process of production of consumers' goods, produced 
and consumed within the period of time concerned, the activities of the 
State hinder greatly the re-production of real income in the same measure 
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as before. This has two effects. The first is that the dividing line 
between " ordinary " finance, which can be continued indefinitely, with
out damage to the sources of financing, and " extraordinary " finance, 
which cannot be so continued, becomes blurred. The second that, under 
the same conditions, if there is no increase either in production or in sav
ings capable of making good the losses due to State action, a financial 
policy which, in appearance, seems to draw only upon the citizens' in
come, and which, therefore, would appear as capable of continued appli
cation, in actual fact also draws upon the capital of the country. Accord
ingly, it is necessary to act with great circumspection in giving the 
State the means of extending its activity, even should these means be 
obtained from current income, thus bearing all the appearance of entering 
within the framework of ordinary finance. 

The problem of the limits of the financial activity of the State is quite 
different. In all legislation there exists a fixed minimum income which 
is considered as altogether exempt from taxation. It is asked: if 
the exemption of minima incomes, which represent real incomes, is ob
served, and supposing that the real income and the amount of income 
of which the State can dispose coincide, how long may ordinary finance — 
that is finance drawing exclusively upon the citizens' income — be continu
ed ? The reply would appear to be that this possibility exists up to 
the moment when, as a result of investing the proceeds of taxation in 
various items of expenditure, of destroying part of what is collected 
in taxes, of taxing all incomes over the fixed minimum, all the incomes 
of the country, whether derived from independent individual productive 
activity or from that of the State, are reduced to the minimum fixed for 
exemption. This is the theoretical hmit of " ordinary " finance, whose 
actual attainement may be more or less retarded, according to the con
ditions of the different countries and to an infinite number of various 
circumstances, such as, for instance, the initial amount of incomes or 
the extent of the liabiUties to be met, as in the case of goods whichj as 
a result of uneconomic investments of funds levied by taxation, are des
troyed. This Hmit, however, helps in clearing up the ideas about the 
possibilities of extension of the activities of the State fiinanced exclus
ively out of the incomes derived from independent individual production (1). 

( 1 ) This represents a further refinement of the theory developed by the present 
writer in his essay on the : " Costo flnanziario di una grande guerra. Kota sul limite della 
finanza straordinaria", Giomale degli jBcoroowtstt, July-August 1942, republished in 
the volume mentioned above. 
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(1) C.4BIATI, A . : " II ftnanziamento di una grande guerra " , Einaudi, Torino, 1941. — 
SINGER, H. W. .- " The German War Economy " , Economic Journal, April 1941, p 19 ; 
June-Sept. 1941, p. 192 ; April 1942, p. 8 ; June-Sept. 1942, p. 186. 

5. — " Generic inflation " tends to increase during tlie period of pre
paration for war, wliile shifting the limits of the application of ordi» 
nary finance. 

But, whenever the State has recourse to the existing savings and to 
the consumption of capital as well, its finances acquire definitely the 
character of " extraordinary " finance, which means that it cannot be 
applied repeatedly, and the limits to which we have referred above are 
shifted still further, all the more if the State adopts meastires aimed 
at strengthening one of these sources of revenue out of which to finance 
its activities relatively to the other. Such is the situation which is 
particularly apt to develop during periods of profound dislocation of 
the economic system. 

Suppose that a State decides to prepare for a war, or has to face one, 
within a relatively short time. In order to produce all the commodities 
necessary for this purpose, sometimes on an enormous scale, it requires 
various means which it seeks to acquire either by diverting them f rom 
employment in other activities, or, perhaps, by importing them from 
abroad. The prices of labour, of fixed and circulating capital, of savings, 
the activity of enterprises, all tend to increase. Numerous branches 
of production of consumers^ goods are reduced to a standstill. The 
transition from a state of peace to a state of war and the prosecution 
of this latter, which have been frequently discussed in detail in the 
course of the last few years, involve the adoption by all counti ies , 
to a smaller or greater extent, of certain measures ( 1 ) : restriction of 
consumption, with a view to make available for war requirement.^ as 
large a part oi the productive forces as possible ; prohibition of production 
of certain commodities ; prohibition oi certain investments ; price control; 
control of foreign trade. 

These measures have the efEect of swelling the amount of savings, 
of which large masses flow to the banks. These include the contributions 
of persons with relatively small incomes which represent the fruit of real 
acts of abstinence; the contributions of the savers who prefer this invest
ment and transfer their available funds from current or deposit accounts 
to saving deposits ; the funds made available by the disinvestment on the 
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part of businesses condemned by war to inactivity : shipping or overland 
transport companies, hotels and tourist bureaux, importers, businesses 
with slow turnover such as land reclamation, housing and construction 
of pubUc buildings ; production of goods for civilian needs, such as 
textiles, paper, leather, stage, etc. They include the working capital 
of enterprises which profit by the war and keep liquid funds out of 
whieh, when needs be, they settle their accounts with other concerns 
with which they come into contact in the course of their own productive 
activity (1). 

This condition, common to numerous business enterprises, as well 
as the incitements to voluntary saving which all the Governments encou
rage by all means ( 2 ) , contribute to the accumulation of deposits which, 
in their turn, lead to the increase in the circulation of notes among those 
who have no current accounts with the banks, and of cheques among the 
possessors of such accounts, without a corresponding production of commo-
•dities for consumption, thus conferring to the market the characteristics 
of a " condition of great liquidity " . The banks, which constitute an es
sential part of the mechanism of the market, accentuate their activity 
as intermediaries either by opening credits directly to business enterprises 
engaged in war work, or by acquiring Government bonds and helping 
the placing of public loans. The " bquidity " of the market may also 
be increased b y the consumption of capital, which, in some countries, as
sumes large proportions ( 3 ) . Thus, even when the State draws only on 
the three sources indicated above — incomes, sayings and capital — the 
revenue of which it disposes diverges very greatly from the amount of 
real income expressed in money. 

As a result, the possibilities of the development of State activities 
are extended. The illusion thkt a war can be brought to an end by the 

(1) See the study by the Goveraor of (he BANK OF ITALY . " I riflessi della guerra 
mi fenorneni della moneta e del eredito Riinsta Bancnria, February 1942, pp. 57 and 62. 

(2) See in this connection the very well documented Der Deutsche Volkmrirt for the 
years 1940 and 1941, as well as the articles in the Ecnnmnie Journal quoted above, April 
1941, p. 34 and June-Sept. 1942, p. 203. For the effects of a "situation of lionidity " , 
see the same Journal, in the section on " Monetary Policy " of TAe Oervnan War JEco-
nomy, in the issues for June-Sept. 1941 ; April 1942, pp. 35-36, and June-Sept. 1942, 
pp. 203-204. 

(3) In Great Britain in 1940 three quarters of the additional expenditure was cove
red by drawing upon investments. In 1941, the percentage thus'met diminished to 
•one half of the increase. In the Budget of the German Beich for 1941-42 the consump
tion of capital represents an amount of 2,,500 million KM. {Economic Journal, June-
Sept. 1942, p. 202). 
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(1) These considerations might possibly have induced some authors to arrive to 
contrary conclusions and to think that the financial means are unlimiied. Suflice it 
to say, however, that if one recognizes the fact of economic goods being available in 
limited quantities, one must necessarily, in the end, come to the conclusion that it is 
this limitation that counts. 

lack of financial means is dispelled, especially if, since the very beginning 
of its preparation or from the outset of hostilities, the minimum income is 
not forced too much down (1). 

6. — Specific inflation and its tendency to increase the possibilities of 
ordinary finance. 

The possibility of financing the activities of the State may also be 
increased by having recourse to a fourth source, namely to specifiG infla
tion by which is meant the creation of new currency without a correspond
ing increase in the supply of commodities for consumption. 

Such a creation of new money permits those who put it in circulation 
to acquire ever increasing quantities of the commodities they require. 
Whenever this additional money is distributed in the form of incomes 
within the country, the consequent increase in incomes gwells the total 
money income of the country which, at the start, was equal by definition 
to its total real income. 

At any rate, it should be noted that whenever the amount avail
able to the State from the proceeds of the second, third, and fourth sour
ces of finance, comes to be spent under different heads, bringing ai>out 
a rise in the prices of consumers^ goods, of which the production does 
not in the meantime increase, but either diminishes, or, at the best, 
remains unchanged, the rise in prices leads to a contraction of the pur
chasing power of the money received from all the four sources from 
which the activities of the State are financed, viz. , current incomes, 
savings, consumption of capital and fresh currency issues. As a result, 
to continue the activity of the State, even on the same scale as before, 
fresh and continuously increasing monetary means are required. 

Specific inflation may take place in different ways. One of these 
is through the banks. By granting credits or b y acquiring securities 
on a liberal scale, the ordinary bank may run the risk of freezing its as
sets, in spite of the large flow of deposits and of the capacity of the 
credit machinery as a whole to make further advances. If and when the 
danger is aggravated, the bank is forced to seek re-discount or advan-

<2) 
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ce8 against securities pledged -with it as collateral to loans, with the 
Central Bank, thus enabling and encouraging this latter to iaaue fresh 
notes, without these latter having a counterpart in commodities. In 
this way the possibilities of financing war production, already ample 
as a result of drawing upon the three other sources, are further increased. 

There exist, however, other ways by which specific inflation is produc
ed. Such are, for instance budget antieipatiotu (1); the raising of wages, 
a measure which sooner or later recoils upon the State as the principal 
purchaser during the war ; the granting of subsidies to families; the supple
mentary prices. All these lead to the creation of new money in quantities 
increasing progressively from month to month and from year to year (2). 

(1) A coacrete case of specific inflation intended to make good a chronic Treasury 
" deficit" has been cited in the BMettino di Informazioni dell'Agaociazione fra le So-
tnetA per Asioni of September-December 1943: 

" On May 31, 1940, the Treasury deficit was over 38,000 million lire, and it went 
on increasing till, on June 30, 1943, it reached 65,818 million lire. 

" Faced with such a situation, the Treasury was compelled to have recourse to the 
fiduciary issue of the Bank of Italy, notwithstanding the fact that, at some periods, it 
was able to mitigate the situation temporarily by means of loans. 

"From the 1st to the 31st of July, 1943, in spite of the issue of 5 per cent. Five-
Years' Treasury Bonds effected during the fortnight from the 7th to the 2l8t of June, 
which brought in 11,972 million lire, the Treasury was again forced to draw upon the 
note circulation of the Bank of Italy, because during that period, apart from the growing 
war expenditure, one had to reckon with a diminution by 894 millions of the proceeds 
of the ordinary Treasury Bonds, whose aggregate amount had fallen from 56,247 to 
55,353 million lire, as well as with a reduction of 2,162 million lire in the proceeds of 
current accounts, which had diminished from 54,860 to 52,698 million lire. 

*' The largest recourse to the note issue of the Bank of Italy was in July, when the 
sum so obtained reached 10,386 million lire, thus increasing the debt of the Treasury 
to the Bank by the end of the month from 47,595 to 57,980 million lire. 

"This last figure repre-senta only the advances made by the Bank of Italy to the 
State for the needs of the Trea-sury. If, in addition, one takes into account the notes 
put by the Bank at different times at the disposal of the Treasury against various other 
securities, as well as the rediscount made by the bank for the Consorzio Sovvenzioni su 
Valori Industrinli, amounting to a total of 34,241 million lire, in connection with the 
certificates issued by the Treasury to this body, for the payment of daily allowances 
to the families of the mobilized and for various public works, of the expenditure in 
connection with the certificates issued by the military authorities for the payment of 
different military orders, one sees that the total amount of bank-notes entirely absorbed 
by the State reached on July 20, 1943 the figure of 96,541 million lire. " 

This statement does not mention explicitely one of the motives of the recourse to 
specific inflation which consisted in the "price guarantees " in connection with various 
products. Yet, when the State commits iteelf to such guarantees, the subsidies thus 
paid tend to grow into tens of milliards of lire. Such subsidies " under the illusion of 
being able to fix the prices of certain products, have caased the greatest damage to the 
Treasury, without in any way having secured an appreciable material benefit for the 
consumer " , as the Bulletin adds a little further. The duty' of revising them and 
of doing away with a con«;iderable part is an imperative necessity. 

(2) PiGOtr, A. C. ia " Typ98 of War Inflation", Econmnic Journal, December 1941, 
pp. 440 sg., distinguishes between " wage inflation" and "deficit inflation" (making 
good a rise in prices), showing that the latter is relatively less injurious. Concerning 
the effects of specific inflation the reader might consult our essay " L'inflazione nella 
finanza di guerra ', in the volume " Equilibrio fra attivita economica e finanziaria " , 
Milan, 1943. 
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There exists a whole literature denouncing the evils consequent 
upon such inflation, when the State does not succeed in neutralizing it 
completely by some expedients capable of absorbing the surplus of cur
rency in circulation ; expedients whose eflBciency experience shows to 
be decreasing continually. Eecourse to the fourth source for financing 
the activities of the State tends thus enormously to increase the disparity, 
already created by general inflation, between the amount of money in
come — which we defined as originally equal to real income consisting in 
consumers' goods produced and consumed within a certain period of 
time — and the amount of income of which the State can dispose. The 
State is thus placed in a position to expand its activities without con
sidering their economic effects : activities which are essentially destruc
tive of wealth because of being based upon an illusion, no less illusory 
for being convenient, concerning the notion of money income. 

To clear up this illusion and to see clearly what it implies in reality, 
should be a necessary preliminary of all investigation into economic, 
social or financial phenomena. 

Here it was sought to show how much, and in what way what is call
ed, not always properly, money income comes to diverge from the real 
income of a country ; how it can be measured according to all the canons 
of logic, and to what kind of public activities this notion of income may 
serve as basis. By the wealth of their material and by the efficiency 
of their methodological expedients, the statisticians are in a position 
greatly to contribute to the clearing-up of the much-discussed concept 
of income. This may prove exceedingly useful for practical application 
in time of war, and stUl more in times of peace, prayed for by all the 
peoples the more ardently, the more the ordeal of war is prolonged. 



PAKT II 

THE MEANS OF INCEEASING E E A L INCOME A N D SAVINGS 

7. — Difference of attitude of the governments towards th« two forms 
of inflation: generic and specific. 

The attitude of the Governments towards the two forms of inflation 
— generic and specific — may be different. 

While encouraging the formation of savings whose use is deferred till 
after the war (1), a Government can have recourse to specific inflation 
only to a very limited extent, leaving at the same time a relative freedom 
of action to economic forces. In this case, the increase in purchasing 
capacity, irrespectively of the source from which it comes, brings about 
a rise in the prices of consumers' and of producers' goods, so that, as we 
have had occasion to point out, the concept of money income as the sum 
of the products of the multipUcation of the quantities of the various co-
sumers' goods by their respective prices, which is equivalent to the real 
income, tends to reconstitute itself at higher prices. 

On the other hand, the State may need, in a more or less pronounc
ed form, to have recourse to specific inflation on a large scale, this being 
the easiest way in which it can obtain relatively large quantities of the 
commodities it requires for the prosecution of the war. While doing so, 
the State seeks rigorously to avoid all effects of the mass of money in 
circulation upon prices by ensuring that the currency, even if it has 
no counterpart in commodities, should be forced to return to the Govern
ment ( 2 ) . 

(1 ) Some writers are at pains to show that "forced saving " should be preferred 
to increased taxation since the "forced " savers do not lose their title to their savings. 
This, however, is true only if the war over, they become once again available to them 
without los.s in their j)urchasing power. 

(2) In connection -with the practical measures intended to insure the so-called 
"circuit of capital " (the return to the issueing authority of the additional issues of cur
rency) — such as the limitation of consumption, the fixation of prices, the suspension 
of investments — as well as with the reasons of the failure of the circuit to close, obser
vable in all countries — such as the incomplete utilization of equipment ; psychological 
factors which persist in certain directions, in spite of apparent advantages (thus, for ins
tance, shares, even bearing lower divideni's, are sometimes preferred to Government 
bonds); ignorance of certain data; •progressive expansion of Government expenditure 
— much instructive information is to he found in the annual report of the Governor 
of the BANK OF ITALT of Marcli 30 , 1942, pp. 22 , 23 , 26 , 76-79 and 105-106. 
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The Governmenii may also be compelled to have recourse on a large 
scale to all the sources of State finance, including specific inflation. In 
this case, however, if it proceeds from the start to large issues, it cannot 
take all the measures necessary to ensure an efiScient circulation of the 
funds culminating in their return to the Treasury. Thus, the influence 
of the mass of currency upon prices becomes evident, even if it is not 
officially recognized. The State Budget is continually threatened in 
all its attempts at keeping a balance between the incomings and the 
outgoings. The revenue diminishes in its real purchasing capacity so 
long as the money continues to depreciate, as may be seen by referring 
to prices. As the war is prolonged, the importance of specific inflation 
as a means of financing the State tends to increase. 

8. — Changes in the amount of incomes distributed by the State after 
the cessation of hostilities. 

When, starting from what has just been exposed, we turn to consider 
the conditions which may be expected to prevail during the period follow
ing upon the cessation of hostilities, we must ask ourselves what would 
then be the sources out of which the State would be in a position to draw 
the means necessary for assisting economic recovery. 

In the first instance, the problem may be considered as it should 
present itself in the countries less favourably situated in respect of resour
ces for financing the w a r ; in other words, in countries forced to have re
course on a large scale to specific inflation and unable to ensure the return 
of the money issued to the Treasury. After which, the easier problem of 
the countries less embarassed financially may come for consideration. 

Secondly, the problem resolves itself not by the discovery of sources 
other than those already enumerated above, as the human mind, at least 
for the moment, cannot discover such other sources of any importance, 
but rather b y ascertaining the modifications in the comparative importance 
of the sources already indicated and by finding out which of them can 
be reckoned upon with greater assurance during the period which wiU 
follow the cessation of hostilities. 

As a matter of fact, immediately before the armistice, in every coun
try involved in the war there exist : 

(a) Incomes of independent individual producers who continued 
their activity as furnishers of goods for consumption, even if in many 
cases on a reduced scale. These represent real incomes which, in terms 
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of the prices current on the ofiBcially recognized market or, more prob
ably, on the unofficial market, form correspondent money incomes. 

(b) Incomes distributed b y the State to those engaged in the pro 
duction of public services, including the defence of the territory in 
its largest sense, the amounts spent in this way being obtained by 
means of taxation levied upon the incomes of the independent indivi
dual production, in so far as this has survived. These proceeds of taxa
tion, distributed in incomes, cannot, however, be treated as an addition 
to the incomes of independent individual productive activity. 

(c) Incomes distributed by the State either out of funds obtained 
from the existing savings of individuals or of banks, or by drawing 
upon capital, or, finally, by the creation of new monetary tokens. 
These incomes, irrespectively of whether they are expressed in terms of 
commodities or of money, must be considered, in so far as tney remain 
in the country, as an addition to the incomes of the first category. 

At the end of the war, the incomes of the first category which are 
derived from the production of goods absolutely essential to the con
sumer even in war-time, remain ; remain also those of the second category 
to the ewtent to which they are covered b y taxation. 

As to the incomes of the third category, it should be noted that the 
productive activities directly dependent on the war, naturally, cease; 
and with them cease the incomes of those engaged in them, with the 
result that certain productive agents are unemployed. Moreover, in 
seeking to restore budget equilibrium, there is usually a rigorous revision 
of expenses : the contracts for supplies t o be continued, price guarantees 
and various measures of social and wages policy, are all revised (1). 

(1) In particular, concerning the desirability of reduction in the rate of interest upon 
Government bonds, the following observations might be made. Even apart from the 
moral repercussions of such a measure, especiaUy in the countries which, after having 
had large recourse to specific inflation and being unable to escape its effects, have had 
to stabilize the purchasing power of their money at a lower level, thus wiping out, to 
the extent of the margin between the old and the new purchasing power, all the existing 
savings ; a reduction in the interest rate of the Public Debt involves a further blow to 
the savers, as well as a new obstacle on the way to economic revival. In fact, the in
terests are, indeed, paid out of the proceeds of taxation which, in its turn, reduces the 
incomes upon which economic recovery ultimately depends. Yet, while the taxes are 
transferred and their burden is spread over the community, so that their weight is distri
buted among a large number of different subjects; the interests are received by the holders 
of Government bonds and constitute in their hands a certain aggregate of purchasing 
power which, even if small, serves to support the demand for consumers' goods. More 
details concerning recourse to Public Debt and its management will be given in the essay 
on financial reconstruction. 
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This also tends to reduce the amount of incomes compared with that 
distributed during the war. 

On the other hand, and that especially during the period, more or 
less long, which follows immediately upon the cessation of hostilities, 
the State is compelled to meet fresh expenses in pensions t o invalids, in 
subsidies to the families of other military, in the liquidation of various 
war-time administrations, which often constitutes a complicated and de-
hcate task, in different measures intended at the mitigation of unemploy
ment, etc. Although they are not so heavy as those involved in the 
financing of war, these new expenses, which are distributed in the f o rm of 
new incomes, serve to a certain extent to make good the disappearance 
of other incomes which had ceased at the cessation of hostilities. 

In any case, however, the amount of incomes derived on the morrow 
of the war from independent individual productive activity and f rom the 
expenditure of the State, is bound to be smaRer than that of the incomes 
distributed during the war. 

9. — Changes, after the cessation of hostilities, in the relative import
ance of the different sources out of which the activities of the 
State are financed. 

This difference may also be increased because the State is no more in 
a position to draw, at least to the same extent, upon aU the sources from 
which it obtained the financial means for maintaining its activity during 
the war. Indeed, at the end of the war, especially if the hostilities have 
been prolonged, drawing upon capital is no"^ likely to constitute anything 
like an appreciable source of revenue. In those countries in which it 
had not been possible to ensure the return to the Treasury of the surplus 
currency issued, and thus to prevent its effects upon prices and wages, 
the resulting specific inflation demands that, as an essential preliminary 
to other action, the purchasing power of money b e stabilized, a t least 
de facto. This can only be achieved if all further recourse to the creation 
of monetary tokens is definitely eliminated. Otherwise the incomes and 
the savings will contiaue to lose purchasing power ; and all attempts to 
encourage recovery, to re-absorb the factors of production thrown out of 
work b y the cessation of the war, and aU possibility of establishing the 
budget of the State and of ensuring its being executed, will be frustrated 
by the instability of the purchasing power of money. 

True, the stabilization, even if only de facto, of the purchasing power 
of money, accompanied by a severe restriction of credit, m a y also bring 
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about the failure of enterprises engaged in the production of consumers' 
goods, especially if these enterprises had been used to live exclusively 
on bank credits. Failing these credits, these firms, faced with high costs 
of production, cannot make both ends meet and are compelled to re
duce the employment of the factors of production, or even completely to 
stop their activity. Thus, as a rule, especially because during the preced
ing period enterprises of this kind usually become very numerous, stabiliza
tion tends generally to provoke the unemployment of factors of produc
tion. Such unemployment, however, is a necessary evil which has to 
be accepted in order to prevent evils even far greater (1). 

As a result, on the one hand, having revised the contracts with its 
furnishers, reduced to a minimum all its expenses and eliminated all re
course to specific inflation and, on the other hand, not being in a position 
to draw any more on capital, the State sees itself reduced to two only 
of the four sources indicated above, namely to the incomes and the savings, 
upon which it can reasonably reckon. The incomes which are still avail
able to the State are those derived from independent individual productive 
activities, on the one hand, and from those public services which remain 

(1) To the reasons in favour of the stabilization of the purchasing power of money, 
considered for the case of a closed market, should be added those which would appear 
to recommend such a course in the case of commwnicntinq markets.The depreciation of 
the currency in terms of goods and of foreign currencies forces the country to pay more 
for many of the commodities it imports, whose prices cannot f.Jl to affect those of the 
goods destined for internal consumption ; it is only during the initial period that it 
encourages exports. In the long run, as the rise in the prices of the various means of 
production employed in the manufacture of commodities destined for export, whose 
prices are also raised in consequence, exports have to cease, even before the countries 
of origin or those of destination impose any restrictions. Thus, the incomes earned 
during the period of transition and adjustment disappear, while the possessors of incomes 
still surviving, as well as the owners of savings in money are constrained to the melan
choly sight of the situation getting ever worse along with the diminution of the purchas
ing power of the currency in which their incomes and their savings are expressed. 

When, in recognition of the de facto situation, the old currency is replaced by a 
new one at the rate of 10 old units for one new, all the prices, in terms of the new currency' 
tend to be reduced to the extent of the depreciation of the original currency. In the 
process, all the savings accumulated before the inflation are destroyed to the extent 
of the depreciation, that is, in this case, in the proportion of 10 to 1. A banknote of 10 
old units is worth new one ; and the same apphes to securities. A house which costs 
10,000 original units to build is only worth 1,000 new units. 

A very important problem is that of determining the right level of stabiUzation. 
Though, owing to experience and to the growing recognition of the " economic solida
rity " existing between the different countries, no one ig in a position really to chose 
in "this case, without regard to what is done by others, it would appear that this should 
correspond to the lowest level of the purchasing power the currency to be stabilized pos-
.i-esses abroad, even if in this way the destruction wrought in the amount of cash savings 
i? greatest. A stabilization carried out on such terms encourages the development of 
exports during the period of adjustment, thus permitting to make good, at least partly, 
the losses in savings caused by this mode of deflation which, from the point of view 
of the savers, would appear more drastic. 
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(1) See EiNACDi, L. : " La condotta economica e gli effetti sooiali della guerra ita-
liana " , Laterza, Bari, 1933, pp. 130, 338, 384, 386. 

(2) The period after the war may be likened to that" phase " of the business cycle 
which closely resembles depression. Accordingly, it would appear that one shoxild 
have recourse to borrowing, at least so long as the State finds the savers ready to subscribe 
to its loans. In this sense, the soread of economi" culture mi^ht greatly faciUtate the 
task of the governments. Otherwise, it would be necessary to have recourse to 
extraordinary taxation of the forced loan , whose consequences would prove even graver 
than those of voluntory loans. 

in operation, on the other hand (1). And against all the miraculous cures 
and all the illusions concerning taxes which would expropriate the rich 
and benefit the poor, there remains the fact that the most efficient instru
ment in this case is a fiscal system improved, simplified and well adapted 
to the annual flow of the incomes derived from an intensification of pro
ductive activity whose possibility will be discussed below. 

The second source consists of the savings accumulated during the 
war — either in a currency still in course of depreciation, or in a currency 
stabilized by measures more or less drastic — by those who drew their 
incomes from individual productive activities or from the performance 
of public services. To these savings should be added those accumulated 
after the cessation of hostilities (2) by people in receipt of incomes and 
able to put b y some part of these. Here also, against aU the miracu
lous cures and illusions, if the instrument used is borrowing, the essen
tial condition is the capacity of the country to absorb the loans issued in 
the persuasion that by doing so it acts in its proper interests. 

Obviously, since the burden imposed by borrowing the public's 
savings consists in the interests payable on the loans, which are defrayed 
by means of increasing taxation, it is always to tJie income of the citizens 
that the State is compelled to have recourse. B y income of the citizens 
we naturally mean here that derived from independent individual produc
tive activity, which constitutes the real basis of all activity of the State. 
It is this productive activity that is alone in a position to furnish inco
mes capable of maTeing good, during the period immediately following 
on the war, the difference between the number and amount of incomes 
distributed during the war and the reduced number and amount of in
comes, which individual productive activity and the performance of pu
blic services on behalf of the State are still in a position to distribute. 

If, thus, it is only from larger real incomes, that is to say from a lar
ger production of commodities for consumption and of those which serve, 
in some way or other, to their production, that it is possible to make 
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good the difEerence between the incomes distributed during the war and 
those still existing after its termination ; we may ask ourselves what are 
the factors which can contribute to the larger production of consumers' 
and producers' goods, capable of reabsorbing the productive forces put 
out of work by the cessation of hostilities. 

10. — Factors of a potential increase in the demand for consumers' goods. 

In the long run, the increase in the production of both consumers' 
and producers' goods depends upon an increase in the demand for such 
goods which, in its turn, depends upon a corresponding increase in the 
incomes, or, at least, upon the prospect of such increase. 

{A) Some would be inclined to find a possible basis for an increase 
in the demand for consumers' goods in the fact that, as a result of the 
cessation of certain expenses from the budget of the State, a possibility 
would arise of diminishing the fiscal charges and of reducing the recourse 
to private savings, which would make a larger part of the incomes and 
savings for the purchase of commodities for consumption. W e have 
seen, however, that, on the one hand, the State would have to meet fresh 
expenses instead of those which had ceased, and that, on the other hand, 
the possibilities to have recourse to the sources of State revenue largely 
used during the war would be greatly restricted. I t would hardly be 
wise, therefore, to exaggerate the amount of incomes and of savings 
which, after the war, might become available as a result of the reduction of 
fiscal charges and of diminished borrowing. 

{B) Another basis, perhaps even more extensive that the former, for 
an inerecise in the demand for consumers' and producers' goods, might 
be found in the fact that, after the termination of hostilities, along with 
the gradual mitigation or ehmination of the various rationing schemes 
and of prohibitions, there would be a diminution in the purchases of pic
tures, various objects of art and luxury goods, and that this would per
mit to divert the amounts used for such purchases to the acquisition 
of larger quantities of goods of general consumption, thus encouraging 
the expansion of productive activities, the creation of new real incomes 
and the re-absorption of the factors of production. Here, however, we 
are faced rather with a change in the demand — from luxury goods to ne
cessaries — permitting a larger employment of the factors of production 
in the manufacture of the latter, than with an effective increase in the 
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demand for all goods. Besides, the amounts iavolved can hardly be con
sidered as sufficiently large to provoke an economic revival and to make 
up for the incomes lost as a result of the cessation of hostilities. 

(G) From the economic point of view, the end of the war is generally 
characterized b y a more or less far-reaching exhaustion of the stocks 
of consumers' goods, sometimes completely destroyed, and b y the general 
dearth of commodities. The incomes derived from those productive 
activities which have survived the war are scarcely sufficient to keep going 
the production of the first necessaries of life, such as bread, footwear, 
houses, etc., and of the goods complementary to these, serving in their pro
duction, or used as substitutes. Yet , in order to stimulate an increase 
in the production of these commodities or the production of commodities 
less urgently needed, it is essential that independent individual production 
be in a position to distribute incomes in excess of those strictly needed 
for the satisfaction of the most urgent vital requirements, or that these 
incomes be on the increase, first as incomes of the producers and then as 
incomes of the owners of the various factors of production. Such a dis
tribution of high or rising incomes, may only happen as a result of certain 
* * favourable events " taking place in connection with the important 
branches of production, which would lead to an expansion in the volume 
of production, to a rise in the profits of the producers and to an increase 
in the real incomes of all those engaged in productive activities. 

Thus, more even than during the war, after it the human mind will 
have to exercise itself in seeking to " c r e a t e a s far as possible,the "events " 
which can favour the intensification of productive activities, as a neces
sary preliminary to a lasting economic recovery capable of re-absorbing 
the factors of production thrown out of work. As we shaU explain in more 
detail elsewhere, in deahng with unemployment, b y the cessation of 
hostilities only such ** favourable events " — be they scientific discov
eries applicable to agriculture and industry, technical improvements 
in the means of production and of transport, or the elimination oi artificial 
barriers to international trade — capable of increasing the profits of 
the producers and of raising the real incomes of all those taxing part in 
production in general, can pull the world out of the post-war depression. 

(D) Finally, an important contribution to the increase of the demand 
for consumers' goods should come from the mass of savings accumulated 
already during the war and, though to a smaller extent, even after the 
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cessation of hostilities, by the possessors of incomes derived from inde
pendent individual productive activity and from that of the State. Here, 
however, in so far as the importance and the durabiUty of action of this 
factor is concerned, a distinction should be made between the savings 
which can be immediately used in the purchase of consumers' or produ
cers' goods, until they are finally exhausted, and which, therefore, contri
bute to this extent to the intensification of productive activities, on the 
one hand, and on the other hand, the savings which, on the repeal on the 
various prohibitions of production and consumption, may profitably be 
invested in productive activities and produce incomes amounting to, say, 
50,000 for a million invested; within whicb limits the demand for consumers' 
and producers' goods may be increased in a more durable way and, in 
the long run, to a larger extent. 

Indeed, in the former case the increase in demand, which depends 
only on the existing amount of savings tending to dwindle down gradually 
with the expenses, may be larger and may seem to give a greater stimulus 
to recovery, but when the savings are exhausted, there is a crisis in pro
duction, which has had only a temporary stimulation. 

In the latter case, the immediate increase in the demand for com
modities is certainly smaller, but as it is more durable and continuous, 
it can be reckoned upon with greater assurance to create durable incomes 
in substitution of those which had ceased on the termination of hostili
ties. Thus, the stable economic recovery is favoured more by the sav
ings which can be invested and produce incomes, than by those employed 
in the direct purchase of commodities, even if they are very large. 

11. — Recourse to the income of other countries by means of the expor
tation of " finished manufactures " and of factors of production. 

Moreover, it should be pointed out that — in a situation characterized 
by the fact that the money and real incomes which had disappeared cannot 
be made good b y new incomes, in which, besides, heavy government 
expenses have to be met, thus making heavy claims upon the relatively 
scarse incomes still available, on the termination of hostilities — the 
countries of the type just dealt with above, are forced to turn to foreign 
incomes and foreign savings. 

As to foreign incomes, they may be drawn upon by any country if 
this prepares sufficient outlets for its exports. This permits to the in
dustries working for export to increase their activity to a maximum, thus 
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absorbing a considerable part of the unemployment due t o the cessation 
of production for war. In the meantime, the exports may extend not 
only to finished goods, but also to factors of production of which the 
country has an excess, compared with its own requirements : this excess 
may consist of amorphous masses of savings, of producers' goods, or of 
labour. 

This is why the problem of emigration of factors of production — espe
cially of labour — f r o m the countries with aense population to those in which 
the population is relatively sparse, is fundamental in any attempt at 
world economic reconstruction. To permit that the factors of produc
tion in general, and labour in particular, flow there where they can be used 
to the best advantage, within the limits which every particular country 
may fix, considering its own special conditions, is merely a canon of good 
sense. I t rests with the governments to put this canon in effect, may 
be gradually, step b y step, as soon as they agree to collaborate in this 
sense. B y means of international agreements the governments can regu
late the quotas of workers to be admitted, the conditions of work and 
the rates of remuneration. One may even admit the possibility of a 
moderate levy being made on the workers which the country of origin might 
be ready to defray in its effort to find honest employment for its labour 
abroad. The proceeds of such levies might, in part, be used for the con
stitution of a fund of insurance against certain risks run b y the emigrants 
in the country of immigration, in case the government of the latter 
should not arrive at some convention on this point with the country 
of origin of the worker. In part, these proceeds might be used t o build 
up a fund which would enable the country of origin to acquire goods 
in the country of immigration or elsewhere. I t is obvious that the de
tails of such schemes may vary and m a j give ground to numerous combi
nations. Even if such a transfer of factors of production undoubtedly 
involves certain losses for the country of origin, it certainly represents, 
in the course of the period immediately following the war, a safety valve 
which the countries ot the type dealt with above can hardly dispense 
with. 

Evidently, what is needed for the intensification of the exchange 
of merchandise, services, capital and men, is the vriU, at least on the 
part of some countries, to do it. Accordingly, there must be agreements 
in respect of the goods to be exchanged and of the means of payment, 
in virtue of which every country wiU have to effect a revision of the various 
measures applied to the home market during the war. 
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The intensification of exchanges involves also the necessity of develop
ing the merchant marine and the means of transport generally. Every 
country has to chose between assuming the burden of freights t o pay 
to foreign ship-owners on the one hand, and that of subsidies which it 
may be considered worth while t o grant to national shipping companies 
in case if the current freight rates on the international shipping market 
are not in themselves sufficiently high to encourage the construction of 
ships not only for the country's own use, but also for freighting to those 
who may be in need of means of rapid transportation at relatively mo
dest rates, on the other hand. Government assistance is here desirable 
in all those cases, when it is necessary not only to reconstruct a merchant 
fleet which is needed for the devolopment of commerce, but also to create, 
even if at a certain distance in time, a source of revenue ia addition to 
those which have survived. 

12. — The recourse to foreign savings by nteans of loans of which the 
proceeds are to be invested in activities of assuredly productive 
nature. 

A country may obtain access to foreign savings b y borrowing at low 
interest rates, with a view to strictly limiting the employment of the 
proceeds of such operations in the borrowing country in productive activi
ties to such cidvantage as not only to meet the interests on the loans, 
as well as the amortization and insurance quotas, but to secure a net profit 
which would constitute an income in addition to those which serve 
to make good the incomes which had disappeared on the termination of 
hostilities. 

There exists a whole literature on the conditions p c m i t t i n g the 
transfers of large masses of savings to be carried out between the lender 
and the borrower, on the forms which such transfers may take ; on theii 
consequences, beneficial or otherwise, for the parties concerned, and on 
the guarantees to be demanded and given (1). We cannot refer to 
these studies even briefly without digressing from our immediate task 
of merely indicating the general directions to be followed by all coun
tries after a war in this domain, and the sources to which the State can 
reasonably have recourse in the financing of its activities. These stu-

( 1 ) CABUTI, A . Op. cit., pp. 3 3 , 41, 64, 151-5 , 172-9. See also the fifth study in 
the present volume. 
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(1) The diffloulty of such a transition is not ignored by its advocates themselves. In 
our opinion, at least until the goods available for consumption become sufficiently abun
dant to be exchangeable for money superabundant at the beginning, at prices which 
will decrease gradually, attempts will have to be made to ensure the circuit, and many of 
the restrictions upon consumption, investments and home and foreign trade have to 

dies show that it is possible to count upon the savings of foreigners for the 
creation of new incomes in the country only on condition that there exist 
among the peoples concerned much good faith and a readiness to co -ope 
rate. It is best if these feelings exist among aU the peoples ; at the worst 
they must exist between some. And it is not so much human reasoning, 
as the incalculable extent of the destruction and losses caused b y the 
war, that demand the restoration of economic solidarity among the 
peoples who want to learn something from its experience. 

13. — Problems common to all the three categories of countries. 

In this first report our object was to elucidate the concepts of real 
and of money income, aggregate and personal ; the principal sources f rom 
which the activities of the State are financed and the influence these sour
ces exercise upon each other ; the modifications taking place in the rela
tive importance of these different sources due to the transition f rom the 
state of peace to the state of war ; the most probable bases of demand for 
consumers' goods on the morrow of the war ; the principal possibilities 
which would present themselves for expanding these bases, on the assump
tion that aU countries will be ready to exchance with others finished goods 
and factors of production. In this report we have deliberately dwelt on 
the more diflBcult case of those countries which have been forced to have 
recourse to specific inflation and have not been able to ensure that the 
money thus issued should close the circle by returning to the Treasury. 

Notably different, in respect of the post-war problems, is the situation 
of those countries which, having escaped the effects of general and specific 
infiation,and having preserved the " circuit of capi ta l " almost undisturbed, 
envisage a "smooth transition " from the state of war to the state of peace, 
on the only condition that theproduction of consumers' goods - especially 
those for which the process of production is brief, such as foodstuffs, or 
textiles, to be followed b y that of goods with a longer cycle of production -
be encouraged and rendered intensive and capable of availing itself of 
all the technical improvements and innovations discovered during the 
war. This would enable the surplus money income accumulated during 
the war to Se absorbed (1). 
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Equally different is the situation of the countries which, having per
mitted specific inflation to exercise a certain influence upon prices, en
visage an official devaluation of their currencies, or consider the possibility 
of concluding a series of agreements with other countries upon which long-
term international economic relations might be based. 

We are not going to discuss the particular plans proposed to this 
effect (1). But we may point out that all the countries have one 
problem in common: that of making good the disappearance of certain 

be maintained after the cessation of hostilities. It is one thing to demobiliie gradually, 
aud quite another thing to preserve, with a view to rendering the operations easier, 
certain restrictions upon individual activities, for a period determined by the rapidity 
with which the production of commodities for consumption is restored. This helps 
also to deal with the uncertainties inherent in a process of deflation, which after the 
preceding great war all the countries wanted to avoid in view of the uncertainty as to 
the level of prices which should be attained as a result of the process of producing gooda 
intended to absorb the surplus money in circulation, as well as of the date at which 
the equilibrium which it was sought to achieve between the commodities available 
for consumption on the one hand, and the masses of money, on the other hand, 
might be established. As a matter of fact, the real beneficiaries of deflation should 
be the possessors of fixed incomes. Yet, unless the whole operation is carried out 
by the State at its own expense, one can hardly imagine how the individual enterprises 
would be able to get on, with the prices of their products decUning continually, 
without financial assistance from the government. In the latter case, however, 
the disproportion between the commodities available for consumption, on the one 
hand, and the masses of money in circulation, on the other hand, would tend to 
reproduce itself. 

The restoration of equilibrium between the mass of money in circulation and the 
quantity of goods for consumption is also delayed when the State has recourse to pubUc 
works or to internal colonization for the absorption of the unemployed, or when the 
banks are too liberal in their advances to the industries working for the recovery. In 
this case, the quantity of commodities available for consumption is only increased slightly 
and indirectly. The "smooth transition " may work in a single country, but as soon 
as this comes into contact with the world outside, its money becomes liable to depreciation 
in terms of foreign currency, and this cannot fail to affect the prices of consumers' goods 
within the country, thus neutrahzing the effects of deflationary measures. For some 
time there may, indeed, be a certain expansion of exports ; but if this happens, it does, 
on the one hand, postpone the adjustment between the mass of money and the quantity 
of commodities on the market which is necessary to achieve the intended lowering of 
the price level; on the other hand, it has the effect of compelling other countries to 
take measures of self-defence against exchange dumping, re-imposing import duties, 
closing the frontiers, etc., thus reviving the motives for other international conflicts. 

(1) Even in the case of the plans of KEYNES, SCHTTMACHEK and MOBGENTAU-WHTTE 
the little information available at the present does not permit any serious investigations 
to be made. In all these cases one has to do with problems of more restricted scope, 
which have to be adjusted to the general principles exposed above. 

Apart from criticisms of detail — some of which may be found expounded with 
skill in The Economist of May 1st 1943, article on " Currency Plans " , the reader is 
referred to PREDHOL, A . : " Die angelsachsischen Wahrungsplane und die europaische 
Wahrungsordnung " , Weliw. Archiv, July 1943 ; COPPOLA D'ANNA, F. : " Pnogetti e 
discussion! sull'ordinamento monetario post-beJlico " , Bitisfa di Politica Economica, 
April 1943 ; FEDEEICI, L. : " Due piani di organizzazione m'onetaria per il dopoguerra". 
Firista Bancaria, June 1943 — the plan of Keynes envisages the financing of interna
tional trade and the stabilization of the rates of exchange even on the hypothesis that 
the present trade barriers erected by the different countries should remain. 
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From the purely technical point of view, which in all the plans attains a high level 
of ingenuity, this might even appear generous. It is doubtful, however, that a large 
expansion of trade may take place unless the countries concerned do away with all the 
barriers, regulations and prohibitions and insure, in agreement with other countries, 
all the conditions necessary for the disposal of its products, and, consequently, for the 
development of its productive activity, thus achieving the conditions of its own equih-
brium (which is also a necessary preliminary condition of equilibrium in international 
relations), of which monetary technique may then insure the suitable crowning. It can 
never serve as a starting point for its successful and durable establishment. 

In other words, irrespectively of the ingenuity with which the monetary plans may 
be devised and operated, the probability of their successful realization can be increased 
only on condition that every country, in co-operation with the others, re-establishes 
its own balance, thus ensuring the stability of the purchasing power of its currency hoth 
at home and abroad. 

Among these conditions the one absolutely indispensahle is the freedon of inter
national movements of finished goods, and of means of production, of men and of 
capitals. 

(1) The painstaking and valuable study of SCAGNETTI G., : " Gli enti di privilegio 
nell'economia corporativa italiana " , Padova, 1942, which makes a distinction between 
the various forms of Stateinterventionineconomiclife, strikes the reader by the extreme 
abundance of consmzi, of organs of control and of encouragement, of mixed concerns, 
of enterprises under direct management and of organizations enjoying in a greater or 
lesser extent the position of semi-State corporations. 

(S) 

incomes and savings with others sufficient t o take their place. Oommon 
also is the diminution in the possibilities of finding the wherewithal t o 
finance the activities of the State, which may reasonably be recurred to. 
Common, as well, is the necessity to increase the incomes and the savings 
by means of a larger and more rapid production of goods for consump
tion. This object will be the more easily achieved, the sooner a serious 
attempt will be made to do away with the plethora of privileged corpor
ations, monopolies, combinations, etc., whose number has lately reached 
surprising figures in all countries (1). 

Only after having cleared up all these basic notions concerning the 
state of the diSerent countries on the cessation of hostilities, as well as 
the general problem of outstanding urgency and importance, we are in 
a position to pass to the examination of the problems bearing upon the 
particular sectors of the life of the nations: agriculture, industry and com
merce. Only if the solution of these particular problems is fitted closely 
into the framework of that of the general problems arising out of the ter
mination of the war, it will be possible to avoid contradictory orientations, 
a wrong employment of the productive forces, the failure to produce those 
commodities of which the world stands so badly in n e e d : and that not 
for the immediate future only, but for an indefinitely long future period. 
This necessitates, on the part of the peoples and of those who rule them, 
a solid knowledge of the results of their actions. 
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14. — The passage to the problems bearing on particular sectors of the 
national economy, such as agriculture. 

In the complex of economic activities which all countries will have 
to face on the morrow of the war, agriculture certainly occupies a pro
minent p lace ; and the study of the existing plans of reconstruction, even 
admitting that these have so far been formulated but vaguely, suggests 
different ways of approaching the solution of the problems arising in this 
field. Naturally, every country is free to solve the problems of the pro
portions and of the limits of each of the various sectors of its economy, 
as well as those particular problems which present themselves in each of 
these sectors. There is, however, one observation to make, without any 
bias in favour of some particular solution. A vigorous development of 
the productive forces of the land, which wiU be called upon to contribute 
to its utmost to the cure of the numerous wounds caused b y the war, is 
only possible on condition that land is more advantageously combined 
with the other factors of production, making full use of recent technical 
progress. 

This means supplying capital to those who, in possession of labour 
and of land, stand in need of capital to employ then to the best advan
tage and to carry out important works of land reclamation and improve
ment which would be sure to pay and to increase the value of the coun
try's territory ; supplying labour to those who possess land and capital 
in order to ensure an increase in production to the general advantage of 
all the world ; coining to realize that when, with a view to some immediate 
advantage or for the sake of some sectional interests, there is an artifi
cial encouragement of certain branches of production for the benefit of 
a particular group of the agricultural population, this always turns in 
the end against those very groups which it was sought to protect. These, 
in a general outline, are the indications pointing to the path to be fol
lowed in seeking to ensure security and progress to agriculture on the 
morrow of the war. 

Obviously, in all countries there may be the possibility of intermediate 
solutions pursuing objects differeni from those of maximum output. 
But even in such cases the economic situation of the country should never 
be lost sight of, and should be considered as marking the highway which 
leads to certain recovery. If this highway cannot always be followed 
strictly without deviations, the security which it presents shall always 
serve to determine the extent of permissible deviatio'ns when these are 
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imposed by unavoidable circumstances, to be .tolerated only so long as 
these circumstances persist. 

It is in the light of these elementary observations that all the problems 
bearing upon agriculture should be considered on the morrow of the war, 
including that of nutrition, so much discussed under the urgent 
pressure of need in these times which focus the attention of most 
countries upon the complexity and the fundamental importance of 
this problem. 
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Appendix 

T H E D I F P E E E N T I N T E E P R E T A T I O N S OF T H E CONCEPT 
O F INCOME 

OUT concept of income and the methods serving to measure directly its amount 
coincide* in the end with the conceptions applied in the study of concrete problems. 

I. In the course of the last few years it has become customary in England, in pre
senting the draft Budget estimates, to annex to the bill a great mass of information 
concerning the economic situation of the country, contained in a separate " White Pa
per " which comprises two sections, closely related to each other : the one dealing with 
the " sources for the financing of the war " , and the other with "national income and 
expenditure. " In this document the concept of income and the method used to ascertain 
it, are indirect. In other words, they start from the " expenditure " , either individual or 
national. " In wartime — says the Economist of April 17 , 1943, — all expenditure — 
that is, all forms of consuming labour and materials — can be divided into the two heads 
of personal expenditure on consumption and Government expenditure". The latter 
for very proper reasons, cannot be further sub-divided, but this year it is possible, for 
the first time, to sub-divide the total of expenditure on consumption. In summary 
form, the figures for the last three complete calendar years are as follows: 

1»40 mi 1942 
(in million pounds) 

Personal expenditure on consumption: food, drink and 
tobacco 1 , 8 5 2 2 , 0 1 0 2 , 2 3 2 

Kent, rates, water, fuel, light and household goods . . . 9 8 5 9 9 5 1 , 0 0 3 
Clothing 496 460 462 
Travel 185 2 0 2 2 1 5 
Other services 4 6 1 469 465 
Other goods 303 383 423 

TOTAL . . . 4 , 2 8 2 4 , 5 0 9 4 , 8 0 0 

Government expenditure on goods and services . . . . 3 , 0 5 9 4 , 1 9 4 4 , 6 0 8 

Total expenditure on goods and services 7 , 3 4 1 8 , 7 0 3 9 , 4 0 8 

Where did these goods and services come from 1 The first and most obvious source 
is the production of the community. This can Ic measured by the sums of money 

paid out to the people in the course of producing the years' output. 
It might he instructive to follow the computation of the income thus conceived, as 

it is made in the document. In the concept of income as the sum of the remunerations 
of the factors of production no distinction is made between income and savings, even 
if the expenditure is met out of these latter. If, then, it becomes necessary to consider 
the national income thus conceived not at cost prices, but in terms of the prices our-
ren t on the marfcet, there must be added to the sum of the remunerations of the fac
tors of production the amount of indirect taxes which, being easily transferable, enter 
into the prices of all products, raising them accordingly. As it is said, the price of 
a bottle of whisky always includes the amount of the duty. (Really oil taxes, whatever 
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the regime under which they are levied—competitive or monopolistic as it might be — 
are always transferred, in the end, by raising the prices of the goods or services in 
whose production human activity is employed. It would therefore be more logical 
to add to the sum of the remunerations of the factors of production the aggregate amount 
of direct taxation as well. The discussion of this point, however, would lead us too. 
far away from our subject). In spite of the addition of the said amount of indirect taxes, 
if part of the expenses in consumption cannot be met out of the money income distri
buted in the community — interests, rents, wages, profits — the halanee has to be 
met by drawing upon coital, either at home or abroad. 

The amounts available from the sources indicated above for meeting the expen
diture, individual and national, appear to be as follows : 

IMO 1941 1942 
(In million pounds) 

Eent, etc. 

Indirect taxes, etc. less subsidies 

Drafts on capital 
domestic 
external 

Total available resources at market price 7 , 3 4 1 

389 3 8 5 3 8 4 
1 , 6 2 4 1 , 9 2 6 2 , 1 8 3 
1 , 2 8 8 1 , 3 3 8 1 , 4 0 8 
2 , 4 2 5 2 , 9 7 0 3 , 4 0 9 

5 , 7 2 6 6 , 6 1 9 7 , 3 8 4 
837 1 ,087 1 , 2 1 9 

6 , 5 6 3 7 , 7 0 6 8 , 6 0 3 

2 2 2 0 0 173 
7 6 6 797 6 3 2 

7 , 3 4 1 8 , 7 0 3 9 , 4 0 8 

The White Paper speaks of the " net " national income, the latter being computed 
after deduction of the costs of maintenance and of the amortization charges. Unfor
tunately, the gaps in official information do not permit the amount of such expenses 
to be exactly calculated. An approximate estimate gives the sum of 4 7 5 millioa 
pounds. This further addition permits to express the income, given as " n^t " to be 
expressed in terms of gross income, thus covering all the aggregate expenditure of the 
years 1938 and 1942 . 

I N C O M E 

1S3S ld42 
(In million ponndB) 

Net national income 
at factor cost . . 4 , 4 9 0 7 , 3 8 4 

Indirect taxes lesg 
subsidies 6 2 2 1 , 2 1 9 

Net national income 
at market price. . 5 , 1 1 2 8 , 6 0 3 

Depreciation,etc.funds ( 4 7 5 ) ( 4 7 5 ) 
Gross national income 

at market price. . 5 , 5 8 7 9 , 0 7 8 

B X P I N D I T U B B 
1938 1942 

(in million pomids) 

Expenditure on : 
Consumption . . . . 4 , 0 3 5 4 , 8 0 0 

Government . . . . 8 4 5 4 , 6 0 8 

Maintenance and in
crease of domestic 
capital ( 7 6 2 ) ( 3 0 2 ) 

TOTAL . . . 6 , 6 4 2 9 , 7 1 0 

In this table also, like in the preceding one, the difference between the totals on the 
credit and on the debt side, amounting to 5 5 million pounds in 1 9 3 8 and to 6 3 2 milUon 
pounds in 1 9 4 2 , represents the extent of the consumption of capital exported abroad 
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II. As we have noticed, the concept of income, as envisaged in the White Paper, 
does not take into account the " source " represented hy savings. On the other hand, tha 
document considers the consumption of capital; it does not envisage the eventuality 

of inflation. The comparison between the figures for 1938 and those for 1942 can only 
be conclusive on condition that no changes in prices have happened in between. If, 
instead, any rise in prices is admitted, the figures which express real quantities, must 
be reduced to terms of uniform purchasing power. The author of the article in The 
f?conomtst (p. 519) postulates a rise of 30 per cent, in the prices in 1942, 26 per cent, 
in 1941 and qf 16 per cent, in 1940: percentages which are no more than an approxi
mation. No real comparison is, indeed, possible, unless the figures for the following 
years are reduced to those of 1938, a correction thus being introduced for the changes 

in purchasing power. 
In practice, the real income of a country can be calculated by dividing the money 

income by the index number of the general level of prices. On the other hand,real income 
can also be measured by means of the index of production. In such a calculation, the 
prices are used as weights, and it remains to decide as to the year for which the prices 
should be used in weighting. The variations in real income depend upon the prices 
people attribute to different goods at different epochs (Bowi^T, A. L. : " National 
Income in America and the United Kingdom", Economica, August 1942). 

Now, our conception of the aggregate money income as the sum of the products 
of the multiplication of the quantities of the different goods by their respective prices 
also implies that all the pioductive activity is measured by the sum of the remunera
tions of the vaiicus factois, including the entrepreneur. But, making a clear distinc
tion between income and savings ; considering directly the consumption of capital; 

considering separately the phenomenon of inflation, this conception would appear 
better suited for the investigations with which we are concerned and Which distinguish 
between the income of a countiy, on the one hand, and the amounts available to the 
State from different sources, on the other hand. 

i n . Whichever of the conceptions of income he adopted, if — as in the case of the 
White Paper — one disposes also of data concerning the aggregate amount of private 
tons'umpticn, the lapendHure of the State and the consumption of capital, hoth at 
home and abroad, and if it is assumed that there is no inflation, or that it. is in
significant, as this would appear from the fact that the rise in prices is exclusively 
attributed to increased production under conditions of restricted supply of factors of 
production, it bcccnr.cs jtffible to see the changes that took place in this respect 

in the course of time and to learn what are the real " sources" — not only financial 
— from which the community draws the means for the prosecution of the war. 

1983 1040 1941 1942 (1) 
(mlUions o( poands ot 1938 

puTchasdng power) 
1. Consumption 4,035 3,551 3,408 3,408 
2. Government expenditure 845 2,660 3,355 3,545 
3. Maintenance and increase of domestic capital. 762 395 220 232 
4. Overseas disinvestment — 55 —658 —638 485 

5. Gross national income 5,587 5,948 6,345 6,700 

In terms of 1938 purchasing power. Government expenditure had increased 
from 845 million pounds in that year to 3,546 million pounds in 1942. The increase 

(1) 1942 Was the first complete year In which Lend-liease was in operation: this baa the efflect of 
making both Government expenditure ajid oTerseas dleloTestment less than they wonld otherwise be. 
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can reasonably be considered as representing the cost of the war of the year 1942, which 
is covered out of the following real sources: 

(minions 
of ISSS pounds) 

Cost of the war in 1942 (increase in item 2) 2 , 7 0 0 
Derived from ; 

Increased production (increase in 5) 1,113 
Reduced consumption (fall in 1) 627 
Reduced p rovision for domestic capital (fall in 3) 530 
Overseas disinvestment (change in 4) 430 

ToTAi . . . . 2 , 7 0 0 
On the proportions in which the community has recourse to each of the different 

sources from which the reai means for financing the war are obtained, depends the 
extent of reduction suffered by the savings accumulated by past generations, by the 
capital equipment which existed at the beginning of war preparations, of the cultural 
and artistics treasures of the country. The more this diminution is grave, the more 
complicated are bound to prove the problems of the return from the state of war to 
that of peace. 

IV. The above explanations permit us more easily to understand some of the 
recent definitions of total, real and money income. 

SIMON KUZNETS (" National Income and its Composition 1919 -1983 " , National 
Bureau of Economic Research, New-York, 1941, 2 vol., quoted by BOWLKT (" National 
Income in America and the United Kingdom „, Economica, August 1942), gives the fol
lowing definition: " National income... is the net value of the services which 
individuals and their property contribute to the production of economic goods ; or 
the value of the commodities ana services produced by the country's economic system 
minus the costs of the commodities (raw materials and capital equipment) and of 
services of enterprises consumed in the production process". It may also be des
cribed as " the sum of all payments by enterprises to individuals ... and of the savings 
of enterprises after all easts and disbursements sustained in the production process have 
been deducted. " 

CouN (" National Income and Outlay " ) says : " Income from an industrj's 
surplus of proceeds over purchases, plus increment of stock, valuea at the average cur
rent prices over the period. " 

According tc BOWXET (Ibidtm, p. 236) : " The change in the value of stock is separat
ed into change due to quantities and change due to price. . . It can be argued that 
part of the stock can be sold at the current price and the receipts raised as income, 
so that 

X = gi — po go = (?i ~qo) V +9i (n —v) + 9o (p — Po) 
= Vi igi — qo) (To + Pi) + Vo (q\ + qo) (Pi — po) 

— the first term is measurement of the change due to increase of quantity; the second of 
that due to an increase in price •— gives the right formula. In fact there is no change. 
in value of fixed or working capital and income ; it is a matter of convenience and de
finition. In a balance sheet that sets on the receipt side income and on the expenditure 
side consumption and savings, any variant of the distinction can be raised and the total 
still equal each other " . This is the system adopted in the White Paper in balancing 
income and consumption, with the only difference that, here, to consumption are add
ed the savings. 
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THE NUTRmON PROBLEM 

S U M M A R Y 

PABT I : REFERENCE TO STUDIES MADE BY THE INTERNATIONAL INSTITUTE OF 
AGRICULTURE. — Review of the contributions made by the International Institute of 
Agriculture to the study of the complex problem in the field of statistical, technical and 
economic enquiries. 

PART II : ECONOMIC ASPECTS OF THE NUTRITION PROBLEM. — After noting the 
permanent nature of the problem in the post-war period, the lines along which further 
enquiries may be made are defined. With special reference to economic enquiries atten
tion is called to the fact that the possibility of assuring sufiicient nutrition to all classes 
of a community presupposes as an indispensable condition an adequate supply of agrri-
cultural products — in substance, an adequate production of real income, A search 
for the most suitable means for providing it in such amounts as will assure the lowest 
price for the several products is the first step towards the solution of the problem Of 
securing food in quantities « sufficient for all ». These means — with the costs referring 
thereto — are supplied by foreign imports and improvements in the methods of production. 

Other means may, undoubtedly, be tried : incomes may be raised by various means, 
political prices may be fixed, assistance may be given to certain groups of producers. 
But if these measures are not accompanied by a more copious supply of agricultural 
products they will never be able to assure suliicient food for all classes of a community. 
If they are beneficial to some they will be injurious to others. And even the advant
ages secured to the privileged classes will sooner or later be neutralised by price rises 
reflecting not only the inelasticity of the supply of foodstuffs but also the heavier burden 
of taxation which provides the means for favouring now one now another group of 
citizens. 

In our last study, which deals with the cost and useful results of the various inter
ventions of the public authorities, we shall outline still vaster problems of a scope so 
wide as to involve all branches of government activity. 





P A R T I 

R E P E R B N C B T O STUDIES M A D E B Y T H E I N T E R N A T I O N A L 
INSTITUTE OF A G R I C U L T U R E 

1, — Introduction. 

I n a very detailed report submitted to the X l V t h General Assembly 
of the Institute Mr. J.J.L. van Rijn, Delegate of the Netherlands and of 
the Dutch East Indies and Vice-President of the Institute, has already 
given an account of all the circumstances which, since the X V l t h Gener
al Assembly of the League of Nations in September, 1933, gave rise to a 
" Joiat Committee on Nutrition Problems " . Members of the technical 
commission of the Health Committee of the League of Nations, delegates 
of the International Labour Office, Delegates of the International Institute 
of Agriculture, and experts on agriculture, hygiene, and economics were 
invited to sit on that Committee. 

During the following year, and precisely in September, 1936, the Joint 
Committee, availing itself of many studies of which several were prepared 
b y the International Institute of Agriculture, submitted to the VIIth 
General Assembly of the League a report deaUng chiefly with the Laterde-
pendence of nutrition and public health. This report also contained 
brief but valuable studies on the economic aspects of the problem and 
concluded with the express reservation that this matter would be studied 
more thoroughly. In fulfilment of this undertaking, and while the 
Joint Committee was pursuing its studies on the economic aspects of 
the nutrition problem, a report to the X l l l t h General Assembly of the 
International Institute of Agriculture recalled the need of securing a 
more scientific dietary for all classes of the population and called attention 
to some of the consequences for agricultural production of certain dis
coveries made b y the science of hygiene. 

In April, 1937, at Geneva, during the third and last session of the 
Joint Conomittee, whose agenda included the examination of economic 
questions in their relation to agriculture, the delegation of the Inter
national Institute of Agriculture, prompted by the debates which had 
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taken place at its X l l l t h General Assembly, intervened in defence of the 
interests of the farmers, threatened b y a mistaken interpretation of cer
tain advances made b y science in the fields of health and nutrition. 

2. — Statistical studies. 

The contribution made by the International Institute of Agriculture 
to the statistical side of these enquiries deserves special mention. 

{A) Any poUcy which aims at assuring a rational diet for the nations 
must start by acquiring an accurate knowledge of the present situation 
of production and consumption of the various foodstuffs in the several 
countries. The basis for this knowledge can only be given by accurate 
and detailed agricultural statistics. 

Thanks to the assiduous work performed since its foundation b y ' 
the International Institute of Agriculture in assembling and collating such 
data, statistical returns relating to a great number of farm products have 
progressively improved and embrace an ever larger part of the world* 

The information periodically assembled by the Institute has thus 
already made it possible to know for several products and with sufficient 
approximation to the truth, the total quantities produced and available 
for human consumption and the measure in which the several countries 
participate in their consumption. 

(B) The basic data thus placed at the disposal of Governments and 
students were made great use of in the work of the Joint Committee on 
Nutrition Problems, as also for the studies made in this field by the In
ternational Labour Office. At the request of the latter, the Institute 
prepared the chapter on the statistics of agricultural production and food 
consumption published by that Office in the volume, " The dietary 
regime of the workers and social policy " . 

(0) One of the meetings of the Joint Committee on Nutrition in which 
the Institute took a specially active part, also directed the attention of 
the statistical service of the Institute to certain special studies and pro
blems whose importance was emphasised at the meetings of the said 
Committee. On its initiative, acting in concert with the Institute, a 
subcommittee on Pood Statistics met in Eome in March, 1936. It 
presented a series of requests to the Institute which can be summed up 
under the following heads : 
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(a) to supply information on the consumption of cereals, sugar, 
meat, milk and other dairy products, poultry and eggs, fresh vegetables 
and f r u i t ; 

(J) to indicate, as far as possible, the trends of production, consump
tion, and prices of these products in those countries for which sufficiently 
complete data are avai lable ; 

(c) to obtain from the municipalities data on the deliveries of mUk 
and fresh vegetables in some large cities and to use them for completing 
the information mentioned under (a) and ( 6 ) ; 

{d) to pursue these efforts systematically with a view to improving 
agricultural statistics and supplementing the insufficient data now avail
able on protective foods, and to draw the attention of the several Gov
ernments to those special points on which improvements are desirable 

(e) to collect data on the financial aspects of the assistance enjoyed 
by agriculture in the several countries and on the effects of this assistance 
on the production, importation and exportation of foodstuffs ; 

(/) to collect and study the wholesale and retail prices more especi
ally of protective foods, and show the relation^ between these prices and 
the trends of production and consumption in the several countries. 

(D) To give prompt satisfaction to enquiries (a) (6) (c) and (/): 
the International Institute of Agriculture prepared a special publication 
which appeared in Vol. I V of the collection of documents presented to 
the second session (June 1936) of the Joint Committee on Nutrition Pro
blems. This work contained first of all a series of estimates on the produc
tion and consumption of products of special interest t o the Joint Commit
tee (nulk and dairy products, butter and cheese, meat eggs and poultry, 
fruit and vegetables, cereals, sugar). The summary of the statistical 
information available on this matter was accompanied by a statement 
pointing out the defects in the available data and the direction which 
the future statistical enquiries of the Governments and the Institute 
might take. Several series of index numbers of wholesale and retail 
nrices for some protective and other foods followed, and notes on the 
measures taken for giving financial assistance to agriciHture in a number 
of countries. 

(E) As regards point {d) of the reconunendation of the sub-committee, 
the Institute realised that to bring the extensive work contemplated to a 
succesful conclusion it was advisable to proceed by stages, making a 
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series of thorough studies for each of the groups of products taken into 
consideration, with the assistance ia each case of specialised experts. 

In the first place it devoted its attention to the study of the statis
tics for vegetables and fruit. A detailed documentary record was pre
pared on the statistical data then available in the several countries and 
on the methods used in their compilation. The material thus collected 
was published in October, 1938 in the volume "Vegetab le and Fruit 
Statistics The examination of the statistical services in each coun
try is preceded by some general remarks on the nature of these statistics 
and on the special problems related thereto, and a final chapter contains 
the general conclusions and some recommendations of a general character 
for their improvement and unification. 

{F) Following the publication of this volume the Institute called a 
meeting of the International Committee for Horticultural Statistics which 
met in Rome in December 1938. Special experts were sent as dele
gates by the following countries : Czecoslovakia, France, Germany, Italy, 
the N"etherlands, the United Kingdom, the United States. After exam
ining the several methodological and scientific problems relating to the 
statistics of vegetables and fruit, the Commission made a series of re
commendations for their improvement and unification. The report 
summarising these recommendations was communicated by the Institute 
to the Governments of all countries. 

It was the intention of the Institute to proceed on similar lines with 
the study of other statistics of special interest for nutrition problems, 
such as those for milk and dairy products and meat. But the difficulties 
of the international political situation have compelled it to postpone 
these studies. 

3. — Scientific enquiries. 

The problem of nutrition involves several questions of a scientific 
character for the solution of which international collaboration would be 
of the greatest value. 

(A) For securing current information on the quantity and quality 
of the food products consumed the International Institute of Agriculture 
had prepared some suggestions for nutrition enquiries. But the rules 
followed in making the enquiries have not always been uniform and the 
classification adopted has often been based on the personal views of the 



THE NUTEITION PROBLEM 49 

writers to whom the work was entrusted. The absence of uniform methods 
and in some cases the fact that the work was not done by experts, account 
for the fact that positive results were not always secured. 

It would be advisable to have dietary tables prepared in each country 
showing for the several foodstuffs, their average content of calories, 
proteins, fats, carbohydrates, vitamins and mineral salts ; the approx
imate number of the analyses made for establishing the figures ; differ
ences as compared to average composition ; seasonal influences and those 
exercised by the various methods of cultivation. These tables should 
be drawn up b y standardised methods adopted by all the countries. 

Special importance should therefore be attached to the future stand
ardisation of such efforts. 

(B) War conditions have led the International Institute of Agriculture 
te pay special attention to the quality of the raw materials used for hu
man nutrition, and in the first place to the quality of bread. 

Bread, the staple food par excellence, is often of poor qual i ty ; it is 
often adulterated by the various methods of milling and baking. Con
sumers have to accept it as it is and to suffer the consequences. 

The " Monthly Bulletin of Agricultural Science and Practice " has 
pubhshed general remarks on the factors determining the quality of bread, 
specifiying the component ingredients which should be contained in its 
chemical composition, its digestibility, and the extent to which it is 
assimilable by the human organism. 

The question of the bolting of wholemeal fiour, which contains 
larger quantities of nitrogenous matter, mineral salts and vitamins, 
has also been examined. Serious criticisms have been made from the 
health standpoint of the processes used in the baking industry. At the 
present time, attention should be called to all mistakes in nutrition which 
react on the health of the people. 

(C) A n unbalanced dietary may, in the long run, by actiag always 
in one direction, lead to organic troubles, rendering people specially sus
ceptible to general diseases and debiUty, leading to serious diseases 
differing according to disequilibrium. Unbalanced diets are generally 
associated with malnutrition and shortage of calories. It was therefore 
a matter of prime importance to give information on the possibility of 
supplying well-balanced dietaries with the foods available. This balance 
can, in practice, be secured in various ways. 

(*) 
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The scientific service of the Institute has published articles on the 
progress of the science of vitaminology. They show that the lack of v i 
tamins* (protective foods) may in a relatively short time cause very seri
ous organic troubles, whereas a lack of calories, if not too pronounced, 
will not lead to such results. 

Therefore, special attention should be paid to securing " protective " 
foods, as their insufficiency is not perceived as readily as is that of the 
energy-yielding foods. The absence or insufScieney of vitamins in a die
tary leads to organic troubles known as avitaminosis previtaminosis 
and hypovitaminosis. 

(D) War is the great creator and revealer of these troubles. The 
restrictions it places on the choice of foods naturally rich in vitamins 
which are the surest guarantee of the physiological fitness of the individ
ual ; the very limited use of fats and consequently of the lipo-soluble 
vitamins; the relatively heavier consumption of various substitutes and 
o f canned foods frequently prepared in a way which does not secure their 
vitamin content ; the high prices ruling for some essential foods, which 
weigh heavily on the meagre resources of a large part of the population, 
SbU these consequences of war lead undoubtedly to a deficiency of vitamins 
and consequently to various pathological conditions. 

The quantity of vitamins supplied today, under existing food re
strictions, cannot suflace. The human organism requires larger quantities 
o f certain foods and very often it no longer succeeds in assimilating 
those with which it has to be satisfied. 

Therefore, under these conditions it becomes necessary to supply 
some groups of the population with vitamins in a pure or concentrated 
form. Efforts at the preparation of foodstuffs with a high vitaminic 
content may do much to protect health and to preserve the community 
from the many dangers threatening it. 

The supervision of the vitamin content of foodstuffs and canned foods 
and the suppression of food adulteration is becoming more and more 
indispensable in many countries and, in our opinion, should be regulated 
b y new international laws and conventions. 

(E) The distribution of vitamins among plants and the choice and 
development of new crops raise questions of great practical importance. 
Among them is that of ascertaining the degree in which the vitamin 
content of plants varies with the different factors affecting their 
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growth such as the fertilisers used (natural or chemical), soil reaction, 
selection, etc. 

Generally speaking, the vitamin content of animal foods iliay be 
affected very decisively b y the forage fed to stock. It is thus possible, 
without modifying the food habits of a people, to supply the vitamins 
required for a well balanced dietary by modifying stockfeeds. A n y de
ficiency in vitamins may thus be compensated. 

The Institute has not failed to call attention to Recent observations 
on remedies which can be applied in the case of the serious deficiencies in the 
lime, phosphate, iron, iodine, etc. content of the present food regime, and has 
suggested the urgent need of supplementing deficient dietaries. It m a y 
in some cases be easier t o take such measures than to secure supplies 
of milk or other valuable foods. The great insufficiency of the supplies 
of lime and phosphates in certain countries has not hitherto been realised 
It is essential that these mineral salts should always form part of the 
daily dietary. If something is to be done to avert a danger, which in many 
countries grows more serious under present conditions, supphes of tri-
calcic phosphates and various organic preparations of calcium should be 
prepared as soon as possible. 

It is to be hoped that simple and rapid measures wiU be taken, as 
a much more serious decline in public health may arise at a rate which 
will progressively increase. 

The Institute has also called attention to the chief sources of foods 
heretofore more or less neglected and to the possibihty of using waste 
and residual products in conformity with physiological needs. It would 
undoubtedly be possible to secure a more rational and intensive use of 
such materials during this period of exceptional food scarcity. 

{F) In planning its work, the International Institute of Agriculture 
has made a special study of the problem of improving the dietary of the 
small farmers who account for the great majority of workers engaged in 
agriculture. 

The improved nutrition of the country people is an essential condition 
for agricultural progress and exercises a marked influence on production. 
Changes in the dietary of the peasantry of several countries may react 
very sensibly on the world market for staple foods leading to an increas
ed demand for several foodstuffs. 

Efforts directed towards improving the dietary of the peasantryj^are 
indeed beset with difficulties and the methods used may vary with the 
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special conditions prevailing in each country but the solution of this 
problem should be considered in its practical aspects and should lead 
to a general effort carried out by international action. 

Two main difficulties are met with in studying the dietary of the 
agricultural population : 

(1) that of ascertaining existing conditions ; 
(2) that of applying modern physiological and biochemical know

ledge to their improvement. 
Generally speaking, it may be said that the peasanry are very badly 

nourished. Almost everywhere their standard of living is insufficient 
and below the average for the country. This has a pernicious influence 
on their health, intelligence, and working capacity and on the demo
graphic situation of their respective countries. 

In estabUshing rational dietaries the several types of dietary should 
be studied. The measures taken in the several countries for improving 
nutrition are many, but they are insufficient in the case of the peasantry. 
The solution of this age-long problem will call for a very great and ge
neral effort on the part of all agricultural institutions. 

(G) Another subject studied by the Institute is that of the better use 
of labour on the farm. The question of using agricultural labour to the 
best advantage is of world-wide importance. When insufficiently nourish
ed the body first consumes its reserves, and then its labour power declines. 
When once the right balance is lost, the consequences become of increas
ing gravity as time passes. 

Is there a definite minimum of nutrition below which health and 
labour yield are endangered ? Is it possible to live and work for long 
on reduced rations ? These are the most urgent questions whose solu
tion demands enlightened government action. 

S^ervous balance and muscular yield are closely connected with the 
state of nutrition. Present working conditions demand of the individual 
an intense effort which exceeds his psycho-physical reserves. Unfortu
nately, the rules governing rational and economic activity are no longer 
respected. Fatigue becomes chronic and its effects accumulate ; it ceas
es to be an individual and becomes a collective phenomenon. Nervous 
troubles are becoming more and more frequent. What are the causes 
of the great spread in recent years olj^ervous trouble in country districts, 
troubles which had hitherto been considered as exclusively u r b a n ! 
Evidently they have no specific connection with the country-side. 
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{H) The problems of unemployment and malnutrition may acquire after 
the war considerable importance. The means which will help in the future 
to provide food-reUef for the unemployed should be the subject of a 
thorough study with a view to finding practical conclusions which will 
be of the greatest importance to all countries. 

The first task to be undertaken when the war comes to an end will 
be that of preventing a famine. All measures taken should aim at utiUs-
ing without delay all the human and material resources available for re
starting production and for assuring the fullest use of all existing food
stuffs and their substitutes. 

For the purposes of reconstruction it would be useful to set up : 
(1) International VictualUng Committees for distributing foodstuffs 

among the several countries in conformity with their respective needs; 
(2) National Nutrition Committees of an advisory character, 

composed of experts on nutrition, pubMc health and economics ; 
(3) Scientific Committees on Nutrition which should endeavour 

to lay down definite rules for assuring adequate standards of nutrition. 
It may seem superfiuous to insist on the need of steady co-operation, 

both national and international, between the research and other organisa
tions interested in nutrition problems. As part of its general effort the 
International Institute of Agriculture is devoting special attention to 
the problems raised by under-nutrition. It is to be hoped therefore that 
it will be possible to secure incre>asingly active international collabora
tion in co-ordinating, pursuing, and developing these essential enquiries. 

4. — Economic enquiries. 

In the field of nutrition the International Institute of Agriculture, 
acting on the recommendations of the Joint Committee on Nutrition 
Problems and in conformity with the resolutions passed by the Permanent 
Committee, is studying the following questions : 

(A) The consumption of meat in the several countries. — A study on meat 
consumption appeared in 1937 in the December issue of the " Internatio
nal Be view of Agriculture " , being a first attempt at examining the pro
blem from an international standpoint. This study is based on the sta
tistics of consumption for 21 countries in different parts of the world 
and on the budgets of worker families in 23 countries. Starting with 
a brief review of the causes leading to the increased consumption of meat 
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during the X l X t h century, the article enquires into the present status 
of consumption in the several parts of the world and the prospects for 
future development. 

(B) The dietary regime of the peoples of the Far East. — The debates 
which took place in the Joint Committee on Nutrition and at other inter
national meetings often emphasised the importance for the agricultural 
exporting countries of the New World of a further improvement in the 
dietary r%ime of the countries of the Far East. The dense population 
of those countries and the very low standard of living and food consump
tion which characterises them is such that even a modest improvement 
in their consumption would undoubtedly have very important results 
for the world market of wheat and other cereals for which the exporting 
countries cannot always find adequate outlets. The International In
stitute of Agriculture has therefore stressed the importance of studies 
on present developments and trends in the dietary regimes of those 
countries. In response to wishes expressed, the Institute has published 
some studies on the subject. The first, pubhshed ia 1938 in the Sep
tember issue of the " International Review of Agriculture " , entitled « The 
Dietary of the Peoples of the Far East» , notes the saUent features charac
terising their dietary and distinguishing it from that of the white peoples, 
thus giving the reader the general notions required for a study of the 
question in the several countries. The second article, pubhshed in the 
same Review in August 1939, is entitled " The Dietary Regime of the 
Chinese People " . This study based on family-budgets and nutrition en
quiries, shows the present status of nutrition of the Chinese and the possi
bilities for its improvement. Materials have also been collected for 
Japan, British India, and some other Oriental countries. Unfortunately 
the alterations which the war has required in the plan of work have 
hindered the continuation of these studies. 

(C) The spread between the prices received hy producers and those paid 
hy consumers for foodstuffs. — As the consumption of the great major
ity of the population is fundamentally determined by their purchasing 
power which varies on the one hand ia function of available income 
and on the other of the prices charged for products bought on the market, 
it is evident that the relation between these prices and those paid to 
producers is a matter of prime economic and social importance. It 
would indeed be useless to wish for an improved dietary if retail prices 
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were to remain so high as to reduce demand below what is necessary to 
meet essential needs. 

Both for the farmers, whose interest it is that producers should 
not suffer the consequences of excessive demands of the middleman, 
and for consumers this is a much debated question, discussed so far 
however without the help of statistical data which would allow of judg
ing the fairness of some of the statements made. In response to recom
mendations made b y the Joint Committee, the Institute has undertak
en to collect data on this matter for a certain number of countries and to 
publish the results. 

This has led to the preparation of the Report " Investigations into 
the spread between producers'' and consumers^ prices for certain foodstuffs 
drawn up on the basis of material already contained in the publications 
of the several countries and of studies made, at the request of the Insti
tute, by some countries which do not yet possess statistics on these 
matters. 

The report contains studies on 12 countries : Austria, Canada, Den
mark, Finland, France, Germany, the Netherlands, Norway, Poland, Unit
ed Kingdom, United States, and Switzerland. Six of these countries 
(Austria, Denmark, Finland, Norway, the Netherlands, and Poland) 
supplied the Institute with special studies made in response to its enqui
ries ; for the others the data contained in publications already issued 
have been used. These studies form Part I I of the Report under con
sideration. 

Part I of the Report is entitled " Distribution Costs and Consumers' 
Prices " and contains an account of the chief conclusions to which the 
study of the material assembled and published in Part II has led. Apart 
from a brief introduction, Part I contains some chapters deaUng with 
the " The normal structure of distribution costs " , " Factors leading 
to excessive distribution costs and margins " and lastly " Methods for 
reducing distribution costs " . 



PART I I 

ECONOMIC ASPECTS OF T H E N U T R I T I O N P R O B L E M 

5. — The nature of the problem. 

The problem of securing adequate — i.e., not only sufficient but 
also cheaper — food supplies for all classes of the population is no 
new one and presents itself for consideration as an aggregate of pro
blems the solution of each of which depends on that of several others. 

Both in poor countries agriculturally and industrially backward, 
and in rich and industrially powerful countries, in periods of depression 
and in periods of prosperity, not aU classes of the population are able 
to nourish themselves so as to satisfy the essential needs of the human 
body. Even in peace time this situation has many consequences — 
physiological, social and economic — adversely affecting the combination 
of the factors of production, and political consequences productive of a 
whole series of reactions. All these consequences increase in number 
and importance during the more or less lengthy parentheses of war 
and its aftermath, and therefore call for a thorough study in view of 
the effort which will be required of aU Governments desirous of avoiding 
evils which in some cases might be of incalculable gravity. 

In its sad reality, the conduct of a war — in view of the monetary 
aspects of the phenomenon generally referred to as its " financing " — 
is made possible by reducing consumption, increasing production, and 
consuming capital. The reduction of consumption does not however 
affect all classes of the community involved in the war, nor, in the case 
of those affected, is the reduction made on the same scale for all. 

Equiries into the economic conditions prevailing during the first 
world war (1) lead to the conclusion that, in some countries at least, 
the introduction of rationing entailed less sacrifices on the rural popu
lation, whose consumption of food when they remained on the land was 
extended to those foods for which ration tickets were issued even if they 
were not included in their usual dietary. This was the case, for instance 

(1) EINAUDI, L . : " La condotta economica e gli eftetti sociali della guerra italiana " , 
Laterza, Bari, 1933, pp. 181-3. 
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-with sugar and cofEee. When the country people moved to the cities 
for military service or other war purposes, their regime included many 
other goods and services to which they were not accustomed. In the 
case of workmen, craftsmen, business men, and traders, i.e., of all those 
who in the towns worked directly in connection with the war, consump
tion was not reduced but on the contrary increased. On the other 
hand, such groups of the population as government and business employ
ees, pensioners, house and land owners, bearers of pre-war government 
securities, widows and orphans deriving their incomes from trust funds, 
were called on to make sacrifices which often required real heroism on 
their part. 

Unfortunately, the reduction of consumption, entailing all too often 
nsuificient nourishment for whole classes of the population, does not 
Cease with the cessation of hostilities, especiaUy when, as .shown in our 
previous study, the sum total of incomes distributed among those engag
ed in productive activities — whether State or priAate — is lower than 
that received by producers on private or government account during the 
war years. This means that those whose dietary had improved during 
the war will probably return to their previous condition. Those who 
during the war were already compelled to make heavy sacrifices will 
see them prolonged and sometimes aggravated. On the whole, and apart 
from temporary donations of food and other products which may be made 
to certain countries, it is easy to foresee that the dietary of most of 
the peoples, whether or not they were involved in the war, wiU deterior
ate in the post-war period. The problem of assuring proper nutrition — 
sufficient for all classes of the population and at the same time scientific
ally sound — will thus b e incumbent on all countries after the war, cA ên 
should generous measures of relief make it possible to avoid the spread 
of famine in some countries. 

6. — Lines for the development of statistical enquiries. 

Further studies which will enable the several countries to consider 
measures for securing at least sufficient nourishment for their people as 
well as a balanced dietary, require as their starting point complete re
turns relating to the fundamental facts affecting the demand and supply 
of foodstuffs. So far the result of exhaustive enquiries are neither avail
able for aU countries nor have the enquiries been made on uniform lines 
within each country. 
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A right understanding of demand requires first of all a knowledge of 
the food habits of all classes of consumers in each country. In this con
nection frequent and serious deficiencies in the data available on consump
tion and prices wiU have to be made good. This will require concert
ed action by the several countries for the solution of many problems of 
methodology, and unified systems for the collection and coUation of the 
data so as to make the results obtained comparable. A n y changes in 
ascertained habits should be systematically recorded, whether, as in many 
countries, they denote improvements due to the spread of knowledge on 
food requirements and on the best means for satisfying them, or whether, 
as occurs in the period of transition from peace to war conditions, or from 
war to post-war and peace conditions, they denote deterioration. 

To secure a proper knowledge of the supply of food products it would 
seem essential to obtain (a) reports on growing crops and other foodstuffs 
obtained in relation to the ascertained habits of consumption ; (6) reports 
on any changes in these crops which may be made to bring available 
supplies into keeping with prevaUing habits so as to assure to all members 
of the community an adequate and progressively scientific dietary ; (c) re
ports on the productive potential of a country with a view to the full 
attainement of the above aim. 

If carried out on uniform Unes so as to make the returns for the se
veral countries comparable in time, these surveys of the demand and 
supply of consumption goods wiU be of use for ascertaining the several 
trends of consumption, production, and prices in each country and in 
the international comity of nations ; in short, they wiU show the se
veral stages which the various countries, singly and collectively, must 
traverse to attain their goal which is that of improving nutrition stand
ards. 

7. — Lines for the development of scientific enquiries. 

Only by acquiring a knowledge of the nutritive value of foods can 
people avoid the danger of spending their available means to less ad
vantage than the degree of culture attained by the community would 
allow. Therefore, from the scientific standpoint, the solution of the prob
lem of securing a sufficient and balanced dietary requires (a) that an 
" optin.um dietary " be determined for each country whose food habits 
have been ascertained, taking into due account its economic structure 
and climate, and the possibility of securing supplies and markets. (6) In 
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the second place suitable measures must be taken for giving wide pubU-
city to the'most advanced ideas on the subject. The most recent scientific 
discoveries must be promptly applied to relieve the conditions of the un
der-privileged classes or groups of the population, (c) In the third 
place, active encouragement should be given to studies for unifying as 
rapidly as possible the methods of analysing and inspecting foodstuSt; 
and vitamin products. Only by applying these methods and making 
these efforts will it be possible to iron out any differences which may 
exist between the food habits of the several countries and the optimum 
dietary possible for them. 

But the scientific viewpoint broadens out to cover problems relating 
to the increase and improvement of food suppUes, i.e., to the improvement 
of farming methods and the development of agricultural productive acti
vities in such wise that the supply may be proportionate to the demand 
regulated in accordance with the dictates of medical science. 

The study of the scientific side of the problem of securing a sufficient 
and an increasingly rational dietary for all, therefore includes questions 
relating to the use which should be made of productive factors, both 
in the period immediately following the war during which the national 
supply of foodstuffs will have to be supplemented by recourse to those 
of other countries, and in the ensuuig period in which each country will 
endeavour to meet the deficiencies of others by developing its own re
sources to the utmost, and finally in the subsequent period in which 
agreements between the several countries will tend to re-establish the 
international division of labour based on the principle of producing 
to the best economic advantage (1). 

The scientific technological side of the problem also covers questions 
relating to the transition from one of these periods to the other, a tran-

(1 ) In this connection it is useful to read the "Final Act of the United Nations 
Conference on Food and Agriculture " (Hot Springs, Virginia, U. S. A., 18 May-3 June 
1943, Stationary Office, London, 1943, pp. 23 -26 . ^ ^ ^ , , 

The several proposals for forming pools for such products are imked up with the final 
purpose of giving all countries equal " purchasing possihility " — which is not the samp 
thing as equal " purchasing capacity The redi.it ribut ion of goods in accordance witli 
the real demand and supply capacity of each <>ountry, enlarged m time by credit devices, 
would thus be greatly facilitated, more especially as at the same time some seasonal 
price fluctuations would be reduced, and the supply of farm products could more easily 
be brought into keeping with actual demand. It is, however, very difficult to place all 
the countries on the same footing of equalit.v as regards the possibility of otTpTinw and 
purchasing the several products, even supposing that they have the capacity of dning so. 
The largest, or the only source of supply always ends by occupying a prpponderant 
position. 

http://redi.it
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sition which may vary in length from one country to another, and also 
questions relating to the acquisition of the various kinds of capital goods 
(machines, fertilisers, etc.) , to the variety of the crops raised, to soil 
conservation aud protection, to discoveries and inventions, to the exten
sion or reduction of the area fit for cultivation brought about by the 
introduction of new methods of farming. All the many-sided and ever 
changing activities engaged in the production of farm commodities may 
be coiLsidered from the scientific standpoint which directs the efiorts of 
producers to increase the supply of essential commodities. 

In this connection, a timely reminder has called attention to the fact 
that " although accurate data are not available on the insufficiency of 
calories which characterises some types of nutrition, there can be no 
doubt that an appreciable increase in the consumption of foods of high 
energizing value — such as tereals, vegetable fats, and in some countries 
sugar — vrill be required in a great number of countries if the dietary 
of some groups of the population is to contain sufficient energy-yielding 
values. 

" Taking the world as a whole, it is probable that if nutrition poli
cies attain their goal, the increase in the demand for energy-yielding 
foods by the groups under consideration will more than compensate for 
a long time to come the reduction in the demand for these foods which 
will accompany the improved qualitative dietary of those groups who now 
absorb a sufficient quantity of calories. 

" Nutrition policies \vill not therefore call for radical alterations whicb 
would replace the production of the energy-yielding foods by that of 
protective foods. Nor do they require that agriculture should produce 
protective foods in advance of market demand, i.e., before a demand at 
remunerative prices has made itself felt. What is needed is rather 
that, as the movement in favour of a better system of nutrition grows 
and spreads, and as the demand for protective foods increases in count
ries already enjoying a high standard of living, the agriculture of those 
countries should gradually adjust itself to changed demand and that an 
evergrowing quota of their resources be devoted to the production of pro
tective foods. The best proof that agriculture can adjust itself to the 
expansion of the demand for protective foods is afforded b y the fact that 
it has already done so. The new trends of agricultural production in 
many countries afford clear proof of this... " (extract from the Report 
of the Joint Committee of the League of Nations, Geneva, 1937, pp. 
172-173). 

file:///vill
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(1) INTERNATIONAL LABOUR OFFICE: "Workers Nutrition and Social Policies", 
Geneva, 1936, pp. 68, 122, 125-127; LEAGUE OF NATIONS : " Final Report of the Joint 
Committee " , pp. 205, 268, 282, 2"88. 

(2) L . o. N. ibid., pp. 213-223, 226. 
(3) I. L. O. ibid., p. 126 ; L. o. N. ibid., pp, 60-126, 230, 232-238. 
(4) Contribution made by the Economic Bureau of the Institute above mentioned 

at p. 54. 

The Study of the scientific technological side of the nutrition problem 
is therefore a complex one, and it is the necessary premise to any impro
vement in the supply of those foods which a country may desire to make 
available to the under-privileged classes of its population. 

8, — Lines for the development of economic enquiries. 

Subject ' to further and deeper studies, the direction along which ex
perts may be expected to conduct their enquiries and poUticians develop 
their plans for international co-operation in the field of statistical enqui
ries, can be easily foreseen. Again, as regards pubUc health and agricul
tural methods, a whole series of problems arising from the growth of know
ledge in a variety of directions can also be clearly outhned. But if we 
turn to the economic aspects of the question, we find indeed some notable 
and often original studies, as for instance those of the relations between 
nutrition and incomes (1), between nutrition and prices (2), on the meas
ures Governments should take in behalf of this or that group of consumers, 
this or that group of producers (3), on the spread between wholesale and 
retail prices (4). But if we are to get to the bo t tom of the facts in the 
case, it would seem indispensable to define carefully what is meant by the 
economic side of the problem so as to discern its essential features, 
unbiased by preconceived notions. 

A careful examination shows that the economic aspect of the prob
lem of securing sufficient nourishment for all classes of a given popula
tion has so far claimed but httle attention, perhaps because it has been 
held impUcit both in the demand of the consumer when he appUes to 
the market for foodstuffs, and in the offer of the producer when he briags 
his supplies to the market. Undoubtedly, the request for and the offer 
of commodities, and more especially of foodstuffs, is made on the basis 
of economic expediency. But even if we hmit our scope to that of se
curing for aU classes of the community sufficient nutrition, the means 
devised to this end cannot be determined exclusively b y the (Consider
ation of private interests, whether of consumers or of the several groups 
of producers, but must rise to the consideration of the general interest. 
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If an adequate dietary is to be placed within the reach of all classes 
of the community, it must necessarily be an inexpensive one, and there
fore the notion of the general interest implies that of a more copious 
supply of agricultural products. 

Starting from this essential premise, the solution of the problem 
requires the simultaneous consideration (a) of the demand for foodstuffs 
based on the consumer's income and on the distribution he makes of 
it in purchasing food and other more or less numerous commodities at 
ruling prices ; (b) the supply of foodstuffs, likewise based on the returns 
the producer can obtain from them at the said ruling prices, a supply 
which it is presumed is susceptible of increasing should production be 
encouraged by higher prices ; (c) the conflicts which may arise between 
these divergent interests ; (d) the possibility of harmonising them in the 
general interest. Should the parties directly concerned be unable to 
agree on this point the State may facihtate an agreement by measures 
which react on the prices of the commodities concerned, and b y lower
ing or raising them check or encourage a more plentiful and cheaper 
supply. 

Consequently, the study of the economic side of the complex nu
trition problem widens out, and embraces not only the motives which 
induce the individual demand or supply of a commodity, but also the 
results of t h e m e a s u r e s by which the State — more or less aware of its 
own activities in this field — now comes to the assistance of consumers 
to increase their demand, now to that of producers to facilitate the growth 
of supply, now to that of both these groups, provided the measures taken 
are not such as mutu^Uy to neutralise one another. 

In substance, the enquiry into the economic aspects of the problem 
of securiQg sufficient nourishment for all members of a community consists, 
first of all, in ascertaining by what means it would be possible t o secure 
a larger supply of farm products at lower prices, or else how to secure 
a rise in incomes which, in the case of consumers, may be either general 
or partial but which in the case of the producers more or less favoured 
by State intervention, will always be partial. In the second place, the 
enquiry wfll consist in studying the consequences of the policies adopted. 
The fact is that unless a larger and cheaper supply of foodstuffs is encourag
ed, even a general rise in incomes will be found insufficient for the purpose 
as soon as they have to meet the higher prices due to the scarcity of 
the supply. On the other hand a rise in incomes limited to certain groups 
will be found stiU more ineffective if the supply of products should not 
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increase, as not only will these incomes have to meet the higher cost 
of commodities, but as a result of the phenomenon of cost transfers 
they will also have to meet the burden of heavier taxation, for govern
ment assistance to one or other group is only made possible b y increas
ing the revenue through recourse to new taxes or loans. 

Thus an enquiry into the economic aspects of the problem under con
sideration, which at first sight may seem a simple matter, really requires 
great care and some courage if we are not to beat a retreat from the 
facts disclosed. But these requirements are precisely the features which 
best justify the enquiry. 

Often in the study of economic problems what is needed is not so 
much the discovery of new truths — which in this as in all other fields 
of human knowledge is not always possible — but rather to consider 
fearlessly those truths which are known, although obscured b y the com
plexity of the phenomena observed or by the pressure of the interests 
involved. 

9. — How to secure a larger supply and reduce the cost of foodstuffs. 
(A) Foreign trade. 

From the consumer's standpoint, the economic aspect of the nutri
tion problem consists in the possibihty of acquiring a sufficiency of food 
to meet the requirements of health standards. This possibility seems 
attainable either by the reduction of production costs and therefore, under 
a competitive system, of prices, or b y a rise in incomes, either general 
or limited to the incomes of certain groups of consumers, or b y pohtical 
prices for certain products. It is worth our while to consider these va
rious means. 

The reduction of food costs and therefore of prices may be secured in 
one of two ways. The first is offered by foreign trade. A n y country 
which, on comparing the cost of producing two or more products, notes 
a difference in " comparative costs " and speciaUses in the productive 
activities which can yield it the highest returns, will succeed in securing 
a reduction of costs. This reduction is much more rehable than that 
obtained by a given country or person speciaUsing in certain commodities 
not because comparative costs — the cost to the same country or per
son of producing two different commodities — differ, but because there 
is a difference in absolute costs, those met by two countries or two 
persons in producing the same commodity. 
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Nevertheless, a country which in building up its economic structure 
has not strictly adhered to the principle of speciahsing in the most profit
able products, and which therefore carries on other activities more costly 
than those which an exclusive consideration of economic expediency would 
suggest, cannot, in the course of time, suddenly give up the home pro
duction of certain commodities and rely on imports from abroad at much 
lower prices with a view to securing cheaper food supplies for its people, 
without running the risk of incurring losses which in some cases are 
enormous. 

In the case of individuals, the costs of such a pohcy are accounted 
for by the losses which lower competitive prices cause to home producers 
and by the expense incurred for replacing, when possible, crops which 
are too costly to cultivate by others which are less so and which could 
be raised in the country. In the case of the community, these costs 
include the loss of security afforded by the free disposal of essential 
commodities whose arrival from abroad may be endangered by various 
circumstances. Thus, although foreign trade may offer the most rapid 
means for increasing the supply of foodstuffs — presumably elastic — 
and for reducing their cost, the advantages offered to consumers are ob
tained at a cost to producers and to the community at large which cannot 
be disregarded. 

10. — (B) Improvements in production. 

The reduction of food costs, secured with a view to making certain 
foods accessible to the largest possible number of persons, may also be 
obtained by improving the methods of cultivation and marketing, the means 
of communication, trasport, publicity, and credit. It would be super
fluous to show in detail the influence of aU these improvements on costs. 
They have mereover formed the subject of a voluminous international 
literature. 

For instance, the use of chemical fertilisers and agricultural machin
ery, systems for freezing, drying, and preserving fruits and vegetables — 
by which the risk of deterioration of the several commodities is reduced — 
price fluctuations due to seasonal conditions attenuated, and conditions 
secured which render supply more uniform, the development of means 
of communication and transport both national and international, the limi
tation of the number of middlemen, which while it depends on the density 
of the population and on the importance of the services, sometimes incon-
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spicuous, which they render to the consumer, can always b y reduced by 
organising central markets, combining over wide areas marketing, econo
mic, administrative and credit services, as is done by the great co-ope
rative associations for production and sale which tend to organise them
selves on the model of great business undertakings — in short all the im
provements introduced into the various fields of human activity, all 
help to lower production costs. Such improvements add to the area 
available for cultivation, inclusive of sub-marginal lands ; they reduce 
unemployment; they increase the yields obtainable ; and under a system 
of competition, even if only partial, they lower the price of the product 
to the advantage of the consumer. 

11. — A rise In real income affords the premise for cheaper food. 
Effects of lower costs and prices on a foodstuff. 

The reduced cost of agricultural products thus obtained, and under 
an approximately competitive system, the reduced prices — whether 
due to imports or to a better combination of the factors of production 
in the home country — will be accompanied by a larger supply and may 
therefore permanently favour the result of securing sufficient nutrition 
for all groups of the community. Substantially, an increase in the sup
ply of products is seen to afford the premise for a cheaper dietary. 

Valuable studies to which reference has already been made based 
on international inductive enquiries, tend to throw Ught on the elasticity 
of demand, i.e. on the relation between proportionate variations in 
price and proportionate variations in demand for certain foods. The 
demand for the energy-yieldiag foods in the form of calories — fats, 
cereals, sugar — has little elasticity, therefore a fall in price wiU not 
always lead to an increase in the demand for the cheapened commodity. 
Similarly, there is little elasticity in the demand for foods for which no 
substitutes are available to consumers. There is also little elasticity 
in the demand for foods, whether energy-yielding or protective, when 
the needs of each person tend to be fuUy satisfied. These notions may 
be useful in guiding the pohcies of both individuals and public bodies 
interested in regulating prices or in setting up consumption prohibitions. 

On the other hand, unless, as above stated, the full satisfaction of 
needs has been nearly attained, there is a wide margin of elasticity — 
sometimes exceeding the unit — in the demand for protective foods, 
milk, Uver, eggs, fat fish, green vegetables, fresh fruit, butter, due 

(S) 
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partly to the facility with which they can be replaced by substitutes 
very similar in many respects to the original products. Not infrequent
ly differential prices accentuate the elasticity of the demand for protect
ive foods. Thus the consumption of milk is encouraged not so much 
by shght reductions in the standard price, as by the introduction of pre
ferential prices for various groups whose consumption of milk is insuf
ficient : school children, pregnant women, nursing mothers, unemployed 
workers ( 1 ) . The premise for this system is a sales' monopoly exercised 
mainly in the interest of the community as a whole. 

But just as absolute elasticity or absolute rigidity of demand are not 
found in practice, so the study of the margin of elasticity of the demand 
for one or other product and of the various conditions affecting the con
sumer, tends to show the degree in which the advantage of a fall or the 
disadvantage of a rise in the price of a product react on consumption. 
But even in the case of an inelastic demand a faU in price, obtained in 
one of the ways above described, wUl assist in improving the nutrition 
of the under-privileged classes of the community. If the fall is con
siderable and allows the consumer to satisfy his more urgent needs 
at less expense, he will be able to devote the savings thus effected to 
the purchase of larger than usual quantities of other foods or on commo
dities which he used not to purchase at all. For reciprocal reasons, 
even in the case of an inelastic demand, a price rise wiU affect nutrition 
unfavourably. Progress and retrogression in this respect are therefore 
very frequently independent of the demand for one product rather than 
for another. 

12. — Sufficient nutrition resulting from a gen&ral rise in income, even 
if in va(rying degree. 

The increased possibUity for most people to acquire suitable foods 
in sufiicient quantities for satisfying their respective needs may also be 

(1) HiCK.s, J. R. : " VaJue aud Capital", Oxford, 1939, 58 , J 32 ; TINBERGEN, J. : 
" L'olasticite de In demande des produits des industries agricoles", International Congress 
of Agricultural Sciences, Scheveninguen, 1937 ; SCHULTZ, H. : " The Shifting Demand 
for Selected Agricultural Commodities, 1875-1929 " , Journal of Farm Economics, April 
1932 (the two last mentioned authors are quoted in the "Final Report of the Joint Com
mittee of the L. o. X. " p. 2 1 2 ) ; we may also be allowed to refer to our article " Di qualche 
uniforniita nel piano di un coiisumatore " , Oiornale degli Economisti, November-December 
1942, par. 9, 13, 14, which examines more especially the influence exercised on the 
action of consumers by the expectation of j)riee changes, as they present themselves 
either of a transitory or permanent character. 
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the consequence of a rise in incomes, even if in varying degree or only 
partial. The former occurs during periods of recovery and prosperity 
brought about in the economic cycle by events which at one and the 
same time favour several branches of production. But here again elasti
city in the supply of farm products is required. Should it be impossible 
to increase said supply, i.e., to increase substantially the real income ob
tained from the products of the soil, the rise in money income, even if 
widespread, would be neutrahsed by a rapid and marked rise in the price 
of the inelastic supply of commodities offered for sale. Therefore the 
premise for favourable solutions of nutrition problems consists always 
in a decisive rise in real income. 

On the imphcit assumption that this rise may occur, it can be noted 
that as income rises, expenditure on food tends to increase but not pro
portionately. Indeed, the percentage of income spent on food tends to 
decrease, and within the limits of the increased expenditure the consump
tion of the energy-yielding foods — more especiaUy of cereals and fats 
for which the demand varies but Uttle, tends to decline whUe that of 
the protective foods — meat, fish, mUk and dairy products, fresh vegeta
bles and fruit — for which the demand is very elastic, increases (1). 
Thus, though varying in effect with the degree of elasticity of the demand 
for the several foodstuffs, a rise in income tends to raise the level of 
nutrition by increasing to some extent the quantity and to a larger 
extent by improving the quahty of the food consumed. 

The recipients of larger incomes wiU, in such cases, be inclined to 
obtain the calories required from more expensive foods. When once they 
have procured themselves the food they consider necessary, they wiU 
be inclined to expend their remaining income on other needs than those 
of nutrition as for instance, on clothes, better housing, travel ; in other 
words, the situation wiU be similar in many respects to that arising from 
a faU in the price of foods for which the demand is inelastic. The saving 
in the expenditure of income effected in the case of such a price-faU, 
and the margin of receipts made avaUable by a rise in income wiU serve 
purposes other than the purchase of food, even in those cases in which 
the dietary selected by each person, with its various combinations of ener
gy-yielding and protective foods, differs considerably from the optimum 
dietary of the hygienist. Such differences can only be ironed out by 
the spread of knowledge on health requirements. 
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Although less certain than the relation noted between prices and nu
trition levels, the relations between income and nutrition are more ob
vious in the case of the lower-income categories of the population who 
must content themselves with a lower dietary during periods of economic 
depression, making up for it by increasing their food consumption dur
ing periods of recovery and prosperity to an extent which varies with 
individual tastes. It is therefore easy to foresee that in the case of the 
lower-income categories, the period immediately following on the war 
will vritness a deterioration in dietary all the more marked (a) when the 
margin between the total income obtained during the war and the total 
income obtainable after the war is a wide one (see the first study, par. 13); 
(b) when there is a considerable change in the distribution of incomes, 
leading to a decline in average income and the multiphcation of small 
incomes. 

In the post-war period the level of nutrition wiU tend to remain 
unaltered should the difference in the sum total and the change in the 
distribution of incomes not occur, and it will tend to improve should 
circumstances favourable to productive activities allow at an early date 
of a rise in incomes and should this rise be followed by a marked though 
not proportionate increase in the expenditure on food. 

13. — Sufficient nutrition consequent on a partial rise in incomes, such 
as a rise in the incomes of some groups of consumers or through 
the adoption of political prices. 

A rise in incomes Umited to certain groups only may lead to govern
ment intervention to secure the redistribution of the unvaried sum total 
of real income. But here again, whatever means be chosen, it will be 
vain to expect cheaper food for all classes of the community unless the 
supply of foodstuffs increases. It may be secured for some groups at the 
expense of others, but it is impossible to escape from the circle formed 
by the effective consistency of real income. 

A rise in the incomes of consumers can be secured by fixing minimum 
wage rates, granting family allowances, doles to the unemployed, public 
works, social insurances, the direct supply of food to young children, 
women, old people, unemployed persons. All these measures help the 
favoured groups to overcome the difficulties they encounter jn securing 
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adequate nutrition (1). It would however seem desirable to ascertain 
who, in the last resort, has to meet the cost of such measures. 

The actual disbursement of a minimum wage or a family allowance 
may be made by private persons or concerns. Should such disburse
ments however prove too burdensome for certain concerns whose pro
duction costs are thus raised to a point at which they exceed any attain
able returns, and should the GoA'ernment be called on to assist business 
enterprises by bonuses, subsidies and price supplements, it is interest
ing to ascertain by what means the measures taken on behalf of 
consumers may be financed. 

The Government can procure the funds required for supplementing 
the incomes of some groups by drawing on the incomes of its nationals 
through direct taxation up to a certain limit and through hidirect tax
ation. As however, with a few exceptions easily identified, all taxation 
is finally transferred and embodied, by the phenomenon of transference, 
in the prices of the commodities whose producers are taxed de jure or 
de facto, the burden of taxation is converted into an increase in the 
cost of production which must necessarily react on the price of commo
dities. This holds good whether the price raising reaction be apparent 
or whether it be congealed by the fact that the prodution of public 
services, which stand in the relation of capital goods to consumption 
goods, increases production to such an extent as to neutralise, by the 
increase of productive potential — i.e., by the increase of real income — 
the rise in price due to the more or less easy transfer of the burden of 
taxation. 

But should the total real income not rise — and the public services 
provided by the State do not always lead to an increase in the production 
of consumption goods — the rise in the price of foodstuffs determined 
by taxation wiU, in its turn, neutrahsein whole or in part the aim in 
view which was that of raising the income of some groups of consumers. 
This neutraUsation is evident when the State raises the funds required 
for financing its pohcies by indirect taxation of essential commodities 
which weighs heavily on the poor ; but it exists in the case of all forms of 
taxation, direct or indirect, which by transfer lead to a rise in the price 
of consumption goods, however difficult the inductive enquiries needed 
for confirming this assertion may be. The fact is that the devices for 
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the redistribution of incomes — and taxation may < in many cases be 
considered as such — are productive of much smaller results than were 
foreseen when the action was first stared. 

Under these conditions, and if taxation inevitably reacts on the price 
of consumption goods, — unless in the mean time production increase 
to such an extent as to offset the rise in prices — it would be vain to 
expect that the under-privileged classes wiU benefit by taxes levied at 
steeply progressive rates. In the long run, even progressive taxes raise 
the prices of consumption goods and run counter to the purpose of pro
moting a sufficient dietary for all classes of a community by increasing 
the available incomes of certain consumer groups. 

Should the State in its endeavour to raise certain categories of 
income have recourse to savings for securing the means to this end, the 
higher rate of interest which wiU accompany the increased demand 
for saviags and the heavier taxation required to meet the service of the 
national loans thus raised, wiU cause the rise of production costs and, in 
the last resort, the rise of the prices of foodstuffs. Thus the consequences 
of State action taken in favour of certain groups of income will always 
more or less neutralise the results secured by such action. 

We are led to almost indentical conclusions if we consider the conse
quences of securing the means for paying doles to the unemployed, carry
ing out public works (of late years many enquiries have been made on this 
subject), shifting on to the shoulders of the community at least a part 
of the cost of social insurances or the whole cost of the direct sypply of 
food. AU these measures, unless accompanied by an increase of total 
real income, i.e., by the increased production of consumption goods, 
may iadeed redistribute income, but they are neutraUsed by the higher 
prices which reflect the burden of taxation, and are therefore far from solv
ing the problem of securing cheaper food for those classes whom the State 
wished to favour. 

A partial increase of income may be assured by the adoption of poli
tical prices for certain products. Their effect is sinular to that of a rise 
in the income of the consumers of such commodities. An example 
common to many countries is that of the price of bread. The cost met 
by the State to keep it low is covered by taxes and loans. But the 
advantage of cheap bread, conferred on aU but which benefits more 
especiaUy the imderprivUeged classes, entails higher prices for many 
other commodities among which are included not infrequently those 
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consumed by those very groups whom the measure was designed to 
benefit. 

14. — Increase of farm incomes and consequences which oppose cheaper 
food su^jplies. 

The consequences to which we haye just called attention are not mo
dified in those cases in which a country, for reasons other than exclusively 
economic ones, is induced to introduce or to persist in the production of 
foodstuffs at a cost higher than that entailed by the production of other 
commodities and when for this purpose it has recourse to measures 
of protection. The inevitable reaction of such a pohcy is to raise the 
price of the goods thus produced and of many others, as the protective 
measures do not increase but on the contrary reduce total real in
come ( I ) . 

Nor are the consequences modified when a country, breaking with 
longstanding traditions, decides to import at lower prices commodities 
until then produced at home and when it raises the necessary funds for 
compensating home producers for the loss they thus suffer by recourse 
to taxes and loans with the results above described. Neither are they 
modified when the community sees fit to pay a bounty to an exporter 
to enable him to meet foreign competition on world markets in spite 
of high costs. Duties on imports, compensation to home producers, ex
port bounties, and all the other various expedients to which present 
day protection has recourse, all ahke entail a less efficient use of the 
factors of production, a smaller real income, higher prices, and less 
consumption. All these phenomena definitely hinder an advance to
wards a more adequate dietary for all classes of the community. They 
hinder it because they do not at the same time encourage •— and they 
never can encourage — a larger supply of agricultural products, a higher 
real income, lower prices. The loss caused by the reduction, or at best 
the stationary status, of real income is the more noticeable in the case 
of the modest family budgets of the poor ; in their case the higher prices 
of the energy-yielding foods for which demand is inelastic and consumption 
cannot be reduced, entails desisting from the consumption of protective 
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foods for which the demand is elastic and from the satisfaction of other 
needs related to housing, clothing, etc. The effects are similar to those 
noted in period.s of crisis and depression, only they affect all budgets. 

Similar consequences, -i.e., obstacles placed in the way of a larger 
supply of consumption goods and of a more economical nutrition re
gime, attend those measures of which we have had so many examples in 
the last decades whose purpose is to raise the prices of farm products 
whose level has fallen below that of .manufactured goods. Hence in 
countries producing foodstuffs on a large scale, measures have been tak
en to limit production so as to reduce the ratio of supply to demand, con
sidered as constant, thus raising the price of farm products in a measurie 
which hinders the spread of a sound dietetic regime. 

Should the Umitation of farm production be considered insufficient 
for securing the ends in view ; should the authorities decide to compensate 
and pay bounties to those farmers who loyally respect the said limitations; 
should the Government decide to take over any surplus products in excess 
of current demand, thus compensating farmers for the limitations placed 
on production and maintaining farm prices at a higher level than that 
prevailing for industrial goods; and should the funds required for carry
ing out these government policies be supplied by taxation and loans, 
in addition to the higher prices consequent on the limitation of output, 
a new motive for a rise in the price of consumption goods will be set 
going. Besides the price rise due to the limitation of production and 
consequently of supply, there will be the rise caused by the transfer 
of the heavier burden represented by the growth of direct and indirect 
taxation and the service of the debts. It is evident that these policies 
are yet more actively adverse to the spread of an adequate dietetic re
gime for aU classes of the community. 

In conclusion, if we consider that to the consequences of government 
action for raising consumer incomes — action which however hinders 
the spread of a sufficient dietary for all — must be added those resulting 
from government measures taken for increasing farm incomes, which no 
less than the former hinder the spread of adequate nourishment for all, 
we shall see that the obstacles placed in the way of an advance toward a 
more economical system of nutrition will increase, and the urgent need 
of revising any policy which does not admit of an enduring increase of 
real income immediately available for the needs of all classes of the 
community will become apparent. 
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16. — Possibility of harmonising the two aims : " economical and rational 
nutrition „ for all countries. 

In those countries in which all classes of the population are not suf
ficiently nourished, the two objective aims — more abundant and cheaper 
food, a more rational and ample dietary — do not coincide. They are 
separate though not conflicting aims. 

It would seem that in reconstructing their national agriculture the 
guiding motive of those countries in which all classes of the population 
are not sufficiently nourished should be above all that of securing cheaper 

15. — t^onsideration of the more general aspects of the problem under 
examination. 

The fact is that the problem of nutrition, viewed in its economic 
aspects, does not aUow of the consideration of the interests of individual 
groups. It demands a knowledge of yet broader problems on the part 
of those who desire solutions which will take all interests of farmers and 
consumers into due account. We must ascertain not only, as above stat
ed, all the conditions governing the supply and demand for farm products 
but also the Limits within which State action in favour of individuals or 
groups must be contained if it is not to injure the interests of other 
individuals or groups. 

The notion of a hmit to the activities which the modern State has 
been constantly extending, springs from the acquisition of definite notions 
about national income both real and monetary. State intervention, the 
cost and value ot each act of intervention, pubhc planning understood 
as the timely coordination of interventions guided more or less by eco
nomic considerations. The first of these notions is dealt with in onr 
first s tudy ; we shall try to define the others in a further study 
whose purpose is to enquire into the several factors and the leading 
pohcies of both private and public plans. We may however be allowed 
to state here that although these notions may seem to be remote from 
the concrete problems under consideration, yet their study alone can 
suggest*to those desirous of taking into account all possibly conflicting 
interests and all the possibilities for harmonising them, uncontradictory 
solutions for extending to all classes of the population the opportunity of 
securing economical and rational nutrition. 
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food SO that farm products may be made accessible to all, with those few 
exceptions which cannot be ehminated in any society. 

Those countries in which certain classes of the community are Hi-
nourished will be able to identify the means for securing larger supphes 
of farm products at lower than present prices b y using as a basis for their 
enquiries accurate statistics relating to (a) the regional consumption of 
farm products, possibly also of the need in relation to environment 
and to standards of hving ; (b) production and the many and various 
improvements which may in any way affect i t ; (c) imports and exports 
of agricultural products and capital goods (fertilisers, machinery, etc.) 
classified respectively by countries of origin and sale; (d) possibihty of 
developing more fully the national territory by carrying out long-dated 
and large-scale land improvements. Each country can easily perceive 
the means for cheapening the supply of farm products and for securing 
them finally in sufficient quantities for aU its nationals. 

An eye must be kept on the cost of aU productive improvements 
and on the cost of the several imports not only as represented by the 
cost of the commodities exported in payment of those imported, 
but also as represented by the losses entaUed by the changes in its 
agriculture, which the country may be able and may have to make, 
as also by the need which may arise in some cases of abandoning the 
cultivation of certain crops with the consequent unemployment of the 
factors which contributed to their production. Taking these costs into 
account, each country can ascertain if and when the reduction of food 
prices can be actuaUy brought about. It wiU be found possible to ascer
tain these facts only when the possibility of securing supphes of farm prod
ucts, at first unsystematicaUy and as urgent needs may require, and later 
on by carrying out plans of production on the basis of agreements with 
other countries (see par. 7, p. .58) has been assured. In the meantime, 
each country wiU be able to judge when it wiU be able to secure, in addition 
to cheaper food supphes, a more rational dietary for its people, one which 
wiU combine sufficiency with higher nutritive value. 

Not aU countries wiU be able rapidly to couple this latter desideratum 
with that of sufficient quantitity, especiaUy if the attainment of the 
ends in view should require recourse to be had to products of higher qua
hty or to imports from abroad which will hinder the cheapening of 
food products. But if in persuance of the higher and ultimate aim of 
securing a scientiflcaUy balanced diet, it should be possible, thanks to a 
set of favourable circumstances, to secure cheaper food supphes, then the 
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phrase " more abundant and more rational nutrition " , far from being 
a mere commonplace and in some cases self-contradictory statement, 
wiU serve to mark for aU countries, fuUy aware of what they are doing 
when they undertake reconstruction, one of the most significant victories 
in the laborious march towards the goal of a higher form of civilisation, 
neither too delusive nor too remote. 
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UNEMPLOYMENT 

S U M M A E T 

PART I : DIAGNOSIS. — The factors determining •wages are defined and implicitly, 
those governing the employment of labour forces. Voluntary and involuntary unem
ployment are defined. The essential conditions for securing, over a long period of time, 
the employment of labour, are established ; they are free competition in the production 
of goods of many kinds for the market to meet the tastes of consumers; an increase of 
total real income and of the average quota pertaining to each member of the community 
at a rate more rapid than that of the growth of population, facilities for exchanging with 
other markets both consumption goods and the factors of production including labour, 
thus giving rise to the phenomenon of the migration of workers. 

The conditions are also established which, over shorter periods of time and with 
the help of the other conditions mentioned, facilitate the growth of real income and the 
employment of labour. Some explanations of the alternation of economic fluctuations 
(the business cycle), and of the increase of unemployment are reviewed and estimated. 

PART II : SOME REMEDIES. —The notion of a " favourable event " affecting at the 
same time several branches of production of a nature to increase the income of the entre-
preneur and of all participating in his activities is illustrated. A logical sequence of 
measures suited for securing the permanent or temporary absorption of unemployed 
labour is outlined. Public Works are considered from the point of view of their instru
mental character for the production of consumption goods. The consequences of other 
very wide-spread policies such as social insurances, doles to the unemployed, the pro
tection of sundry productive activities are illustrated. The need of inductive studies 
and of organizations for research which will direct all the energies of each country 
towards a lasting economic recovery, is urged. 





PART I 

D I A G N O S I S 

1. — The factors which determine the employment of labour forces. 

Unemployment occurs when the supply of labour exceeds the demand 
a t a real wage which can only be lowered at the cost of needs which, ei
ther objectively considered or in the ot)inion of the workers themselves, 
are essential to Life ( 1 ) . 

As is known, the demand for labour by the entrepreneur class takes 
into consideration two main circumstances : the productivity of the last 
worker engaged on a job at a given wage — net marginal productivity — 
to which therefore the wages paid to all the workers employed by the 
undertaking tend to be related as to a maximum l imit ; and the dis
count of this productivity which the entrepreneur must make when, 
as is usually the case, he pays the wage before obtaining any return from 
the sale of the product. As is also known, the offer of services b y the 
workers is always determined b y the minimum wage required to enable 
them to hve and bring up successors who will eventually replace them. 
This minimum, often referred to as the " standard of Uving " of the 
working classes, varies from country to country and from one period 
to another in the same country ; it either exceeds a minimum of physical 
requirements below which no civilised society can descend, or it coinci
des therewith. 

Between these maximum and minimum limits supply and demand 
tend to determine the price paid for labour ; i.e., the worker's w a g e ; 

(1) The bibliography on unemployment is copious. For the purposes of the pre
sent report we have consulted the following works : BEVEKIDGE, W . H. : " Unemploy
ment, a Problem of Industry", London, 1 9 3 0 ; CLAY, H . " T h e Post-War. Unem
ployment Problem London, 1929 ; INTERKATIONAL LABOUR OFFICE : " Hours of 
Work and Unemployment " , Geneva, 1933; NATIONAL BUREAU OF ECONOMIC RESEARCH : 
" Business Cycles and Unemployment", New York, 1923; HOBSON, J. A.: " T h e Eco
nomics of Unemployment". London, 1931; PIGOU, A. C: " Industrial Fluctuations 
London, 1 9 2 9 and " T h e Theory of Unemployment", London, 1933 ; KETNES, J. M. : 
" The General Theory of Employment, Interest and Money", London, 1936; HAWTBET, 
R. G. : " Capital and Employment " , London, 1938. The study by the author of this 
Report: " Recenti teorie inglesi sulla disoccupazione" (Recent English theories on 
Unemployment) Oiornale degli Economisti, January, 1939, has also been taken into con
sideration. 
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2. — Voluntary and involuntary unemployment. Long term facilities for 
absorbing the former. Possible obstacles in the way of absorption. 

A market on which there is unemployment, defined as an excess 
of supply at a minimum real wage as compared to demand, exhibi ts : 

(a) workers employed at a wage which, under a competitive bus
iness system, tends to rise t o the aforesaid maximum, and which under 

and considered from a static (situation at a given time) or f rom a station
ary (repetition at any time) point of view, they also determine the em
ployment of labour at the disposal of the market. 

In times of fuU employment the labour market attains a state of 
equiUbrium. I n times of partial employment, the fact that a quota of 
the available labour forces are out of work indicates that the entrepreneur 
class considers that the productivity of those seeking employment is so 
low, coeteris paribus, as only to entitle them to a wage inferior to the 
minimum considered as indispensable b y the working classes, even though 
it b e higher than the minimum required to satisfy physically indispen
sable needs in a given country and at a given period. 

In the course of time — and viewed therefore from a definitely d y 
namic standpoint — the volume of employment, and therefore of possible 
unemployment, is affected only by the variation in the supply and de
mand of labour. Should the real wage exceed the minimum physically 
indispensable to enable the workers to live and rear the successors who 
will replace them, any increase in the supply of labour or any decrease in 
the demand — even if it reduce the margin between the real wage paid 
to occupied workers and the minimum indispensable for their physical 
maintenance — wiU not necessarily reduce the volume of employment 
which has been attained, nor will it lead to that excess of supply as 
compared to demand which we hav,e defined as unemployment. But 
if the real wage paid to the employed workers is barely equal to the in
dispensable minimum at the time and place considered — even though 
exceeding the strictly physical minimum above mentioned — any in
crease in the supply or decline in the demand wfil tend to throw at least 
some of the employed out of work. It would thus seem that elasticity 
and permanency are conferred on present emplojTnent only when the 
real wage exceeds the minimum required to meet the indispensable physic
al needs of the workers. 
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a system of competition on the labour market tends to fall t o the afore
said TniniTwiTn ; should the two forms of competition coincide, the wage 
will tend more in one direction or the other as one or the other form of 
competition prevai ls ; 

(6) workers who might find employment at the prevailing wage-rate, 
but who consider it inadequate, and therefore prefer to withhold the offer 
of their services : i.e., the voluntarily unemployed; 

(c) workers for whom there is no demand because, given the price 
of the product and the conditions under which the entrepreneur works, 
the net marginal productivity of any workers in addition to those al
ready employed, is held to be low, null, or negative. Some writers class 
the workers belonging to this group with the " involuntarily unemploy
ed " , especially when, in spite of the rising cost of essential goods and 
the reduced purchasing power of the wages they receive, the workers 
who have jobs do not give them up. This means that those who are out 
of work wUl remain unemployed even if, in the course of time, they should 
be willing to accept a lower wage. This distinction, although useful ia 

studying these complex phenomena, is not however an essential one. 
In the course of time, especially if their number be small compared 

to that of the employed, the voluntarily unemployed are gradually ab
sorbed by undertakings desirous of enlarging their business and who 
therefore increase their demand for labour, as already shown by the fact 
that at an earlier date they had enquired for workers but had not suc
ceeded ia securing them. Obstacles in the way of the absorption of the 
unemployed may arise f rom the fact that in all undertakings the employ
ment of more hands lowers the net marginal productivity of each worker : 
It is indeed a fact that all employees, new and old hands alike, may en
deavour to increase their yield. If this is not the case, the wages of all 
aUke must fall. 

Hence a struggle arises between the workers already employed and 
ready to resist wage cuts, and those who at first hesitated but are now 
willing to take a wage lower than that which they were formerly unwill
ing to ac cept ; and between employed and employable workers, should 
they find a means to join forces in an effort to maintain the existing 
wage-rate, and on the other hand the entrepreneurs who resist the press
ure of the coalition of interests which has thus been formed. But as 
the entrepreneurs are willing to renounce in favour of the wage-earners 
at least a part of the profits they expect from the enlargement of their 
business, these disputes are settled, and voluntary unemployment is 
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3. — Free competition on a market producing a variety of goods is the 
first condition for the increase of employment and the absorption 
of voluntary unemployment. 

The above reasoning does not hold good in the case of " involun
tary " unemployment, even if considered over a long period of time. All 
that can be done in its case is to point out some conditions favourable 
to an increase — of course gradual — of employment and to the ab
sorption of the masses who may have been thrown out of work. 

The first of these conditions is that of securing a free competitive mar
ket. In practice, this is seldom found. We And indeed in all countries 
individual undertakings competing with each other, but we also find a 
more or less large number of others which have combined together, or 
enjoy monopolies, or are public utilities working under conditions which 
secure them a quasi monopoly. It would therefore be more correct to 
postulate as the first condition for securing the fuller employment of la
bour, not the existence but the tendency towards a free competitive mar
ket. B y tendency we mean the inclination of its members and of the 
qualified authorities to reduce privileges, monopolies, forms of protection, 
subventions, favours granted to individual concerns or to groups, placiag 
them in a position which makes them unassailable even by more able 
competitors ( 1 ) . 

I t has often been shown that in the course of time such a tendency 
facilitates the employment of workers. The differential profits secured 

(I) A whole artificial system extending in the most varied directions (see note to 
p. 33 of Study 1) will have to be eliminated. In some countries there are hundreds of 
privileged corporations which only continue to exist to prolong favours granted as the 
result of political pressure, in most cases to the injury of consumers. We need only 
mention the organisations set up for the production and sale of commodities under a 
system of monopoly : fuels, ores, iron and steel products, engineering and chemical 
products; transport services ; banks. Will the courage required for demobilising in 
the post-war period all the super-structures of the war years — and not only of the war 
years — be forthcoming 1 Will there be energy enough to denationalise them I 

seen to be a transitory phenomenon on a market on which the workers 
show an understanding of the situation, or on which per capita yield in
creases, or on which the entrepreneurs enjoy facilties for expanding their 
business activities or on which all these conditions are found. Therefore 
a remedy for voluntary unemployment wiU not be long delayed. 
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by some entrepreneurs incite others to undertake new enterprises, thug 
creating a further demand for labour. Should these enterprises prove 
successful, the differential profits which were first secured by one or a 
few entrepreneurs are enjoyed by others and distributed over a larger 
number of persons participating in the productive activity considered, and 
among these are the workers. At the same time the old established 
businesses which may have to meet the competition of other and more 
capable concerns, are very often induced to increase their output so as not 
to lose the market. Thus they try, if possible, to reduce costs b y expand
ing production, or else by securing larger sales if the demand for the goods 
they produce is an elastic one, for even should competition reduce prices, 
larger sales may offset or more than offset the loss thus incurred. An 
increased demand for labour is thus assured. 

Leaving out of account the fact that as prices are lowered, either as a 
result of increased demand or reduced costs, consumers effect savings 
which are either used immediately in making larger purchases of the same 
or other goods, or else become available on better conditions — as for 
instance at a lower rate of interest — for facilitating the expansion of 
productive activities and creating an increased demand for services. So, 
by diverse paths which all increase the demand for labour, a competitive 
system, or a trend in that direction, increases employment and promotes 
the absorption of the unemployed. 

It is indeed conceivable that should undertakings working under a 
system of monopolies or combines, find, for instance, new markets for 
their products, they may consider plans for enlarging output and increas
ing the demand for services. Such a possibility is, however, subject to 
various conditions, whereas under a competitive system, the assiduous 
endeavour of a whole body of undertakings to lower costs so as to raise 
profits stimulates business expansion considered as a means for distribut
ing producer incomes and consumer incomes over a larger number of par
ticipants, and this affords the means for absorbing any unemployment 
which may exist. I t is, of course, understood that even under a competitive 
system the absorption of the unemployed will continue, as already not
ed, only until such time as the gradually faUing wage-rate will reach 
the level of the minimum indispensable for meeting the physical require
ments of the working classes at a given time and place. 

This aptitude to promote employment and absorb the unemployed 
which characterises a market tending in the direction of free competi-
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4. — A frequent example of an obstacle placed in the way of free com
petition and of the consequent shrinkage, actual or deferred, of the 
demand for labour. 

T o insist on noting that conditions of free competition are rarely 
found and that therefore the first condition for assuring fuller employ
ment of labour is unattainable, in no wise detracts from the truths above 
stated. I t is indeed true that existing conditions are those of " imper
fect competition " . But even so, the fuller employment of the fac
tors of production — and therefore of labour, — may be secured only 
by the pohcies of groups or of States directed towards securing less im
perfect conditions of competition, which means the suppression of the 
monopolistic tendencies which have developed to an excessive extent 
in the last decades, and especially during the war. On the other hand, 
should pohcies dictated by special interests aim at hindering competition, 
or at consoUdating the obstacles placed in its way, the opportunities for 
the employment of the working masses wUl decline, and the possibihties of 
absorbing the unemployed wiU become ever more remote. 

Examples of obstacles in the way of free competition and of the conse
quent actual or deferred shrinkage of the demand for labour wUl be given 
and discussed in the last paragraphs of this study. Here we wiU only give 

tion, is yet more marked when a variety of goods are produced. When 
this is the case, even if the undertakings engaged in one branch of produc
tion should reach the point when they have utilised to the utmost all 
available factors of production including labour and when any additional 
labour forces, by lowering per capita yield, would also lower the wage 
rate, the said factors, including labour, may turn to other forms of employ
ment and secure their utilisation to the best economic advantage. Thus, 
on a market which favours free competition the several factors of produc
tion wUl at last be distributed over the several branches of activity in 
such a way that their net marginal productivity wiU be equahsed, and 
with it the rate of remuneration which tends to that degree of produc
tivity as to a maximum. B y securing in each branch of activity the most 
efficient combination of the factors of production, inclusive of labour, it 
will also secure their most economically advantageous use. The produc
tion of a variety of goods under competitive conditions therefore affords 
a safety valve against unemployment. 
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an example of a case which frequently occurs. A group of workers engaged 
ia one of the branches of production above mentioned, organised as 
privileged corporations, or the State at their request, interferes to pre
vent the reduction of a wage-rate exceeding the minimum, a reduction 
made unavoidable by the fact that the business concerns considered 
absorb voluntary and involuntary unemployment. 

Two alternatives of fer : either the entrepreneur does not or cannot 
raise the price of the product and in that case the higher wage assured 
to the group of workers considered wfll be paid out of the differential 
profits which the entrepreneur had succeeded in securing. In that case 
the result wiU be that while under a system of free competition which 
encourages the reduction of costs and prices the differential profits secured 
b y the originally most competent entrepreneur would have been distribut
ed over the whole community — owners of the factors of production 
and consumers — the interference of the group of workers or of the 
State will lead to the assignment of the said profits to one favoured 
group. 

The other case is that in which the entrepreneur is able t o raise the 
sale price. Then the higher wage secured b y the said group wUl be paid 
b y the consumers. This already confers a different significance on the 
case as compared to the former one. But in both cases the favoured sit
uation of the group — be it secured at the cost of producers or consumers 
— prevents the returns secured by either from being used for increasing 
employment in general and for absorbing the unemployed in particular, 
as would have been the case under a competitive system. The wage of a 
given group of workers can be raised only at the cost of reducing future 
employment for other workers, unless, as already stated, the yield of aU 
workers employed be raised or, when this is possible, the wages of workers 
engaged in other activities be reduced ia a measure at least equivalent 
to the increase secured by the favoured group. Otherwise it will not 
be possible to use " producer incomes " and " consumer incomes " for 
securing wider opportunities for employment of labour as would auto
matically occur under a competitive system (1). 

(1) For other examples of obstacles to this regime and of the consequences to which 
they lead see par. 19. See also the article by CASSEL, G.: " The economic basis 
of social security " . Skandinaviska Bank Quarterly Review, April 1943 and the articles 
by EOPKE, W. on " Full Employment" m the Neue Zurcher Zeitimg of 10th, 11th and 
12th August, 1943. 
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All this, and for the reasons set forth in our second study, does not 
imply an a priori condemnation of aU forms of intervention in favour 
of certain groups, certain factors, certain activities. Nor does it imply 
that the Government should never protect special interests. Our purpose 
is to make clear that the results of such intervention are not always 
those hoped for. They should therefore be foreseen and as far as pos
sible their importance should be ascertained. 

5. — Second condition for the inci^ase of employment and the absorption 
of the unemployed ; Real total income must increase more rapidly 
than population. 

The second condition for increasing the demand for labour and secur
ing the absorption, if need be, of the unemployed, is the growth in time 
of the average quota of real income pertaining to each member of the 
community. This quota ultimately determines the " standard of liv
ing " of the several recipients and more especially of those of the working 
classes. Indeed, the growth of the real income of a community depends 
on the expansion which can safely be secured for its productive activities. 
But the variations in the average quota of that income pertaining to 
each member of the community depend also on the growth of the 
population. 

Facts teach us that the growth of a population, considered as a whole 
— i.e., as iacreased by births and decreased b y deaths — tends to in
crease the available volume of consumption goods but at a slower rate 
than that at which the population itself increases. In other words, an 
increase of population tends to lower per capita wealth, and this reduction 
tends, in its turn, to lower the birth-rate and increase the death-rate, thus 
substantially containing the increase of population within the limits in 
which productive activities develop. 

In function of these two developments, that of production and that 
of population, the average quota of real income pertaining to each member 
of the community increases when the premises exist which are iadispen-
sable for imparting a vigorous impulse to productive activities. Such are 
the presence ol available capital seeking investment in any reasonable under
taking, the abundant supply of all the factors required to meet the exi
gencies of the most economically valuable combinations of these factors, 
their high marginal yield due to the skiU of the workers, the natural or 
artificially procured fertihty of the soil, the proficiency of the machinery. 
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the profitable nature of the methods of production used, able business 
management. Thus, to use a hackneyed example, in the X l X t h century 
the community, on the strength of these premises, developed the various 
forms of productive activity at a rate exceeding that at which the popula
tion increased, which in its turn was able to grow without lowering the 
per capita quota of real income. The result of such conditions is that 
during a period of varying length the demand for labour and the opportu
nities for employment increase, and any unemployment there may be 
tends to be gradually absorbed. 

The average quota of real income pertaining to each member of a 
conamunity — and therefore the standard of hving, or at least that 
of certain classes — may be described as constant rather than increasing 
when production and population vary at the same rate. I t may be said 
to decrease, and with it the real income of a community, when it does in
deed grow with the growth of the population but in a lesser degree, or 
when it declines with the decrease of the population but in a greater 
degree. Obviously, a community in which, coeteris paribus, the average 
quota of real income pertaining to each member is constant or decreas
ing, will not be able to enlarge the opportunities for employment nor to 
reabsorb unemployed labour forces. 

6. — The expansion of both production and population de^iend in their 
turn on the attitude of individuals and governments. 

As Jannaccone has properly pointed out in a study going to the root 
of the matter ( 1 ) of which some essential points are here referred to , the 
expansion of productive activities and of population depend not only 
on objective natural and technological conditions, of some of which men
tion has just been made, but also on subjective conditions, especially on 
the attitude of the men and women who more or less consciously regulate 
both forms ot expansion. 

This regulation may be left to the parties concerned or to the State, 
or, as is more generally the case, to both. In this way the expansion, 
the stationary character, or the dechne of the real income of a community 

(1) JANNACCONE, P. : " Produzione e popolazione lavoratrice in regime di mercato 
libero e di mercato controUato " (Production and Working Population under a free 
market system and a controlled market system) in Rivista iialiana di sciense economiehe, 
January, 1939. 
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(1) To secure employment for other workers in addition to those already occupied, 
investors must renounce a further quota of consumption and accumulate savings to be 
assigned for remunerating new labour forces. Should a mere demand for products 
perhaps previously unavailable — such as velvets — make itself felt, the higher selling 
prices may displace workers engaged on the production of other commodities, for ins
tance, to the velvet factories ; but unless there be additional savings available for capital 
uses employment will not increase. 

— and more obviously of the quota of that income pertaining to each of 
its members — will depend ultimately on the conscious will of man, 
expressed partly as individuals and partly as the State. 

In regimes which admit of free private enterprise or which hinder it 
little by the intervention of the State or of the dominant political groups, 
the extent to which the production of consumption goods expands is 
determined by the individual distribution of income as between consump
tion and savings available for productive investment. 

Individuals may assign a conspicuous part of their incomes to consump
tion and a small part to saviags because the incomes themselves are so 
small that they barely suffice for satisfying their more urgent needs. 
When this is the case, the community can re-establish the requisite ratio 
between the expansion of production and the growth of population in 
one of two main ways, (a) by devoting all efforts to increasing the total 
real income — and consequently the several individual incomes — while 
at the same time seeking to improve the distribution of income, thus con
ferring on large bodies of workers the possibility of making larger savings, 
or (b) b y limiting the growth of the population. 

On the other hand, a conspicuous quota of individual incomes may 
be assigned to consumption and little to saviags because the recipients 
prefer to cultivate refined tastes and luxurious habits rather than practice 
self-denial. But in this case, the existence of high incomes and excessive 
consumption, if practiced b y many classes of consumers, will, in the course 
of time, be found incompatible. The classic economists, studying con
ditions iin what was impUcitly a closed market, had clearly shown that 
" the demand for products is not a demand for l abour " , and consequently 
the demand for luxuries does not always imply more opportunities for 
employment for the working classes (1). The demand for products 
tends rather to bring about the displacement of labour forces from some 
activities to others for which the demand is greater, unless indeed in
creased demand be accompanied by a simultaneous increase in the supply 
of all the means required for securing the most suitable combinations of 



TJNEMPLOYMBNT 91 

productive processes. Therefore, a distribution of income more favour
able to consumption than to investments will lead to a situation in 
which the rate of production of consumption goods will be less rapid than 
the rate of increase of the population. In the course of time, this wlU 
lead to a reduction of real income, even though the absolute figure for 
income should still for some time be rising. Unemployment wUl then 
threaten. The standard of Hving of many classes of the population will 
tend to fall, though in a degree varying with the varying fertility of 
those most keenly affected by economic conditions. In substance, on 
a community whose members enjoy a large degree of freedom in deter
mining the distribution of income, rests a heavier responsibfiity for h-
miting consumption in excess of the essential minimum so as to assure 
the accumulation of the capital required to enable the expansion of pro 
ductive activities to keep ahead of the growth of the population. 

On the other hand, the regulation of the expansion of production 
and of population may b e entirely entrusted to the State, as is the case 
under those regimes which centralise the ownership of the means of pro 
duction, production pohcies, and the assignment of income to producers. 
But centraUsed action makes no less arduous the task of dividing the tot 
al income between that received by individual citizens — who, should 
they so see fit, may, in their turn, save part of it — and that paid iato 
a fund available for investment in productive activities. Sometimes 
under these regimes the names given to economic groups which remain 
substantially identical are changed. But the problem of regulating 
the two forms of expansion, production and population, is stiU the 
same. Should the State not succeed in promoting the expansion of 
production on a scale which exceeds and precedes the expansion of the 
population, the average quota of real income pertaining to each member 
of the community wiU not suffice for increasing the opportunities for em
ployment and absorbing any unemplojonent which may exist. 

This condition can be observed in countries which, though they do 
not centrahse the ownership of the means of production and production 
pohcies, yet encourage b y assiduous government action and unremitting 
allurements, the reproduction of human Uves with a view to asserting 
ideals of national power. Undoubtedly national power cannot exist 
and never has existed in the absence of a large population. But it is no 
less certain that if it be desirable to avoid the phenomenon of densely 
populated but poverty-stricken countries the growth of the population 
requires a proportionately larger expansion of production. To hold out 
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7. — The sense in which the failure to secure the expansion of per 
capita income may be ascribed to under investment . 

When neither the individual citizens not the State do or can assign 
to productive activities all that is needed to assure their expansion at a 
more rapid rate than that of the population, the employment of labour 
and the absorption of possible unemployment will become difficult, even 
on a market on which conditions favour free competition. I t is custo
mary to say that this occurs, and that total real income declines, owing 
to " under investments " . This expression, this ellipsis, can never alone 
explain the complex phenomenon of unemployment. It can only account 
for it when accompanied by all the preceding arguments which show the 
need that the growth of population in general and that of the working 
classes in particular be accompanied by an adequate demand arising from 
the expansion of production, which in its turn is made possible by the pre
sence of a whole series of favourable conditions in a given country. 

In substance, the reasoning must therefore take into consideration 
all those conditions, affecting the supply and demand of labour which, as 
above stated, concur in determining its employment. To assert that unem
ployment is due to "under investment " , i.e., to the fact that the rate of 
the formation of capital available for productive enterprise is too slow, 
is only a partial explanation. The availability of capital ready to flow 
towards various productive activities is only one of the requisite conditions 
for securing the expansion of production, the growth of income, wider op 
portunities for employment, and the absorption of the unemployed. No 
objection can be raised to the use of the expression " under investment" 
in reference to this one condition, i.e., excess of consumption and defi-

(1) JANSACCONE, P. : Op. cit., p. 38 . See also " The Colonial Problem, an Eco
nomic Analysis " by the author of this report. King & Son, London, 1938. 

to such countries the prospect of territorial conquests, colonial expansion, 
or lucrative emigration as a means of offsetting such poverty, is to offer 
them too uncertain a means of redress. Should such projects, which may 
run counter to the national ambitions of other States, fail to succeed, they 
will only be a source of disillusions and losses which may weigh heavily 
on whole future generations (1 ) . 



UNEMPLOYMENT 93 

ciency of savings, provided all the other conditions which encourage the 
growth of income and the more extensive use of the factors of production 
be borne in mind. 

8. — The third condition for the development of employment and the 
absorption of the unemployed : Facilities for exchanges with other 
markets. The phenomenon of the migration of labour. 

A third essential condition for securing wider opportunities for the 
employment of labour is that the market which has labour at its disposal 
t o able to communicate with other markets and to exchange consumption 
goods, semi-manufactures, and the factors of production with them with
out encountering an undue number of obstacles. In our first study 
we made reference to the fact that recourse to foreign iaeome through 
exports raises in the exporting country the volume of incomes available 
for replacing those which cease with the cessation of hostilities. The 
growth of incomes facihtates the employment of the labour which remains 
in the country. The same may be said of recourse to foreign capital av
ailable for investment in any country caUing for it for encouraging the 
expansion of productive activities and increasing the opportunities for 
employment. The larger the imports of capital in countries with abund
ant suppUes of labour, the smaller will be the need for emigration. It 
would seem superfluous to insist on this point. 

The phenomenon of the exportation of the factors of production from 
the poorer countries is however a special one and worthy of thorough 
study. Such exports are generally confined to labour and the movement 
is known as emigration. 

Its origin is readily discerned. When in all the available jobs open 
t o the worker in his own country the value placed on his net marginal 
productivity by the entrepreneur class is inferior to the minimum wage 
essential for meeting his physical needs, and when at the same time the 
social aid extended to him is insufficient, or only temporary, labour tends 
to transfer itself to other markets on which opportunities for the same or 
for other employment allow of its productivity being valued at a higher 
rate than the aforesaid minimum. Emigration is thus grafted on to the 
problem of unemployment in a more or less efficient effort for combining 
labour with the other factors of production avaUable for assuring a higher 
yield and a higher wage in whatever country be most favourably situated 
for securing the most suitable combination of those factors, always on 
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(I) The bibliography on the phenomena of the migrations of labour is also a copious 
one, in consideration of the many aspects which may be enquired into and the complexity 
of the interests involved. For the purposes of this Report the following have been con
sulted : DtrvAL, J. : " Histoire de I'^migration europ^enne, asiatique, et africaine au 
XlXeme sifecle " , Paris, 1862 ; CHANDJIZB, G.: " De I'intervention des pouvoirs publics 
dans r^migration et I'immigration au XlX^me sitele " , Paris, 1898 ; COLETTI, F. : Delia 
emigraHone italiana (On Italian emigration) in Cinquant'anni di vita italiana, pubhshed 
by the Accademia dei Lincei, Milan, 1911 ; FEKENCZ, J. : " Die Arbeitslosigkeit und die 
internationalen Arbeiterwondluagen " , (Unemployment and international labour migra
tions). Jena, 1913 ; PBBTILE, G. : " La rivoluzione nelle leggi dell'emigrazione " . (The re
volution in emigration law). Turin, 1923 ; JEKOME. H . : " Migrations and Business Cy
cles New York, 1926 ; INTBBNATIONAL LABODB OFFICE : " Une 6tude historique des 
statistiques des migrations " m Eevue Internaticmale du Travail, September 1929 ; " Sta-
tistioa nazionale e internazionale delle migrazioni " . (National and internationnal stati
stics of migrations) ia Le Assicurazioni Sociali, May-June 1930 ; " Le migrazioni e le 
prevision! demografiche e sociali" (Demographic and so'̂ ial migrations and forecasts) 
in Le Assicurazioni Sociali, March-April, 1931 ; " II progresso della politica internazio
nale delle migrazioni" (The progress of international migration policies) in Economia, 
March, 1932 ; WILLCOX, W . F . : (National Bureau of Economic Researches): " Inter
national Migrations. I. Statistics, II. Interpretations". New York, 1929-30 ; VALET, H . : 
" Les restrictions k rimmigration " , Sirey, Paris, 1930; INTERNATIONAL LABODB OFFICE: 
" La Cooperation international technique et financiere en matiere de migrations coloni-
satric.es " Technical Conference of Experts. Geneva, 1933; BOWMAN JOSIAH: " Limits of 
Land Settlement " , Council of Foreign Relations^ New York, 1937. 

the condition that it has not been possible to attract foreign capital to the 
country nor to secure on the spot favourable combinations of the factors 
of production. 

The emigration of labour may be examined from many points of 
view ( 1 ) . The following wUl serve as examples : (a) as trends of emigra
tion from certaia countries and of immigration to others ; (6) from the 
point of v iew of the policies of the countries of origin, — desirous, for 
instance, of preserving the nationahty of the emigrants and of protecting 
them against all risks, including that of assimilation by the immigration 
countries; and of the policies of the immigration countries, inclined to 
limit the number of immigrants and to discriminate in their regard in 
accordance with varying standards ; (c) from the point of view of the so
cial — and on each adjective a whole volume might be written — eco
nomic, demographic, ethnical, poUtical consequences of emigration in the 
countries of origin, and of immigration in the countries of arr ival ; (d) from 
the point of view of the practical organisation of information services 
in the countries of origin on the number of persons desirous of emigrating, 
on their professional qualifications, working environment, favourable cha
racteristics, the faciUties afforded to emigrants, the cost of carrying 
them, the facilities afforded them for liquidating any property they may 
have in the home country, the most suitable forms of c red i t ; and, the 

http://satric.es
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practical organisation of information services in the countries of arrival 
on the conditions of admission, the advantages immigrants may secure, 
the conditions of the soil or of the factories in which the several classes 
of immigrants for whom there is a demand wiU have to work, the fiscal 
regime, the land settlement plans, the financing of the activities of the 
immigrants until such time as they may have realised substantial profits, 
the organisations for assisting them to find work and during the first 
period of employment, and the possibihties for granting them credit, 
the best means for the transfer of their remittances, their insurance against 
several kinds of risk ( 1 ) . 

Studies on workers' migrations might also enquire into the most 
suitable means for encouraging practical collaboration between all the 
countries in some degree concerned in migratory currents. A n accurate 
survey might be made of aU the possible outlets which scantily peopled 
countries or continents could offer to surplus population. A n endeavour 
might be made to throw Ught on the many aspects of this complex ac 
tivity, which is generaUy a sad and always a deUcate phenomenon. Many 
of these aspects have already been dealt with at length b y individual 
students, national and international research institutes, congresses, con
ferences, not to speak of the Governments of the several countries concern
ed which have taken more or less numerous and more or less efficient 
measures for the solution of the many concrete problems to which labour 
migrations give rise. Nevertheless, the origin in so far as it is related 
to the persistent unemployment of labour forces remains that above 
stated. 

9. — Considered over shorter periods of time unemployment is more 
acute during the depression phases of the economic cycle. 

W e have defined the factors which determine the employment of 
labour — demand and supply of workers at a given real wage — and 
ascertained the conditions which are most Ukely to promote it in the course 
of time — free competition, the increase of the average real income receiv
ed b y the individual members of a community, and trade relations with 
other markets — and we have shown how the absence of any of these 

II) See the recent study by COSTANZO, G.; " The pohcy of immigration and settle
ment in the South Amsrican countries " , published in the MontMy BtOletin of Agri-
cvlturid Eoonomics ai^d Sociology of the International Institute of Agriculture, Borne, 
May-June, 1944. 
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(1) "Full Employment, The A i m " : The Economist, October 3, 1942. See also 
October 10, October 17, 1942, January 2, 1943. In substance, these articles set forth 
the theory of KETNES, J. M. as developed in many brilhant writings and more especiaUy 
in his " T h e General Theory of Employment, Interest and Money", Macmillan, 
London, 1936. 

conditions hiaders the employment of labour. If we now try to get closer 
t o thereaUties of economic life, characterised during periods of varying 
length by alternating periods of prosperity and depression, we shall have 
no difficulty in perceiving that all the factors above mentioned are inher
ent in the situation. 

The degree in which unemployment increases during periods of de
pression is found to vary. In a progressive community, accumulated 
savings, reserves of capital goods and raw materials, the tendency of real 
income to increase over longer periods, may provide compensating fac
tors to offset the phase of economic regression. In a stationary or de
clining community, unemployment may increase progressively, showing 
the same tendency as income to decrease over longer periods. The im
portant thing is to ascertain the causes of this increase of unemployment, 
as only a correct diagnosis enables recourse to the most suitable remedies. 

10. — A widely accepted explanation of economic fluctuations. 

A whole host of theories have been elaborated to explain economic 
fluctuations and, impUcitly, to explain unemployment which makes it
self particularly felt in the descending phases of the business cycle. At 
present the most widely accepted theory is perhaps that which ascribes 
these crises and depressions to " under investment" . " When that 
[depressions] happens, it is because, in the jargon that is now famiUar, 
savings are in excess of investment. The community is trying to save 
in money without saving in real terms; it is trying to enrich itseU by 
amassing claims on itself rather than by accumulating physical property 
of lasting value " ( 1 ) . 

I t is, however, necessary to specify that the expression " under invest
ment " has for the purposes of this theory a very different meaning from 
that assigned it by the classical school of economists, owing to the impUcit 
consideration of events over longer periods of time. For the classical 
school, " under investment " and unemployment were due as we have 
seen to an excess of consumption as compared to savings, which were sup-
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posed to be always willing to flow at once towards productive activities. 
In the opinion of the more recent theorists of the economic cycle, " under 
investment" and the unemployment to which it gives rise are due not to 
an excess of consumption as compared to savings, but to hoarding — 
ah excessive preference for bquidity on the part of the quota of income 
saved, which quota, instead of being less than proportionate to normal 
consumption may be proportionate or more than proportionate to it, 
especially when personal income is growing and consumption by the 
owners of income fails to keep pace with it. I t is a question of savings 
which are unwilling to flow towards productive investments. Hence a 
disparity between the volume of savings and the volume of investments. 

The classical school beUeved that in the long run all savings were in
vested in productive activities. The opinion of the recent theorists of 
the economic cycle is that as the inclination to consume does not increase 
proportionately to the increase of income but in a lesser degree, and as 
the inclination to invest accumulated capital in goods or productive acti
vities does not develop, the community ends by spending less than the 
amount required for purchasing all the consumption goods which have 
been produced. In this case, reduced consumption does not imply larger 
investments and more employment, as might have been presumed on the 
assumption that savings are always seeking investment in productive 
activities. In this way a gap is opened between incomes derived from 
productive activities and the future demand for consumption goods. As 
a result of this gap, not all the savings of the several incomes are convert
ed into productive activities. This gap gives rise at more or less regularly 
recurring periods, to depressions characterised by unemployment. 

11. — An attenpt at a more thorough explanation of the economic 
cycle. 

These ideas have given rise to many comments in international hte-
rature. S o m e have endeavoured to show that hoarding, which is the 
backbone of the whole theory, is a phenomenon of no very great importance 
except in periods of great unrest. In this connection, the war years 
have multiplied in all countries the instances and forms of hoarding. But, 
as a rule, people hoard for varying periods which differ with the character 
of the persons concerned and of their environment, but which are presum
ably of no greater length than that of the productive cycle for a large 

(T) 
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(1) I may be excused for referring to an article of mine " Escape from stagnation: 
an essay on business fluctuations " . King & Son, London, 1933. 

number of goods. Therefore, the balance between savings and invest
ments tends to be reestablished even over shorter periods of time, though 
perhaps subject to a deduction which, if it remain fairly constant, in t ime 
will permit us to note the steadiness of productive investment, and wiU 
enable us to ascertain also the constancy of productive investment. 

But whatever may be the importance of hoarding for individuals, to 
point out a disequilibrium between excessive savings — due to insufficient 
consumption if incomes are rising and any how to a preference for liquid 
savings — and the scantiness of investments, is to ascertain a fact rather 
than to give a real and proper explanation of the causes which produce it. 
To establish the fact that a part of the total income received by the sev
eral recipients and saved by them in various ways, does not re-enter cir
culation because it does not flow towards productive investment, does 
not explain why savings are thus retained. To point out the disequili
brium between savings and investments is only to call attention to a 
fact. What is important is to ascertain why people who were accustomed 
to invest their savings now prefer to keep them in a liquid form. 

A careful examination would seem to show that the reason for this 
preference should be attributed to the prospect of smaller profits conse
quent on a high estimate of the risk incurred in producing the quantities 
which had been customary until a certain date. This estimate of the risk 
leads to the high cost of each investment, a cost insufficiently offset by 
the prospective profit — i.e., either the rate of interest, if the investor be 
the owner of the savings, or the business profit if the owner of the savings 
be the entrepreneur. As soon as the entrepreneur perceives, when the 
price rise has attained a certain level, that costs are rising more rapidly 
than prices owing to the inevitable " burdens " connected with an often 
stormy period of business expansion, and that therefore profits are likely 
to fall ( 1 ) , and as soon, as this perception spreads among most of the 
undertakings existing on the market the output of capital goods slows 
down, the distribution of incomes to all partaking in production declines, 
consuming capacity shrinks, there is less demand for labour and more 
unemployment.) 
' 'I The perception b y the majority of entrepreneurs of a divergency 
between the rate of the upward trend of costs and that of prices, leading 
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to lowar profits und fewer orders for capital goods determines '* the 
culmination of the ascending phase" the " p o i n t , or the beginning of the 
crisis " which logically precedes the " ascertaiament" or report on the 
disequiUbrium between savings and investments. Indeed it would seem 
to afford the most likely explanation of that disequilibrium. 

12. — To secure fuller and steady employment of labour "favourable 
events" are required which will promote the increase of the real 
income of the entrepreneur. 

Time spent in obtaining a more thorough knowledge, even if it be 
only a summary one, of the causes of unemployment over longer and 
shorter periods, may be considered as well spent, for as already stated, 
it is useless to think of finding suitable remedies for the evil in the absence 
of as correct a diagnosis as possible of the complex social phenomena 
involved. 

Those who beheve that depressions are due to "under investment" 
suggest low interest rates, (cheap money) , tax facfiities, easy credit as 
means for stimulating productive activities. These encouragements would 
indeed seem preferable to mere grants in aid and to the bestowal of purchas
ing power on consumers in the form of doles or a call to the colours. But 
to make sure that notwithstanding the preference given to liquid savings, 
the cost of either of these pohcies will be met out of savings which i t is 
presumed are beiag hoarded, it would be necessary to have recourse to 
forced loans obtained from well identified groups of borders. On the 
other hand those who ascribe depressions to the fact that the majority 
of the entrepreneurs on a given market have become aware that costs 
are rising more rapidly than prices, that consequently they foresee smaller 
profits and therefore reduce their orders for capital goods, thus retarding 
all stages in the process of production, recognise indeed the value of the 
remedies proposed ; but to emerge from the more or less stagnant situa
tion which accompanies a moderate recovery in the output of the more 
essential goods based on the use of existing income and savings, and to 
advance towards a rise in the quota of growing income which alone would 
allow of a more extensive and more continuous use of labour forces, they 
beheve it is essential first to increase the income of the entrepreneur. 

In many countries the incomes which have survived the depression and 
the savings available at the end of the hostilities wiQ only be able to absorb 
a limited number of the unemployed. If unemployment is gradually 
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to disappear without returning in a yet severer form, the quota of real 
income received by the entrepreneur, representing the difference between 
the cost and the price of the goods or services he has produced, must have 
the possibility of increasing to a considerable extent in many Unes of 
production simultaneously. The real income of a community, as point
ed out in our first study, is the sum of the real incomes which arise and 
are distributed among the several persons participating in the production 
of consumption goods. But of aU real incomes the most important is 
that of the entrepreneur, i.e., the quota of consumption goods, expressed 
may be in terms of money, which comes to him after he has paid the price 
for the use of aU the other factors of production. Nowadays, almost 
aU productive activities are carried on by the undertaking, whether owned 
by a private person, group, or State. It may therefore be said that as 
long as the real income of the entrepreneur increases, the real income of 
aU coUaborating with him increases also. Should it be impossible for his 
real income to increase, those of the other factors of production wUl not 
increase. 

Now, a lasting increase in the real Laeome of the entrepreneur cannot 
be obtained as the result of the automatic mechanism functioning at the 
end of a period of depression. Such lasting increases can only occur as 
the result of "favourable events" affecting several important branches of 
production at one and the same time, and bringing with them a larger 
volume of consumption goods, higher real income for the entrepreneurs, 
higher real incomes for aU participating in the favoured activities. 

Such events may be related to an effective development of human 
activity which encourages larger outputs and there is nothing mysterious 
about them for they have always occurred from time to time in the hi
story of human civUisation. 

In our opinion these "favourable events" are essential for assuring, 
after a period of depression, the start of a serious recovery and a marked 
increase in the opportunities for absorbing any unemployed labour. 

13. — Summary of the preceding paragraphs. 

To sum up, unemployment is the result of causes reacting on the 
supply and demand of labour; excess over a long period of consumption 
as compared to savings, due either to low incomes or to expensive 
habits of free compet ion ; the tendency of the average share of income 
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pertaining to each member of the community to remain constant or 
to decline with the growth of the populat ion ; insufficient exchanges 
with other countries ; and, over shorter periods, the preference, shown, 
for instance, for hquid savings and the consequent tendency to hoard. 
Deeper enquiry will show that the absence of incentives to invest savings 
and to encourage a demand for labour may be attributed to the fact that 
most entrepreneurs have, at a given stage in the upward trend of prices, 
become aware that costs are increasing more rapidly than prices, and that 
consequently the prospects for profits are rapidly deteriorating. 

The convergence of the causes affecting unemployment, working over 
longer or shorter periods of time, suggests diverse remedies. Obvious 
remedies are those which favour a free competitive market by ehminat-
ing harmful forms of privilege and which encourage easy and plentiful 
trade exchanges as a means for securing employment. Should consumption 
be found excessive as compared to savings — and should the excess be 
due to luxurious habits — an obvious remedy can be found in the regu
lation of consumption which, in the case of the wealthy classes may even 
lead to certain prohibitions. Should the excess of consumption as compared 
to savings be due to the low level of the incomes received, obvious remedies 
are to be found in measures for checking the growth of the population and 
in the grant of certain facihties to productive activities with a view to 
securing an increase of real income on a larger and more rapid scale than 
the increase of population. 

As regards the preference for hquid savings, lower rates of interest, 
tax-facilities to investors, the foundation of institutions willing to grant 
credits on advantageous terms, pohtical pohcies which inspire confidence 
in the future, are all means which may contribute to remove it. Never -
theless, only an event which favours at one and the same time several 
branches of production — due either to chance or consciously brought 
about — win be able to hft business out of the depression and secure a 
considerable increase of the opportunities available for the employment 
of labour. 



PART II 

S O M E R E M E D I E S 

14. — After the war fuller and more permanent employment will only 
be secured by increasing incomes and savings. 

The several remedies for unemployment above mentioned should 
form part of the pohcies devised for overcoming the difficulties of the im
mediate post-war period ; although some of them, such as free competition 
and rising incomes, must be considered as likely to be secured only after 
some time has elapsed. 

In our first study we compared some of the characteristics of the post
war period — though in this case the phenomena present themselves 
on a much larger scale — to those of a period of economic depression 
which we described as characterised by the presence o f : (a) incomes re
sulting from independent private activities which have continued active 
even during the war — though in many cases on a reduced scale — to 
supply the indispensable needs of the people ; (&) incomes which the State 
distributes through the production of public services, or by drawing on 
the above mentioned incomes, or by drawing on savings, or by spending 
capital, or by the creation of monetary instruments. W e added that 
the means required for securing economic recovery and for carrying on 
essential gouvernment activities in the post-war period, could be obtain
ed mainly from such permanent sources as incomes and savings, and from 
the former rather than from the latter. 

Should these views be correct the maximum limits within which per
manent employment can be found for aU those factors of production — 
and first of all for labour — which may be unemployed in the post-war 
period — wiU be determined in the first place, at existing wage and 
interest rates by the size and permanency of the entrepreneur's income, 
and after that by the size and permanency of the incomes of all persons 
participating in his productive activity, which enable them to acquire 
consumption goods and to assure their future production. In the second 
place — by existing saviags, used either for the direct purchase of consump
tion goods, whose production thus tends to iacrease, so long at least 
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as the said savings are available for spending; or for the production 
of goods and services and for producing new incomes with which the re
cipients will afterwards purchase consumption fgoods thus assuring the 
continuity of the several forms of production and the employment of 
labour. Thus to secure in the post-war period the fuUest and most perman
ent employment of labour possible, every conscious effort should be di
rected towards raising the amount of real incomes and of savings desi
rous of investment in productive activities. 

15. — The form in which the event favourable to production may pre
sent itself. 

We have already made mention under this head of improvements in 
the processes of manufacture arising from the pressure of war needs but 
which can be used in peace time for the more advantageous production 
of consumption goods or even of pubhc services ; improvements in the 
means of transport which by assuring greater rapidity bring markets 
into closer contact and reduce production costs for a variety of goods ; 
greater facilities for trade between the countries wilhng to repeal or lower 
the innumerable barriers set up in recent years, while taking into due 
account the losses which such action wiU inflict on the hitherto protected 
industries in the countries thus throwing open their doors to closer trade 
contacts ; the grant of long-term credit on favourable conditions. AU these 
are conditions which, when coordinated by the conscious action of skillful 
entrepreneurs and backed by enlightened government action, might weU 
open up in many branches of business the prospect of those wider margins 
between costs and prices which would induce entrepreneurs to enlarge 
their business and increase the employment of labour. 

The provision in a given country of the preliminary conditions, re
ferred to in par. 5, which are essential to the progressive growth of produc
tion wiU depend substantiaUy on the foresight of business men and on the 
prudent pohcies of Governments. These essential premises are available 
savings at low interest rates, high yields of aU the factors of production, 
their abundant supply which wUl facUitate the adoption of the combina
tions most economicaUy desirable, and also the conditions most favoura
ble to fuUer employment such as a definite tendency in favour of a free 
competitive market, the firm intention to remove the obstacles in its way, 
trade relations with the largest possible number of countries so as to se-
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ciire more opportunities for selection in the purchase and sale of goods 
and services, the growth of income at a more rapid rate than the growth 
of population, and lastly, over shorter periods of time, recourse to the 
most efficient means for stimulating the flow of savings towards produc
tive investments, such as low interest rates, tax exemptions, fiscal fa
cilities, organisations for credit. 

It would therefore seem possible in the post-war period to arrive at 
a wise coordination for this purpose of the several factors which we 
have shown to be essential to fuUer employment of labour rather than 
to wait the uncertain advent of " favourable events " to give rise to 
a recovery promoted by the need of satisfying unsatisfied require
ments, a recovery which should be followed by a definite increase of 
the real income earned by the majority of the entrepreneurs on a given 
market. 

This coordination, which might simultaneously widen the spread 
between cost and prices in many branches of production would produce 
real incomes for the entrepreneurs, allow of a larger demand for labour 
on their part and of fuller employment for the working masses and would 
therefore itself constitute the " e v e n t " favourable to independent private 
activities. 

Now a foremost part of this coordination of factors and conditions 
favourable to the growth of production is the incentive to exports with 
a view to adding new purchasing power to national incomes promot
ing either an increased demand for the goods and services already produc
ed on the market or the demand for new goods whose production can be 
undertaken with the further employment of labour. These policies doubt
less call for careful handling, but they should be fostered by all available 
means. Their development calls for careful and detafled enquiries into 
all the possible forms of competition which wiU have to be met on the in
ternational markets which it would be desirable to secure for national 
products. The task is a long one calling for much patience, but it alone 
can increase, within a relatively short period, the avaflable supply of real 
incomes on a given market. 

At the same time, as we have repeatedly said, national savings — 
which do not always amount to a considerable quota of the total income — 
may be advantageously supplemented by those of other countries which 
find it to their interest to invest in productive activities on the market 
in question. The influx in various forms of savings from abroad enlarges 
the production of consumption goods on the debtor market, allowing a 
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future reduction of costs by which consumers will benefit to a degree which 
will progressively increase with the approach to a system of free competi
tion. The production of goods for export, consisting frequently of a wide 
variety of agricultural and industrial products, wiU expand ; and if the 
contribution from abroad be made in the shape of capital goods — fer
tilisers, raw materials, implements, machinery, which can easily be con
verted from war uses to productive uses — the danger of specific infla
tion will be avoided. At the same time an increased demand for labour 
at given wage rates wfll be created on the debtor market and the absorp
tion of the unemployed will be promoted. 

16. — Logical sequence of the measures for absorbing the unemployed. 
Production of capital goads and execution of Public Works. 

The coordination to which reference has been made, suitably carried 
out by the pohcies followed by private enterprise and favoured by clearly 
defined notions held by the responsible authorities, while providing, 
at least in the intention of those who prepared it, the " e v e n t " simulta
neously favourable to many branches of productive activity, will also 
suggest the logical sequence of the several tasks to be performed in the 
first post-war years with a view to securing the fuller employment of la
bour. 

The following would seem to be the right sequence. The selection 
of the branches of production which it is thought desirable to revive will 
be made by private entrepreneurs acting either on their own ioitiative 
or at the request of the State, with due regard to the needs of the home 
and international markets and to general requirements. The activities 
which will be most easily revived will be those in a position to support 
themselves on the proceeds of their sales, while taking into account the 
various forms of assistance required in the early stages of adjustment. 

When the selection of the most economical consumption goods to 
be forthwith produced has been made, it will be found necessary to pro
duce on the spot, repair, or even import capital goods for the production 
of commodities intended for home consumption or for export. What 
capital goods should be produced at home so as to give immediate employ
ment to the unemployed masses and what should be imported from abroad 
win be the next problem the entrepreneur wiU have to solve, and here again 
he will be guided by the consideration of lower costs which alone can as-
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17. — I steady employment be the aim, it would seem desirable to 
raw a distinction between public works of a truly instrumental 

character required for the production of consumption goods and 
others not, or hardly, of that description. 

If we wish to ascertain the volume and duration of the employment 
pubUc works may afford the labouring masses, it is important to draw 
a distinction between them based on their instrumental character in rela
tion to the independent production of consumption goods. Let it be 
granted that, whether typicaUy or remotely instrumental in the produc
tion of consumption goods, economic considerations must guide the deci
sion whether the capital goods required should be produced on the spot 
or imported from abroad and whether in accordance with the decision 
taken, the outlay estimated wfll be available in fuU for giving work to the 
unemployed or only for that part remaining in the country. On the basis 

sure stability, or at least long duration, to his activities and to the distri
bution of the incomes to which they will give rise. 

But if after the war the production of consumption and perhaps of 
capital goods is to be made possible or much more eflacient, the need 
will be felt for carrying out certain public works which, ia their relation 
to the aforesaid productive activities may be described as iastrumentaL 
Such, for instance, ia the first place would be those for recons^-ructing 
and improving the efficiency of the means of communication and trans
port more or less severely injured by the war. This would include the 
repair and building of roads, railroads, and tram-fines; such, for iostance, 
are works lor reconstructing houses, hospitals, essential public buildings, 
and those for increasing the efficiency of the southern territory, land-
improvements and roads of access to them, and when freight rates or the 
need of obtaining supplies from abroad make this advisable, the improve
ment or building of ports and docks for the merchant marine. The 
instrumental character of such works in their relation to consumption 
goods will decline progressively when their purpose is protection against 
floods, irrigation and water derivation works , the construction of moun
tain reservoirs. But in aU cases an exact knowledge must be had of the 
more or less immediately instrumental character of the pubUc works 
contemplated in their relation to the production of consumption goods, 
and of their consequences for the absorption of any unemployed labour. 
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of the decision taken, the estimated cost of each pubhc work wUl afford 
employment either to aU or to some of the unemployed. But here we 
should remember that any outlay on pubhc works competes, as regards 
the financial resources to which recourse must be had, with the outlay 
required for the production of the capital goods instrumental tor the pro
duction of consumption goods. 

This being the case, pubhc works ( 1 ) can only create values offsett
ing the cost they entail when they are definitely of an instrumental charac
ter as regards the production of said consumption goods. Only then are 
they economically justifiable and only then can they, for the purposes 
we are discussing, assure steady employment for a part at least of the 
employable workers. If when carried out they undoubtedly increase the 
ouput of consumption goods, the growth of real income at the disposal of 
the community wUl, in its turn, afford employment to some at least of 
the labour engaged on them at an earher stage which will be thrown 
out of work when they are completed. But if such works are not instru
mental for the production of consumption goods, they may indeed assist 
in facing contingent needs of a social and pohtical nature but, in spite 
of the briUiant theories of the "mult ipUer" (2) they wfil only afford 
temporary employment to the labour engaged on them. 

The fact is that aU pubhc works carried out for the purpose of absorb
ing large masses of unemployed are characterised by two forms of utUity. 
One is transitory, due to the redistribution of incomes in the interest of 
certain easily identifiable groups to the injury of many others not so easily 
identified. (In this consists the difference between the reactions of a 
system of taxation worked out in conformity with the economic structure 
of a country and the reactions of State interventions for non-economic 
purposes such as that now mentioned). The other is permanent and is 
shown by a comparison of the present cost of the pubhc work with the 
present appraisement of its value which — as in the case of all future goods 
— is ascertained by capitahsing the estimated returns at the current rate 
of interest. It may be admitted that, in practice, and more especially 
if the work is of social or pohtical importance the comparison between 

(1) What is here said of public -works can be repeated for all State activities. See 
also the last study of this volume. 

(2) For bibliographical inoications the reader is referred to the essay by the present 
writer: "Aspetti economici di una politica di opere pubbliche " in the volume Equili
brio fra aitivitd econovniea e find'iiziurick. G-inffre, Milaii, 1943, p. 167. 
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(1) Administrative and financial rules may be suggested by the -wide experience 
acquired, at least in Italy, with legislation on earthquakes, taking of course into due account 
the different proportions of the post-war problems. 

(2) The observations contained in par. 4 make it unneoassary to enlarge on the 
consequences of a policy of artificial wage-rates, i. e., wages which are not in keeping 
with the yield of the worker in the productive combination of which he is part. After 
all, high wage.-i raise the costs of proiuotioa, thus causing considerable loss to the export 
trade which is placed at a disadvantaga in its compstition with foreign products, and 
they adversely affect the execution of public works, even of those which are typically 
iuitrumsntal in their ralation to the production of consumption goods. The scale on 
which such works are carried out is reduced by the higher costs entailed by higher wages 
See also The Economist, article on " Piaanoial Strategy " , March 1943, p. 440. 

costs and resultant value need not always be favourable. Nevertheless, 
the execution of public works solely in view of their temporary utility 
inevitably destroys goods in the country carrying them out, decreases its 
total income, and affords only temporary employement to the labour 
engaged on them at the start. 

It may well be that in meeting the very difficult post-war situation, 
no country will be able to avoid the need of carrying out pubUc works 
of this latter description, beginning with the recostruction of public 
buildings and monuments thus finding employment for large bodies of 
workers. We purpose studying in another report the problem of financing 
such works of reconstruction ( 1 ) ; here it would seem advisable to repeat 
that the employment of labour on such undertakings can only be tempo
rary should the works themselves be only remotely instrumental for the 
production of consumption goods for which there is a demand on the 
home and foreign markets. 

18. — Unemployment insurance neither promotes nor favours the em
ployment of labour forces. 

Notwithstanding all the efforts made with a view to supplementing 
national incomes and savings with the incomes and savings of other coun
tries, so as to encourage the more extensive and independent production 
of consumption g o o d s ; notwithstanding all the efforts made with a view 
to preparing an environment favourable to such an expansion of produc
tion by carrying out public works of a typicaUy instrumental character 
which wUl therefore yield a revenue in the course of t ime; the unemploy
ment of labour may stiU persist especiaUy when it is not possible to lower 
existing wage-rates (2). The pressing nature of the problem then sug
gests recourse to more or less hazardous measures, most of which disre-
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£ ard economic principles and are guided exclusively by social and political 
considerations. This makes it all the more urgent to examine their inevi
table consequences. 

As some of these measures hinder free competition they may there
fore also be considered as hindering an increase of employment. But 
some further details may serve to show more clearly this ultimate conse
quence, which is not always perceived by even the best intentioned 
persons. 

Some Avriters give us to understand, though they do not say so exph-
citly, that they consider involuntary unemployment can be adequately 
controlled b y a wide system of social insurances. In substance, such in
surances tend to ear-mark funds obtained by contributions made either 
by the groups concerned — workers and employers, or by the State, i.e. 
by the whole body of citizens. As the funds thus obtained are themselves 
dependent on the cychcal movement of economic life,they tend to increase 
when the incomes of the contributors increase because the same percent
age levied on a growing income secures larger yields and because in pros
perous times when the factors of production are fully employed, there is 
less need of having recourse to the fund itself ; and they tend to dimin
ish when the incomes of the contributors are falling. 

When special funds are provided for this purpose, insurances against 
involuntary unemployment amount to a real form of taxation. The sour
ces from which they are drawn are always the same, i.e., the incomes 
and savings of the several parties concerned. The advisabihty of keep
ing insurance contributions separate from taxes arises only from a sponta
neous division of the reUef work the Government undertakes. There 
can be no doubt that when the incomes of contributors are falling ofi, 
the burden of the contributions, hke that of aU other taxation, causes or 
accentuates the " passive " situation of the entrepreneur and of all par
ticipating in his productive activities. Then, in many cases, the State 
covers this deficit of the entrepreneur class by levying taxes on other groups 
of citizens and assigning the proceeds to specified undertakings. The 
deficits of the unemployed or of other persons adversely affected by the 
conditions to remedy which the insurance system was set up, are met 
out of the special insurance fund. This fund may be said to anticipate, 
in so far as the persons required to contribute to it are concerned, taxes 
levied by the State in behalf of the unemployed, the advantage of insur
ance being that savings are thus made promptly available which would 
otherwise have to be procured under less favourable conditions. 
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By establishing these notions, two points are made clear. First, 
that the grant of assistance to the unemployed can never provide a solu
tion, even if only partial, of the problem of securing steady employment 
for labour. Insurance can only give temporary aid. Secondly, that 
both the contribution levied for such insurances on individual contribut
ors and the burden placed on the State by social insurances in general — 
a burden which the State re-distributes by direct and indirect taxation 
over the whole body of citizens — curtail incomes and savings. A n d as 
the yield of social insurances is hardly ever used in its entirety for secur
ing a larger output of consumption goods, the real income of the com
munity, (as has been noted in par. 4) will sooner or later decline. The 
reduction of income will reduce the possibiUty of providing steady employ
ment for those workers whom it was desired to insure against the risk 
of unemployment. Thus the remedy, based on social policies which 
call for widely inclusive social insurances to satisfy the masses, if it can 
be justified when used as a temporary measure, proves inadequate for 
solving the problem of unemployment and harmful if a sharp eye t o its 
consequences does not keep it within proper bounds. 

19. — The same argument holds good for doles to the unemployied. 

Should doles amount to sums comparable to the minimum wage ruling 
at a given time on a given market — and in some cases they even exceed 
it — the voluntarily unemployed have an additional reason for refusing 
the jobs ofEered them and for transforming unemployment from a tempo
rary into a permanent condition. Again, should the difference between 
the wage with which they would be satisfied and the dole they receive for 
doing nothing shrink, the involuntarily unemployed will cease to seek for 
jobs and wiU grow accustomed to relying on the charitable dispositions 
of the community. 

On the other hand, the sums expended on doles, levied on the incomes, 
of the taxpayers, do not promote production of consumption goods, neither 
do they raise the total real income of the country. At best they reduce 
the consumption of those on whom they are levied while enabUng the 
unemployed to become consumers. But the unemployed rarely consume 
as much as did the original owners of the taxed incomes prior to the tax
ation. Indeed, it seems likely that the two outlays on consumption can 
never balance, as the whole of the dole is not spent on consumption goods, 



UNEMPLOYMENT 111 

and even if it were, the' several outlays are not entirely devoted to the 
purchase of those profitable commodities which give rise t o independent 
revenues instead of needing to be themselves subsidised. 

Under these conditions, the minus difference between the amount and 
value of consumption arising from the expenditure of the doles to the un
employed as compared to the consumption which took place, or might 
have taken place, before the taxes used for paying the doles were levied, 
shows that the real income of the country has been reduced. At best it 
has not been raised as would have been the case if the original incomes had 
been directed towards productive activities able to support themselves 
on the receipts from the sale of the commodities they produce. Thus 
charitable rehef — fully justi&ed from the humanitarian and social stand
point — hinders the increase of real wealth and therefore hinders, in the 
last resort, the employment of labour. 

These consequences are not modified b y the fact that the fund from 
which the doles are paid is drawn not from incomes but from savings 
which would otherwise have been invested in more profitable activities 
either at home or abroad and even in periods of depression and low prices 
ruling for goods and services. Should the fund b e levied b y the taxation 
of incomes or by loans drawn on savings which would have been hoarded 
and not invested, the advisability of assigning them for doles will still 
depend on the volume of consumption goods to which the expenditure 
of the doles will give rise and on the absorption of unemployment which 
their production will lead to. 

But in any case the production of consumption goods brought about 
or increased b y the savings — whether willing or unwilling to seek invest
ment in productive activities — wiU cease as soon as the fund formed for 
this purpose is exhausted and the doles cease. Unless in the meantime 
and for other reasons (improvements, discoveries, etc.) , the activities 
set going by the expenditure of the doles should be able to support them
selves on returns from sales and thus be able to hold their own on the 
market. Therefore, the efficiency of the pohcy of drawing on savings to 
distribute them in doles is always transitory. I t does not and cannot 
solve the problem of finding work for unemployed labour (1). 

(1) The state assigns for doles a thousand million monetary units, which we pre
sume are levied on iacomes which is the suppositioft most favourable for the continua
tion of said assignment. Applied to the production of real income — consumption goods 
or instrumental goods used for the subsequent production of consumption goods — this 
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thousand million would have given permanent employment to a certain number of 
workers, for instance, ten thousand, Distributed in doles, the thousand million do 
iadeed relieve for a certain time a still greater number of unemployed. When, however — 
say at the end of a year — the fund is exhausted the real income available in the country 
is found to have been lowered, or at best it will not have increased as much as would 
have been possible had the thousand million been used for profitable forms of production. 
Unless iu the meantime income has been increased by other causes to that amount 
which would have been the case had the thousand million been at once applied to 
the aforesaid activities. Therefore the assignment of doles aggravates rather than 
settles the problem of finding work for the unemployed. 

(1) " Protective duties, even if efficacious, favour some industries and attract 
available labour and capital to them. But the duties do not create capital, there fore 
they cannot create a new demand for labour on the market considered as a whole. They 

When the sad phenomenon of unemployment exists, the community 
may, or rather should, come to its relief. But if something better than 
a mere panacea is to be sought, the direction to be followed wiU be that of 
encouraging the output of commodities for which there is a real demand at 
home or abroad and which are therefore profitable. Doles, whether paid 
out of funds levied on the incomes of the taxpayers or drawn from savings 
can only provide a temporary remedy. To persist in them only hinders 
the growth of real income and the future employment of labour. 

20. — The protection of productive activitives cannot permanently fa
vour the employment of labour. 

Some writers consider that the protection of activities which other
wise could not take root in a given country affords a means for providing 
work for the unemployed. 

It is easy to see that by granting protection or other forms of assist
ance as a means of introducing or reviving a productive activity which 
in the absence of favourable conditions for its development could never 
live in a given country on receipts from sales. State intervention does 
not create ex novo new productive factors in addition to those in existence 
which can be combined with any unemployed labour. Such intervention 
merely displaces productive factors from uses to which they had directed 
themselves as being more profitable under existing competitive conditions 
on the home or foreign market, to uses which only protection can make 
profitable. Thus the employment of labour in protected occupations 
may be secured, sometimes on a large scale, but at the cost of employ
ment which might have been given in other occupations or in other coun
tries with more copious results for aU, therefore including the classes 
whom the advocates of protection wish to favour (1). 
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To this argument the objection is raised that until the outbreak of 
the second world war, agricultural and industrial activities were only made 
possible by protection which, over long periods of time, enabled work 
to be provided for large bodies of labour. They do not deny that at bot
tom, protection hinders the growth of total income, and in the course of 
time, the fuller employment of labour. But, they say, were protection 
to be repealed where would the workers hitherto engaged in these shelt
ered occupations find work ? To deprive agriculture and industry of pro
tection would mean that in the first post-war period unemployment, al
ready a serious menace, would increase to an often threatening extent. In 
reply to those who suggest as a remedy opportunities for emigration — 
safeguarded in every way so as to reduce on the one hand the risks incurr
ed by the emigrants on the other the drawbacks to the country of origin — 
the aforesaid writers point out the net loss which that country would suff
er by the departure of workers, especially of skilled men on whom large 
amounts of capital have been invested to bring them up to a certain level 
of productive yield. 

That emigration inflicts a loss on the country of origin, thus deprived 
of forces trained often at considerable expense and effort, cannot be denied. 
But, in the course of time, this loss may be made good by remittances, 
the value of which will increase in a measure corresponding to the skill 
and energy of the emigrants. W e cannot, moreover, neglect the losses 
caused by setting up or reintroducing protection, such, for instance, 
as the withdrawal of means of production in the country of origin and 
elsewhere from activities which could be self-supporting and in which the 
said means could secure larger yields and earn larger remuneration. The 
higher price of the commodities produced with the help of protection des-

therefore deflect the natural direction of investments. They force the labouring population 
to change more or less suddenly its previous distribution between the several industries. 
While on the one hand the duties stimulate a demand for labour in the industries to 
which capital is attracted, on the other hand they necessarily lead to a shrinkage of the 
demand in the occupations from which capital is deflected. 

" There has not therefore been a numerical compensation between the thousands 
or tens of thousands of workers who have more easily found employment in these in
dustries, and the hundreds of thousands of agricultural labourers or wage workers who 
have found in emigration an escape from unemployment at home. Nor can we even 
say that there has at least been a compensation between the larger amounts of wages 
paid to some and the smaller amounts paid tb the others. 

'' For protection not oulv changes the distribution of the working population, forc
ed to change its occupation, but also gives rise to a production crLsis, as it reduces 
the general average wage rate " . D E V'ITI D E MARCO, A . : ' Ui i trentennio di lotte 
politiche " , Eome, Collezione meridionale editrice, pp. 83 -84 , 
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troys moreover for an indefinite period aU those returns which might 
have been available to consumers had they purchased the said products 
at a lower price, perhaps by importing them from abroad. We are there
fore justified in enquiring whether the losses suffered by a given country 
once for all as a result of the emigration of a certain number of workers 
are heavier than those suffered for an indefinite period as the result of 
protection. 

The balance-sheet may be drawn up in conformity with strictly 
economic principles, or, as is frequently the case, on the basis of social 
and political considerations. It is not easy to lay down a priori policies. 
Each country must face and reflect on the concrete problems arising from 
its present conditions. Nevertheless, it would seem that we are justified 
in stating that should unemployment continue when all reasonable efforts 
have been made for providing fuller and steadier employment for the 
workers, the reduction of the supply of labour by emigration offers the 
inevitable, though regrettable, solution. 

21. — Organisations of preliminary studies. International collabora
tion of public bodies. 

To observe the logical sequence in which in the post-war period pro
fitable productive activities will be reestablished by private enterprise, 
and action will be taken by the State for encouraging them and for carry
ing out certain public works, it would seem essential that all countries 
should be able to avail themselves of a series of data on (a) real and monet
ary income and its distribution ; (6) savings and the rate of their accu
mulation in a given unit of time ,• (c) currents of imports and exports of 
the several commodities, taking into due account the modifications which 
have taken place in recent decades and the present and probable possi
bility of enlarging and diversifying the several markets of origin and 
destination; (d) the employment and unemployment of the several groups 
of workers for whom reliable statistical data are available. 

These investigations of real conditions would be preliminary to an 
accurate description of the several productive activities which could 
support themselves on the proceeds of their sales and which should there
fore be developed and extended vigorously, and of the several kinds of 
public works, inclusive of those typically instrumental for the production 
of consumption goods and of those which are less definitely of that descrip-
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tion. On this basis the preparation and subsequent execution of the 
several plans of production — by private enterprise in the case of con-
sumption and capital goods, by the State in the case of the various kinds 
of public works — could be greatly assisted by the work of a national re
search body which by facilitating contacts between all engaged in preparing 
such plans and between them and the public administrations, and by 
acquiring as complete a view as possible of the several initiatives 9,nd 
activities could eliminate the danger of overlapping and contradictory 
action, taking care from the start — and therefore with the least possible 
waste of energy — that all the forces of the country be so directed as to 
secure larger real incomes and fuller employment of labour. As is evi
dent and has been repeatedly stated in the course of this study, private en
terprise for the production of consumption goods for sale on the home and 
foreign markets, no less than the initiatives undertaken for producing or 
importing capital goods to be used for their production, and the plans for 
public works typically instrumental for such production undertaken only 
to provide work for the unemployed, will require — apart from the 
financial arrangements of which we shall speak in another study — a 
systematic series of agreements with the selling countries and with those 
which ofEer markets for national exports ; in some cases with countries 
whose exports compete with those of the home country. They therefore 
presuppose voluntary international collaboration without which no one 
win be able to attempt the solution of problems of some importance. They 
also presuppose prudent activity on the part of the public authorities. 

At first, at least the Government of each country might assist in over
coming the difficulties which may beset private enterprise, as, for instance, 
in the case of supphes of capital goods required from distant parts of the 
country or from abroad, by agreeing to import them for subsequent dis
tribution in conformity with the needs of the several branches of product
ion ; or by securing credit on favourable conditions which it would be 
difficult for the individual enterprises to obtain. It would not be a case 
of setting up and perpetuating purchasing or sales monopolies, credit 
monopolies, preferential customs' tariffs, nor of bargaining for political 
advantages, but a question of loyally supplementing the efiorts of sound 
undertakings which if left to their own resources might not always be able, 
even with the best efforts on their part, to secure the ends in view. 

It is desirable that the extent to which private initiative, capacity, 
and interest can co-exist with government action in the difficult work 
of reconstruction should be examined with a definite tendency to allow 
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State intervention to be guided b y a respect for the principle of economic 
advantage, which we shall analyse in our last study. 

Liberty, now so much talked of even though its real meaning does 
not always seem to be understood, is undoubtedly the irrepressible aspi
ration of the human spirit, the instinctive goal of all beings desirous of 
developing their personahty in social relations with their fellows. Never
theless, given the complex phenomena of social life, long denials of such 
liberty cannot alternate with the sudden assertion of opposite systems. 

It is neither conceivable nor desirable in the interests of the individ
ual members "of a community that a sudden change be made from the in
tricate regulation of economic hfe to a complete and perhaps contradic
tory freedom of action, especially during a period in which, in view of the 
nature of the problems to be solved, the aim is that of securing in as short 
a space of time as possible the progressive increase of real incomes and 
the fuUest possible employment of all the available factors of production. 

Minds free from ideological preconceptions and from pohtical pres
sure will perceive that the cause of individual and national hberty will be 
best served in the post war period if individuals and Governments ahke 
give due weight to economic standards, which should be harmonized with 
others of no less importance. For this purpose an accurate knowledge 
should be acquired of those restrictions of freedom which should be gra
dually repealed as national income increases and of the lines which should 
be foUowed to encourage a business revival and fuUer and steadier employ
ment: in short, for potentializing human personality, which is the supreme 
purpose of all civilised societies. 
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IV. 

C O N T E N T S 

The stages of monetary rehabilitation are clear. The cessation of the issue of paper 
money, immediate or deferred for a relatively brief period. An estimate of the average 
level which the prices for the main groups of commodities and services should reach. 
Firmness on the part of the monetary authorities in pursuing the goal of eliminating 
fluctuations in the purchasing power of money. The continued application of measures 
for limiting consumption until such time as the supply of both consumers' and pro
ducers' goods shall increase. 

Some of the difficulties a'ising from deflation policies are foreseen. The requisite 
conditions for assuring the stability of the foreign exchange rates of the currency 
which is to be stabilised are determined. The probable post-war movements of real 
incomes in terms of the stabilised currency are taken into consideration. 

NOTES ON T H E PROBLEM OF MONETARY REHABILITATION 





M O N E T A E Y R E H A B I L I T A T I O N 

1. — The problem of monetary rehabilitation in countries severely 
affected by the war. 

On the cessation of hostilities, what will be the situation of those 
countries whose territory has long suffered from the scourge of war ? 
Apart from positive data, it may be assumed that the national wealth 
of the countries concerned will have been reduced by the consumption 
of capital always characteristic of war ; by the destruction of property, 
sometimes on a large scale ; by depredations ruthlessly carried out under 
the all too convenient pretext of war needs which has authorised year 
after year systems of spoliation and terror which run counter to all law 
and to all the acquisitions of the human spirit. 

Industrial and agricultural plants and undertakings will be worn out 
or destroyed, at least partially; farm lands will be devastated; planta
tions cut down or laid waste ; stocks of raw material and machinery 
which cannot be replaced, belonging to large or modest business concerns, 
wiU be exhausted ; dwelling houses and public buildings will be wrecked 
or ruined in enormous numbers ; land, water and air transports will 
be reduced to such an extent as to become insufficient for meeting even 
the most essential requirements of the populations. 

In public finance there will be alarming deficits ; huge public expen
diture — including that for the armies of occupation met by the unli
mited issue of paper money leading to the steady detetioration of the 
purchasing power of the currency ; revenue wiU be reduced in volume 
and efficiency; sources of income, savings and capital consumption will 
to a great great extent have run d r y ; there will be a scarcity of gold 
and high class foreign exchange ; in spite of good intentions the various 
clearing systems will be unable to collect many credits ; the indebtedness 
of the governments to private persons will have grown to apparently 
crushing proportions. 

Yet more serious will be the mental deformations produced in the 
population by the habit of seeing their mode of life in its most varied 
manifestations regulated by the public authorities; by striking in
stances of profits easily secured by the redistribution of wealth which 
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(1) EiMAuni. h. writes in : " La condotta economica e gli effetti sociaU della guerra 
italiana", Ijaterza, Bari, 1933, pp. 388-389 " the State became the sole sup
plier and sole purchaser;. . . all new savings were acquired by the State at remunerative 
rates. Workers were compelled to accept the hours and wages fixed by the Committee 
for Civilian Mobilisation, they were subject to fines and sometimes to imprisonment if they 
did ]iot fulfil the labour obligations required by the authorities ; but at the same time they 
were guaranteed a living wage, insured against accidents, unemployment and invaUdity ; 
an impartial tribunal settled labour disputes and denied to industrial employers the right 
of sudden dismissal and look-outs. Both farmers and manufacturers were compelled 
to sail the goods they produced at " fair" prices fixed by the authorities, but care was 
taken that these prices should be fair not only to consumers but also to producers, t. e. 
that they should be in keeping With production costs. When the high price of raw mater
ials and intermediate products on the free market raised costs to a level which would 
have justified a rise in prices deemed excessive from the social and political standpoint, 
the State intervened, withdrawing the raw materials from a regime of free bargaining, 
and reserving them for distribution by the authorities to the concerns considered most 
in need (see par. 74, 80, 81, 84). Never had industrial risks been so small as in those 
war years, never had the economic policies of the heads of undertakings been so safe and 
easy. Just as the State, with paternal solicitude, took measures to see that the soldiers 
did not lack arms and provisions, so it took care that the fighter in the economic arena 
should not lack what he needed for a living if a consumer, nor a living wage if a 
worker, nor a " just" profit if an entrepreneur. And as each interpreted what was 
fair and necessary in accordance with his own wishes, so the State mercifully assured 
to all a reward for their efforts, measured not by their deserts but by their needs. 
There was. widespread astonishment that it was possible to go so far without excess
ively increasing taxation, of which the real burden had been raised only moderately (see 
par. 19 and 22), and that the great mass of indebtedness incurred by the State had not 
led to the catastrophic consequences which economists and financiers had rivalled each 
other in prognosticating in the pre-war years. So that the so-callod failure of economic 
science was a frequent subject of ironical remarks. It seemed as though a new means 
had been discovered whereby Wealth was destroyed by the immensely increased war 
consumption and the undiminished peace expenditures, while at the same time general 
well-being was increased by assuring safer returns to capital and labour (see par. 126). 
Why return to the former conditions of perpetual struggle between one manufacturer 
and another to snatch the crumbs of an excessively low profit t Why give free 
reins to the struggle between the poor and the rich, between peasants and landlords, 
between workers and manufacturers t Why fluctuate between rising wages in periods 
of prosperity and unemployment in periods of depression, if State regulation of industry 
as taught by the war, and arbitration made it possible to assure to all social classes 
fair and steady compensation for work performed t If the expression " collectivist econ-

always accompanies war — even if the fortunate beneficiaries are not, 
as a matter of fact, very numerous and are not always able to keep 
the revenues thus secured ; by the desire to find some means of escaping 
from the innumerable hardships which always follow a war, even by 
recourse to risky innovations whose inconsistency and delusive nature 
cannot, alas, be shown by preventive criticism — always difficult in 
periods when susceptibilities are aroused and interests deeply disturb
ed — but only by direct experience. In this connection, some re
marks on the state of mind prevailing in the countries which, in the 
previous war, suffered losses, far less severe indeed than those already 
estimated for that now being waged, are exceptionally valuable and above 
all applicable to present conditions (1). 
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2. — Attempts at stabilfsing for a given period of time the purchasing 
power of money on the home market and, reciprocally, the average 
level of prices. 

After what has been said in our first report, it would seem superfluous 
to daUy over theoretical discussions. If credit is to be brought back to 
its typical function of anticipating real income and encouraging it.s 
growth, it will evidently be essential to stop further issues of paper money. 
Issues made in the form of advances to the Treasury must cease at 
once. To avoid an excessive number of sudden business failures, action 
may for a certain period of time be less drastic in the case of advances 
made on behalf of independent pioductive activities, but at the end of 
that period they also should ceasp. 

omy " , was displeasing, that of " associated " economy was acceptable, and represented 
moreover an old aspiration of the Italian entrepreneur cla.ss and of those among them 
(flee par. II, 116, 117) who looked to the State as guardian, saviour and guarantor". 

Further on (pp. 390 -391) E I N A D M notes " . . . The war, with its ration cards and 
rationing systems, planted the idea of economic equality firmly in the minds of all. 
All were equally entitled to bread, to food, to a roof, just as they were all equal before 
the duty of dying in defence of the country. This idea, necessary in war time and inno
cuous if limited to a short period of time, became a dissolving ferment when inculcated 
during long years. The idea took more especially the form of the " just " price, by 
which was meant that price which had been current during the lifetime of the genera 
tions who were working when the war began and of those who had l)rought them up. 
Those generations had lived during the century following the close of the Napoleonic 
wars which stands apart in the aunajs of human history as characterised by the unpre
cedented steadiness of the metallic content of the several ('urrencies and by the no less 
unusual honesty of the governments. These conditions had given rise to the rooted 
idea that the price of bread ought never to exceed 3 0 or 4 0 centimes per kilogramme, 
that meat was worth two lire, that a room should be had by paying a rent not exceed
ing 100 lire per annum. These being the " just " prices, the governments were com
pelled to have recourse to fiat prices, requisitions and rationing and to block house rents 
in order to prevent prices from rising to a level which would have been logically in keep
ing with the issues of paper money made by the same governments. Thus all classes, 
with the sole exception of those whose incomes remained fixed, found themselves in 
possession of surplus revenues as a result of the divergence between rising incomes and 
a rate of exnenditure which had either remained stationary or was limited by the lack 
of supphes " . 

Under such conditions, the countries which have suffered most se
verely will find themselves faced by formidable problems. First in logical 
sequence will come that of the rehabilitation of the currency, as the inten
sification of production and the attempt to balance the accounts of both 
the governments and the major business concerns can only be taken into 
consideration if prudent policies are first directed towards preventing a 
decline in the purchasing power of the money of each country. 
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In those countries which were unable during the hostilities to neutra-
hse the consequences of specific inflation by securing a complete return 
of the money issued to the tills of the State by what is known as the 
" capital c i r c u i t " — and which will therefore find themselves at the 
close of the war in a less favourable position than others — the cessa
tion of the issue of paper money may induce the large volume of notes 
hoarded during the periods of greatest uncertainty, to re-enter the 
market. Their reappearance will help to facilitate credit transactions, 
either by direct negotiations between private parties or indirectly through 
the banks, and will delay, and may even to some extent prevent the 
collapse of business enterprise and the unemployment of means of pro
duction. The business concerns thus salvaged will, of course, be those 
less accustomed to rely on the continuous grant of credit and on the 
steady rise of prices as a means of offsetting the high cost at which they 
were established during periods of general and specific inflation. In the 
case of other more uneconomic concerns, their disappearance will be 
advantageous. The inevitable losses thus incurred will afford the meas
ure of the cost of monetary rehabihtation to the community, a cost 
which may, however, in time be offset by a durable increase in income. 

The reappearance of the hoarded notes on the market will, however, 
contribute to raise the average level of prices of the various groups of 
commodities and services. 

At the same time, in attempting to attain an equilibrium, many for
ces will be induced, after the war, to press for a rise in the price levels 
already reached, for instance, a rise in wages which will inevitably lead 
to a rise in the cost of the goods of which the said wages constitute a 
part, and arise in rents so as to allow of their adjustment to the increased 
value of house property. Such increases will be desired as affording the 
means for enabling those many prices which have remained at a lower 
level than the general upward price movement would have justified, to 
adjust themselves to the volume of the paper currency issued and 
reappearing on the market. 

Consequently, in the course of time, the average level of prices for 
the main groups of goods and services will tend to rise above that ruling 
when hostilities ceased, at least to the same extent as the rise in the 
demand for the notes issued, and the same may be .said for those other 
monetary instruments for which the note issues provide a basis. Their vol
ume should indeed be multiplied by the velocity of their circulation, 
whether they be notes or cheques. As is well known, the velocity with 
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which money in all its forms circulates tends to decline in periods of 
economic uncertainty which encourage hoarding in all its forms, and tends 
to increase in periods of greater productive activity. It also increases 
when confidence in the stability of the purchasing power of the currency 
declines, there being then a tendency to convert money into consumers' 
and producers' goods at any cost. 

The more rapid circulation of money contributes, iu its turn, to a rise 
in the price level. And this rise involves : (o) a loss to the owners of 
fixed incomes, of whom it may be said that they are forced to save ; but 
an advantage to those in receipt of elastic incomes, at least until such 
time as the rise has spread to all those goods which may be acquired 
by the said incomes ; (6) a loss to exporting industries, which in such 
periods represent a conspicuous and desirable source of income. It would 
be vain for the authoiities providing for monetary rehabilitation to 
under-estimate the importance of either of these phenomena. 

3. — Instances of the obstacles in the way of stabilization and of firm
ness on the part of the monetary authorities. 

The policies above referred to may meet with difficulties should 
increases in wages and salaries be claimed by groups of workers and 
employees, to whom the average levels to which the prices for the leading 
groups of goods and services will rise in relation to the volume of notes 
issued by the banks and now reappearing on the market, is unknown. 
Such increases, if granted, will be financed either by means of increased 
taxation, or, as we had occasion to point out in our third study, at the 
cost of other classes of citizens whose incomes, considered as a whole, 
wiU be reduced to the precise extent to which those of the other groups 
will be increased. Or else the cost of such increases will be met by the 
creation of new monetary instruments. In the latter case, the average 
price levels will rise above the level which might have been expected 
to result from their relation to the volume of notes issued, and the attempt 
to stabilize the purchasing power of the currepcy will be frustrated ( 1 ) . 

Apart from the demands of the groups concerned, the average price 
levels may also be raised above the extent which the volume of the note 
issue might have led us to expect, should the banks use their note 
reserves as a basis for allowing overdrafts to the limit of the elasticity 
of their resources, thus adding credit inflation to currency inflation. 

(1) See on this subject "Financial Strategy", The EeonmiiH, October 10, 1942. 
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(1) Aa able defence of fiat prices as an emergency measure for avoiding the rare
faction of commodities as a result of cornering by persons who, in the absence of such 
fiat prices might fear a rise, has recently been made by GINI , C. " I calmieri", Rivigta 
di Politica Economica, 1943. He does not fail to recognize — indeed he emphasizes — 
the importance of the fundamental causes of price rises : the scanty supply of goods 
or services and monetary inflation. He only justifies flat prices in so far as they remove, 
or should remove, the incentive to cornering. In practice, however, if flat prices 
are unskilfully enforced (and the difficulties in the way of their enforcement are not 
few) the incentive to corner will again make itself felt. 

Nevertheless, while desirous of favouring the growth of production, 
the authorities on whom devolves the duty of supervising the money 
market, will always be in a position to check the excessive expansion of 
this form of credit, and to hinder further rises in the prices of various 
groups of commodities and services; they can, in short, ehminate the 
obstacles in the way of stabilization. 

When the firmness shown by the monetary authorities is such as to 
restore confidence in the stability of the currency, destroying the incentive 
which induces the holders thereof to get rid of it for fear of further de
preciation, there is no reason why the level of prices should rise above the 
more or less approximate limit which the volume of the currency in 
circulation, multiplied by the velocity of each of its forms, would lead 
one to expect. And, even in the least favourable hypothesis of a further 
issue of notes or of cheques — should the function of credit, either nation
al or foreign, be limited exclusively to that of anticipating real income, 
or if, as from a specified date, the volume of the new issues remains below 
that of the figure obtainable by multiplying by their respective prices 
the volume of goods produced over the period by the processes of manufact
ure, — the average price levels for the main groups of goods and services 
wiU have no cause to rise above the hmit corresponding to the degree of 
inflation which has already occurred in the country under consideration. 
Indeed, in the course of time, as the supply of goods and services increases 
price levels wiU tend to decline below the " points " attained as a result 
of the operation of its chief causes, namely the inflation of currency and 
the scarcity of commodities. 

An increase in the supply of consumption goods, whose production 
in its several stages would be encouraged by the joint efforts of private 
business and of governments, would indeed help to attenuate one of the 
chief, causes — which makes itself felt in spite of all flat prices, pro
hibitions issued against cornering, rationing, blocks, requisitions — 
and also to eliminate the effects of exceptional causes, such, for instance, 
as the incentive to corner certain goods (1) — as the increase in the 
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(1) References to this matter are made in the report prepared for the League of 
Xations by a group of international experts headed by Sir F E E D E B I C K PHILLIPS of the 
British Treasury, and of which only a summary has been published in the Fintmcial 
News of July 2 8 and 29, 1943. It bears Witness to the desire felt that the restrictive 
measures enforced by agreement between the several countries should be repealed. 
A country which should increase its own rations more rapidly than others might cause 
prices to rise and make it impossible to maintain rationing in other countries. Likewise, 
a country in receipt of relief should continue its rationing measures, and guarantee the 
adequate distribution of what it produces and what it receives. It would seem necessary 
that each country should coordinate its action on the following points : (a) the increase 

available supply would do away in the minds of prospective consumers 
with the expectation of a rise in price. There thus remains only the 
most patent cause of a price rise : the creation of monetary instruments; 
in other words, the issue of new notes, even if in reduced volume and for 
periods of no great length, with a view to avoiding the failure of too large 
a number of business concerns accustomed to live on credit, and the 
issue of cheques to which the ordinary deposit banks might have re
course. If, however, the aforesaid limits are observed, stabilization will 
not be injured thereby. 

As a result of the respect of these limits, the phenomena which can 
be observed in periods of rising prices wiU be reversed and exports will 
be encouraged, thus allowing of the purchase at a lower cost of other 
commodities or instrumental goods, and helping to spread the fall of 
prices to other products on the home market. At the same time, the 
increasing supply of such goods, either home made or imported, does 
away with the need of measures for limiting consumption and restricting 
productive activities, mesaures which have survived from the war period. 

Some restrictions on consumption or iavestments may remain in 
force, which are tolerated by the population as the war had made them 
customary. The reasons justifying them are however different from those 
which led to restrictions made to ensure the so-caUed " monetary circuit " . 
One of such reasons for instance, to which reference has already been made 
in our third study (par. 6), is that of avoiding loss of incomes arising 
from an increase of production which is expected to be more rapid 
than that of the population, and of obtaining an increase in the quota 
of the average real income per head. This motive may indeed suggest 
the advisability of prolonging and even intensifying the veto placed on 
the consumption of certain commodities considered as luxuries especially 
when they can only be secured by purchasing them abroad while they 
might be produced on the home market. Nevertheless, it is desirable that 
all restrictions should be repealed as soon as possible (1). 
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With the cessation of the creation of neto money, or, to be more exact, 
with the return of credit to its typical function of a means of anticipating 
real income so as to ensure its equal spread in time or, as some would 
say, to ensure its being stationary, the process of lending for the produc
tion of consumers' goods and of the successive repayment of such loans 
— when, in the meantime, the population increases at the normal 
rate and the turnover of business grows rapidly — not only stabiliza
tion is favoured, but conditions are created for an increased supply 
of consumers' and producers' goods and the consequent durable lowering 
of prices which frees the consumers from many restrictions. No doubt 
the invariability of the mass of money, accompanied by an increase in 
population and an expansion of business, tends to lower prices. More 
decisive, however, is the increase in the efficiency of the factors of produc
tion, especially of labour, which results in a growth of real income (1). 

4. — Difficulties of deliberate deflation. 

To depress the prices of goods and services on a given market may 
seem to be the result of withdrawing paper money from circulation to an 
extent exceeding the increase foreseen in the average level of prices caus
ed by the reappearance of hoarded notes and by the operation of forces 
favouring a price rise. Thus, for instance, a withdrawal of 35 per cent, 
of the notes issued may be contemplated if an increase of barely 25 per 
cent, is expected in the average level of prices. But the difficulties in 
the way of this and other deflationary pohcies are at once apparent. 

of rations ; (b) the increase Of the purchasing power of those to whom said rations are 
assigned : {<•) the maxima prices for commodities. 

Obviously, however, as was stated in our second study, the solution of the pro
blem will be all the easier the greater the increase in the supply of consumption goods in 
a given unit of time. Should a larger supply, made available to tlie several classes of 
the population, allow the prices of consumption goods to fall below the maxima prices 
previously fixed, these will become superfluous. It may be that the Government, with 
a view to keeping the prices of certain commodities at a low level, will take measures to 
•' supplement " them by paying subsidies to the producers. Now, should the subsidy 
be suddenly stopped as soon as there is a prospect of an increased offer which, however, 
is not yet adequate for meeting in full the demand, there would be danger of causing 
a rise in prices, especially in retail prices, leading to a rise in wages and in production 
costs. It would therefore seem more prudent to Wait until the supply should further 
increase before repealing the subsidy. 

( 1 ) This has been clearly set out by TAUSSIG, P. W . : " International Trade " , New 
York, 1927, p. 351 : " If, say, the same labor produces twice as much of woollen cloth, 
woolen cloth will be one-half the price it was before. The general index number of 
prices will show a fall in prices ; but the money income of the woollen producers 
would be the same (disregarding transitional effects) and the total money income of the 
population would be the same. Other prices would not be altered " . It is said then 
tha " the country is growing up to the currency", (p. 396). 
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Thus, for instance, the Government call? on owners to present their 
notes at once to be stamped, under penalty of cancelling all those not 
thus marked, reserving itself the right either to credit the owners by 
opening bank accounts in their names with the full value of the notes 
presented, subject to definite limitations of the use of such accounts, 
or to return to their original owners a much smaller part of the 
stamped notes than those presented, or to adopt both measures, thus 
returning part of the stamped notes and crediting the owner of the 
others with bank accounts subject to limitations, such for instance, as 
the prohibition of withdrawal before a specified date. 

Whatever the arrangement may be, it will always amount to the 
confiscation of a part of the liquid funds of the owners. And as these 
funds vary in importance, subject as they are to a whole series of con
ditions and habits which hkve frequently attracted the attention of stu
dents, the incidence of the confiscation of even a part of these notes 
presented for stamping will necessarily be unequal. Thus some people 
who may hold large sums of Kquid money because they are not very 
rich, or because their incomes reach them intermittently, or because 
there is a considerable interval between the time of receipt and 
expenditure, would be seriously affected by such measures ; while others 
who, although very rich, have little ready money in hand, or whose in
comes are received with greater regularity and whose expenditures coin
cides with receipts, might be almost unaffected by such confiscation. 

In those countries in which a succession of governments have pro
ceeded with the stamping of vast quantities of paper money — either 
simultaneously or in batches — the last government which assumes 
the responsibility for public affairs might be induced to stop in
flation and to fix in terms of goods or services a different purchasing 
power for the different series of notes issued by the different govern
ments at different times. The rates of exchange — i.e., the pur
chasing power in terms of foreign currencies — of the notes issued 
by various governments at various times might also reflect this divers
ity. Now, the assignment or the recognition, on the basis of purely 
accidental characteristics, of a different purchasing power to the differ
ent issues of notes, will affect unfairly their respective owners, and when 
the recognition of different degrees of purchasing power is accompanied 
by confiscation, even if only partial, of the notes issued — a confisca
tion whose incidence, as we have seen, will be unequal — the unequal 
treatment the holders of the notes in question wfll be cumulative. 

(9) 
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If later on, under the pressure of urgent requirements, in such a pe 
riod as the post-war one, the government should restore to circulation 
all or part of the notes it has withdrawn from their individual holders, 
the injury caused them will be aggravated by the failure of a pohcy which 
aimed at limiting the expected rise in prices. And even should the 
government not restore to circulation, through its own expenditures, all 
the currency thus withdrawn from individuals by confiscation or b y dis
criminating the purchasing power of the notes, and merely provide the 
public with the means whereby they may secure for themselves the money 
they may need — as, for instance, by giving them the right of obtaining 
advances on government securities already issued, perhaps in the form 
of cheques — the new resources which will' thus be added to the mass 
already in existence will cancel the deflationary effects of the confiscation 
of part of the notes carried out at the cost of such unequal loss to their 
owners. 

The same reasoning would hold good for any pohcy involving the 
stamping of all the notes issued which, when stamped, would, for a spe
cified period, lose part, let us say one half, of their original face value. 
All the notes thus stamped would be returned to the persons present
ing them, who would be credited with the percentage by which the notes 
were reduced — for instance, the other half — in the form of bank 
accounts of which they would be able to avail themselves at the end of 
a specified period or at a date which the authorities would reserve them
selves the right to announce later on. Such measiires would always 
aff3ct the holders of notes unequally, as they would be based not upon 
their actual abihty to defer consumption as being the owners of large in
comes or vast fortunes and therefore in a position to be content with 
deferred credits opened in their names, but exclusively by the fact that 
they happened to hold the notes, a fact accounted for in periods of 
uncertainty by the desire of insuring against various risks and not by 
the receipt of incomes or the possession of a capital so conspicuous aa 
to permit the postponement of consumption. 

And here again, if the part of the ready money credited to the holders 
of notes and of which they will be able to avail themselves at the end of 
a specified period, should, in the meantime, be spent by the State to 
meet emergency needs and perhaps to encourage productive activities 
which will not however neutralize, by making available a larger supply of 
commodities, the return into circulation of the mass of notes withdrawn 
from private owners, we shall again be faced by the uselessness of such 
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policies whose purpose is to limit the rise in prices by confiscating the 
notes already issued, a policy which is prejudicial and unfair to the 
persons affected and ineffective for the community. 

In the post-war period, drastic deflationary policies may indeed b e 
taken for the purpose of countering the effects of specific inflation 
and of ensuring, to some extent, the gradual adjustment of prices t o 
the volume of the notes issued. But the governments which adopt 
such measures cannot afford to ignore their reactions, nor should they 
fail to take account of the fact that, except in cases of urgent danger, 
a line of action free from such shocks, and decided upon with a full reali
zation of the losses it will entail on individuals and of the advantages it 
will confer on the community, is always preferable to a sudden and violent 
change of direction. 

5. — The stability of the purchasing power of a currency on the home 
market and abroad is always in function of the home and inter
national market. 

Thus deliberately reduced to its simplest terms, the study of the" 
mo'netary problem, starting from the quantity of the monetary instru
ments issued, goes on to inquire into the ratio at which the monetary 
unit of one country is finally exchanged for that of another. This ratio 
depends partly on the amount of money in circulation in each country and 
partly on other elements such as the price levels, both actually ruling 
and expected to rule on the markets concerned ; on their respective 
import and export currents and the changes likely to occur in th( m ; on 
the readiness of the countries whose monetary situation is stronger not 
to reduce, by strictly enforcing the quantitative principle, the pur
chasing power of the weaker monsy to an extent fuUy corresponding to 
the quantity of notes in circulation, the purpose being to maintain the 
purchasing capacity of the weaker country as a market for the goods and 
services of the stronger. The determination of this rate is of the greatest 
unportance in deciding at what level the prices of the main groups of 
goods and services should be fixed at the time -<vhen the country wiU re
sume the exchange of goods, men and capital with other countries. 

Let us suppose, for instance, that the purchasing power of a national 
currency affected by heavy inflation be reckoned as equal to one fifth 
of that of one or two foreign currencies which have t h e m 8 e l v e s been de
preciated but to a lesser extent, say by barely once or twice their value. I t 
is also desired that the purchasing power of the currency on the home 
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(I) The Wall Street Journal of December 10, 1943, defines the typical functions of 
"invasion money ". It may be considered as a deposit receipt, an I. O. U. The occu
pying authority, in need of labour or materials for war purposes, pays for them with 
the I. O. Us. delivered to the nationals of the occupied territory, who exchange them 
at the local banks for current Itahan lire at the fixed rate of exchange. The I. O. Us. 
return through the normal banking channels to the General Head Quarters of the occu
pying authority which takes them and supplies the population of the occupied territory 
with certain commodities for which it pays in the national money. In this way the 
I. 0. Us. are cancelled. The military government pays for the goods required by the 
occupied territory in its own currency when purchasing them on its own market, in the 
currency of the other countries when purchasing them on their respective markets. 
The I. 0. Us. are redeemed ip the currency of the occupying country. Occupation costs 
are met by the occupying country. Thus the system is not one of crude confi.̂ cation, 
but represents for the occupied territory the exchange of goods and services against 
imported goods. Other transactions offer the population of the occupied territory 
the means of securing commodities from countries other than those of the invading 
armies. In this way, "invasion money" may also be advantageously used for the 
foreign trade of the occupied country. 

On the contrary, however, — at least-for some countries — tho reality has been 
quite different. Assimilated even in the small notes, if not in the sliape, to the notes 
already in existence exchangeable at par with it, invasion money has constituted a 
new source of specific inflation for the occupied country. 

market — i.e., in relation to commodities on the home market — should 
not be reduced by more than the aforesaid ratio. For this purpose a 
certain quantity of old notes are withdrawn from circulation in exchange 
for every new note issued or for bonds of the country to whose money 
the currency under consideration wiU be attached, an issue, so to say, of 
** money of occupation " . Let us suppose a quotation of 100 monetary 
units for a dollar instead of the 20 previously required ; of 400 units for a 
pound sterling instead of the previous 80. The exchange would then be 
made at the rate of 5 old notes for one new one, or for a monetary 
unit of occupation money — 100 : 20, 400 : 80. In respect of this new "rate 
one will still be able to say, as before, that 20 new notes will be required 
for the purchase of a dollar and 80 new notes for that of a pound sterhng, 
on condition, of course, that the reference is to " monetary parities " (1). 

As regards the future relations of each currency to gold, or to any 
standard of value, it will only be possible to fix them on the basis of elabor
ate inquiries, of agreements between governments, and on condition of 
the manifest wiUingness of many countries to coUaborate for that purpose. 
'It would seem premature, at least for the time being, to fix a date at which 
all these conditions may be secured. 

Undoubtedly the adjustment of the innumerable prices for goods 
nd services to " monetary parities " fixed by agreements, meets witha 
difficulties, and may give rise to price levels even higher than those 
which, on the market of the weak money country, may correspond to 
the rate at which the old notes were exchanged for the new or for the 
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" money of invaBion". After some time, however, the price level, 
expressed either in the old or in the new notes, or in the money of 
occupation, tends to reflect ^ e degree of inflation which the coun
tries in a stronger monetary situation have been willing to recognise in 
respect of the money of the country under consideration. Thus the 
purchasing power of this currency abroad will coincide with its pur
chasing power on the home market. 

This coincidence, however, will remain fictitious until such time as 
conditions are restored which will permit the free-movement of goods, 
capital and men from one country to another as soon as one of the 
purchasing powers — for instance that on the foreign market — breaks 
loose from its purchasing power on the home matket, or vicever^a. If, 
for instance, the purchasing power of a currency abroad is recogniz
ed as having decreased five fold in respect of its pre-war purchasing 
power, as soon as there is a rise of prices in the country occupying a 
stronger monetary position to whose currency that of the weaker country 
is linked, the results wiU be obvious. Either the weaker country wiU 
at once be able to export goods, men and services, to the stronger, 
or the foreign purchasing power of its currency will decline to the 
full extent of the increase which has occurred in the price level of the 
country with the stronger currency, and before long the purchasing 
power of the currency on the home market will also be depressed. 

Inversely, should the general level of prices in the country with an 
inflated currency rise above what is required by its depreciation in terms 
of a foreign currency — for instance, if because of the effects on the vo 
lume of the currency exercised by the return into circulation of hoarded 
notes, prices rise to a higher level than had been expected, while other 
forces also contribute to the rise, — the maintenance of a stable 
relation between the purchasing power of the currency on the home 
market and abroad will depend upon the freedom of movement of 
goods and services permitting them to be acquired abroad at prices re
latively lower than those ruling on the home market. Otherwise, the 
purchasing power on the home market wfll fall below that attributed 
to it on the foreign market, and all prospects of that stability which 
the national and foreign authorities aimed at securing wfll vanish. 

In substance, home and foreign purchasing powers fixed by agree
ment in view of the advantages which the two palrties to the understand
ing may secure thereby, do indeed represent prudential measures of 
marked value during periods of monetary disorder and almost com-
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plete trade paralysis. In the absence, however, of the conditions essential 
for the maintenance of such purchasing power, or if, when changes in 
conditions require certain modifications in the purchasing powers thus 
fixed and in the resulting " monetary par i t ies" , such modifications 
are not made — the levels fixed for each currency will become merely 
apparent. 

The stability of the purchasing power .of a currency at home and 
abroad is a function of the equilibrium of the economic structure of the 
market concerned and of the other markets with which it trades, and 
accordingly it depends on effectively satisfying all the conditions required 
for restoring such equilibrium as soon as it may be disturbed. It is often 
forgotten that the absolutely free operation of the machinery which 
restores equilibrium — and these in the last resort are the movements 
of goods, capital, men and services — is the sole condition which can 
insure equilibrium between communicating markets. No manipulations, 
no monetary plans have CA'-er succeeded in replacing them. Their absence, 
or even their imperfect attainment, represents the weak point of all the 
most up-to-date systems of international " clearing " whether unilateral 
or plurilateral. 

6. — Mortetary functions and thte availability of money. 

It is not the purpose of these notes to deal with the various advantages 
claimed for one or other of the monetary systems which have been put 
into practice or only proposed. They express no opinion on the systems 
introduced to meet emergencies. They only set forth the reflections of 
a student v ho foresees that at the close of the hostilities there will be a 
general re-examination of values in the monetary as in other fields of eco
nomic activity and who endeavours to ascertain what experience has 
confirmed before the time comes for translating into action the plans 
considered most in keeping with the needs of the coining times. 

An essential quality of any unit used for measuring length, weight, 
capacity or price is that it possess the greatest possible degree of stabflity. 

•For measuring prices, — i. e., the ratio in which one commodity is 
exchanged for another, — a slow evolution led to the selection of gold 
because of its relatively stable purchasing power. Wheat, silk, tobacco, 
furs, copper, aU selected f r o i r i time to time to discharge the functions of 
money because at certain periods they were more generally acceptable 
in exchange for other commodities, had been found less suited than gold 
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(1) Such substitution took place under a gold standard system proper. But under 
systems which may be described as substitutes for gold monometah-im — for instance, 
under the gold exchange standard — the yellow metal was not even used for international 
settlements. Typical examples are those 6f India, analysed by K E Y N K S , J . M. " Indian 
Currency and Finance", London, 1913, and that of Egypt illustrated by B R E S C I A N I -

T U R R O N I , C. " Egypt's Balance of Trade " , Journal of Politiml Economy, 1934 and more 
recently " L a fanzione del lagime ameo Oiornale degli Economigii, J\i\y-A\>g\ia.t 1941. 

for such purposes because their collection, intrinsic quahties, and markets 
were more subject to vicissitudes, and because of the frequent fluctua
tions in their respective purchasing power. 

When the commodity selected for use as money possesses the stabi-
hty sought for in any standard of measures, it encourages and steadies 
the exchanges, even if it is not materially used in effecting the several 
transactions. Thus in drawing up contracts and for the transfer of com
modities it is only necessary to refer to the monetary unit. In fact, some 
monetary units have never even been coined. They have been described 
as " ideal" , for in fulfilhng their task of facilitating exchanges and measur
ing prices it has not been found actuaUy necessary to dispose of the com
modity selected to serve as money. 

A further function of money is that of acting as a means of payment. 
But here again, large supplies are not needed. At first it seemed essential 
to keep the, home market supphed with the amount of money required 
for converting into cash all claims representing money. But the instru
ments created by the development of credit have in practice gone very 
far toward replacing metalhc money. Thus, on the home market and 
for the purposes of a reserve, a distinction is no longer drawn in practice 
between convertible and unconvertible credit claims. In the case of inter
national exchanges, the advisabfiity of using the commodity selected as 
money for the settlement of debit balances only begins to be felt when 
the debtor finds it comparatively economical and when the creditor finds 
that money is the commodity he can most easily convert into the va 
rious commodities he requires. 

As it has become evident that each country balances its international 
accounts by exporting those commodities which are comparatively the 
least costly, it is only in the initial stage of a rupture of the balance of 
these accounts that the commodity selected for use as money is found 
to be one of the most readily exportable. Gradually, as the quantity of 
that commodity held by the original owner diminishes, money becomes 
more valuable than other commodities and is replaced in its function a s ' 
a means of payment by foreign biUs (1 ) . These, in their turn, represent 
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money obtained by exports which have become comparatively speaking 
less costly and which are directed towards the market where they are most 
in demand and where they fetch the best prices. On their side, imports, 
in conformity with the elementary principles of economic expediency, 
are also purchased from the countries where they can be bought at the 
lowest price, regardless of whether the markets of the selling country are 
willing to purchase the exports of the buying country. The real advan
tages of so-caUed triangular or multiangular trade consist precisely in the 
fact that each country meets the deficit of its balance of payments with 
another country by exporting to a third, a fourth, a fifth, in short to any 
market offering the possibility of selling to the best advantage. 

The following is, therefore, the point at issue. As long as it is pos
sible to purchase commodities and pay for them with other comparatively 
cheaper ones, whatever be the market on which the latter may be sold, 
the availability of money is of little importance. Money temporarily 
lubricates the wheels of trade by offering the most efficient means for 
translating into action the premise of international economic solidarity 
which may lead to intensely active collaboration. The reason for the 
existence of a monetary system is therefore to serve as an instrument or 
a premise of civilised life. As exchanges multiply and monetary systems 
are simplified and perfected, the mercantiUst error which identifies wealth 
with money, is gradually disproved and the volume of the commodity 
selected for use as money required for discharging the aforesaid functions 
of instrument of exchange and standard for measuring prices, and as a 
means of payment is reduced. 

7. — Monetary effects of trade barriers. 

This delicate and accurate mechanism has been wrecked more espe
cially by the prevalence of protectionist policies. 

A country may be said to be economically strong when it possesses 
the resources essential to its existence and does not need to have recourse 
to imports, or when, if it iihports, it is in a position to insist on favourable 
conditions of trade. This enables it to become a creditor country, collect
ing more than it has to pay. A country is economically weak when it is 
obliged to import the commodities essential to its existence and is forced 
to pay for them by exporting commodities or services Which are not es
sential to the " strong " countries, and which they may therefore value 
at an even lower price than that at which they are offered by the most 
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successful competitor on the world m a r k e t ; or which at best they may 
value at that price, including the cost of carriage. In this situation 
the debtor country may have to meet liabUities exceeding the receipts 
to which it has a claim. Of course, there are many gradations between 
the extreme cases of " strong " and " weak " , " creditor " and " debtor 
countries. 

It can now be recognized that some of the countries richest in natural 
resources have insisted on being paid for the commodities they exported 
not with other relatively less costly goods or services, but with the com
modity selected for use as meney. The incentive thus given to a rise 
in the price of that commodity in the debtor countries, the blow struck 
at the stabihty of the foreign purchasing power of their respective curren
cies, whose rate of exchange on other markets deehned, the inducement 
given to the weak money country to suspend the payment of imports 
already received, (thus leading to " frozen " credits), and to limit future 
imports, aU these are phenomena which have led on the one hand to a 
steady decline in the exports of the creditor countries who ran the r i 'k 
of seeing their credits frozen as a result of the impossibility in which the 
debtors found themselves of paying in gold ; and on the other hand, to 
a steady reduction of imports by the debtor countries, forced to correct 
by this means the excess of their habihties over their claims. AH 
these means however have failed to right the balance of payments of ei
ther the creditor or the debtor countries, for it is evident that with the 
dechne of imports, exports, whose ultimate purpose is to pay for imports, 
cannot expand. Thus international trade has deehned and a deadlock 
has slowly but inevitably followed, causing the heaviest losses to the weak 
countries who had neither stocks of commodities nor compensating fac
tors to offset the consequences of their downward rush to an untenable 
and absurd situation. 

From the monetary standpoint, this process by which the creditor 
countries raised comphcated trade barriers against payments in the form 
of goods and services, led in the first stage to the distribution of the com
modity selected to serve as money among the major creditor countries 
of the world. Subsequently, as their respective ranks as creditors became 
differentiated, the largest creditor of all came into possession of almost 
the whole supply of the commodity selected to serve as money. When 
this situation arose, the largest creditor country found itself compeUed 
to renounce its claim to have aU payments settled in that commodity, 
as almost the whole available supply was already in its possession. Even 
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had the debtor countries decided to use the gold until then assigned for 
industrial purposes for the settlement of their debts, this eoctrema ratio 
could only have deferred for an unspecified time, but could never have 
altered the final result of the creditor's refusal to accept payment in commo
dities other than money. It could only have attenuated, perhaps for a 
considerable length of time, those protective measures which no less than 
progressive taxation end in the long run by neutralizing themselves. 

But the protectionism of the creditor countries — a n d similarly that 
of the debtor countries — only accounts for the first phase of the process 
which has made it impossible for an international monetary system to 
operate. While it explains the accumulation of the commodity selected 
for use as money in the hands of the largest creditor on the international 
market, it does not explain why that commodity stagnates in the vaults 
of the creditor instead of being redistributed over the several countries. 
Now, it is precisely this phenomenon of stagnation which runs counter 
to all standards of economic expediency, making quite impossible the 
existence of any system based on a commodity considered at certain pe
riods as more acceptable on the market than others. 

The country in which the commodity selected for use as money has 
accumulated as the result of the settlement of its claims in cash, having 
reached the point when it can no longer in.sist on payments in that commodi
ty of which it now has sole control, finds itself faced by the alternative of 
retaining the money or exporting it to other countries whose suppUes are 
low and who are prepared to pay a higher price for it, of course in the form 
of other goods and services. 

In the first case —unless it should decide to select another commodity 
to serve as money — so long as the available supply on the international 
market of the commodity used as money and the demand for the same have 
not reestablished the balance, the creditor country suflers a loss equal to 
the difference between the profit obtained by exporting other goods and 
that which it would have obtain-^id by exporting commodities which have 
become comparatively less costly. 

In the second case — that in which the largest creditor decides to 
re-export it — the commodity will reenter circulation for the very same 
reasons which led to its selection for use as money, i. e., the possibility 
of selling it on a wider market than that open to any other commodity. 
The defects in the distribution brought about by protection will tend to 
correct themselves automatically. All this leads us always back to the 
same conclusion. Either confidence returns and the instruments of 
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exchanges are agam needed and in that case the monetary commodity which 
has accumulated in one country will again flow into the o thers ; or the 
mercantilist error prevails, and with it the impossibflity of operating any in
ternational monetary syfetem founded on that commodity becomes evident. 

Should the country which has accumulated all the available supphes 
of the commodity selected for use as money decide to hoard it untfl the 
time comes when that commodity wiU be preferred to any other thanks 
to the value attached to it by the masses who for centuries have been 
accustomed to consider it as the one and only means of payment, we enter 
a field of speculations with a political background. But we prefer not 
to take into consideration the possibihty of a desire to secure a monopoly. 
Anyhow the situation which would arise would not be due to any defect 
in the monetary system selected — whether based on gold or on some other 
commodity — but it would depend on the premises governing the hfe of the 
international community which, no less than community life in a given 
country cannot securely rest upon an acknowledged inequahty between 
the strong and the weak without collapsing and degenerating into conflicts. 
If international community life is to last, it must be directed towards 
attenuating economic disparities not by forcible action but b y pronoting 
exchanges carried out in a spirit of lasting and wilhng cooperation. 

8. — A clearing system cannot solve the problem of frozen balances. 

The system of eifecting payments by means of clearing agreements 
which hnk the countries in couples desirous of availing themselves of such 
an arrangement, would apparently reintroduce the system of direct pay
ment for imports by exports. As a matter of fact, it becomes a weapon 
in the hands of the stronger nation against the weaker. 

Under such agreements the latter cannot purchase their imports 
on the cheapest markets nor sell their exports on those willing to pay the 
highest price. They must accept their raw materials from the .stronger of 
the two parties to the bargain, paying them at a higher price, and must be 
content to see their own exports valued at the price the other partner 
sees fit to offer. Sho ild they also be required to accept in exchange for 
their undervalued exports, goods which they either would not have pur
chased at aU or would have purchased elsewhere at a lower price, they will 
find it practically impossible to avoid a rise in costs and prices on the home 
market and their standard of hving will be lowered. But however serious 
this economic loss may be, it is of httle account when compared to the fact 
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that the economically weak country wiU find all its possibilities of expansion 
placed entirely at the mercy of the stronger country, for it will be unable 
to alter the production of the commodities it was accustomed to export 
and to provide for the development of its economic equipment without 
the consent of the partner to the " bilateral " agreement who can always 
refuse to supply it with the raw materials it may need. 

We need only consider the hypothesis of an agreement between a 
certain number of the economically stronger countries to see that under a 
system of bilateral agreements the economically weak would find them
selves in a still worse position for bargaining. Therefore, though they 
may be accepted as expedients for meeting the consequences of unceasing 
protectionism, bilateral clearing agreements are not suited for permanently 
replacing a real monetary system. 

Multilateral clearings in spite of aU ingenious devices, still allow of 
the existence of balances which could be unfrozen to the advantage of 
both countries concerned were it only possible to export goods, capital 
•Bnd men so as to balance the budget of international payments of both 
the countries concerned. As stated, it is only when the above condition 
is fully secured that each country will be in a position to bargain on a 
footing of equaUty with others, a condition eagerly to be desired by all 
who wish for a vigorous revival of economic activities. 

9. — The movement of real and monetary incomes after the war. 

The solution, even partial, of the problem of monetary stability 
impUes the need for ea ĉh country to make reliable forecasts of price 
levels for the main groups of goods and services. The principles adopted 
for effecting stabilization will decide whether these levels can continue 
to be those ascertained when hostilities came to an end, or whether, 
sooner or later, they should rise above or fall below the levels then 
attained. To know or forecast as accurately as possible the average 
price levels is, as we have said, important in calculating the nation's 
monetary income, the part of State expenditures which varies with prices, 
the pressure of taxation, the amount of receipts, etc. Any reduction 
in the purchasing power of money and, inversely, any "rise in the aver
age prices of the main groups of goods and services, adversely affects 
the yield of even the best system of taxation, increases the volume of 
expenditure, endangers all efforts made for balancing the national budget, 
and complicates the calculation of real income. 



MONETABY REHABILITATION 141 

(1) It ia not easy to measure in all countries the growth of pioduction and trade 
in relation to the progress of civilization and, among other things, of population. Stu
dies by eminent writers, such as CASSEL, G.: " Theoretische Sozialokonomie " , 1927, 
pp. 52 -53 ; S N Y D E R , O.: " Business Cycles and Business Measurements " , London, 1927: 
CLARK, COLIN: "The Conditions of Economic Progress " , London, 1940, call attention 
to the fact that in the second half of the XlXth century and in the first decades of 
the XXth, the rate of growth of the aforesaid factors, included under the name of " eco
nomic progress " , could be calculated at between 2 and 3 per cent, per annum. For 
Italy, a valuable study by COPPOLA D ' A N N A , P.: " Prospettive della finanza e dell'or-
dinamento tributario itaUano ', Associazione fra le societa itahane per azioni, 1941, 
pp. 22 -26 , referring to the experience of the other post-war period, also makes a low 
estimate of the percentage increase of national production. " Kapid and impressive 
variations of national income generaUy take place, whether they be in the nature of a 
fall or a rise, in connection with the alternating phases of the economic situation. There 
are indeed cases in wliich an increase, even important, of income takes place at a fairly 
swift rate, but this requires the concourse of exceptional circumstances .such as those 
prevailing in Japan during the last quarter of a century, and in Germany since the advent 
of the National Socialist regime " . 

In the case of Italy, G I N I , C. calculates that in 1925 the Italian national income 
amounted to 100 milliards of current lire which, taking into account the differences in 
the level of wholesale prices and of the cost of living, were equivalent to about 17 and 
a half milliards of pre-war lire, as against the 2 0 milliards calculated by the same wri
ter for the period preceding the outbreak of the first world war. Since then other 
writers, some of them following the same methods as G I N I , have recalculated at differ
ent dates the Italian national itu^me ; we thus have an estimate of 9 4 milliards for 
1928, one of 9 5 milliards for 1932, one of 9 0 milliards for 1936 , and one of 115 milliards 
for 1939. If these figures be reduced to lire of a purchasing power equal to that of the 
lire in 1913-14, (*) W3 have : 

for 1914 an income of 2 0 , 0 0 0 million lire 
» 1925 » » » 1 7 , 5 0 0 » » 
» 1928 » » n 1 9 , 5 0 0 » » 
» 1932 » i> » 1 9 , 0 0 0 » » 
» 1936 » » » 2 3 , 0 0 0 » » 
» 1939 » » » 2 2 , 5 0 0 » » 

(*) The estimate has been made taking as basio the arithmetical arerage of the wholesale price 
Indexes and ot those (or the cost of llying. 

We have identified national income with the aggregate of consum
ers' goods existing in the country, and demonstrated, in our first 
study, that the sole resources on which the State can count after the 
war for defraying the cost of its activities will be incomes and savings. 
A reahstic vision of the conditions which, at the end of the war, aU 
countries will have to face as a result of the consumption of capital, 
devastations, depredations, concentration of productive activities on war 
needs, the lessons taught by the experience of the period foUowing 
the last war, and the usual rhythm of recovery after a phase of de
pression, lead us to expect a real income greatly inferior to — according 
to some calculations 30 to 40 per cent, below — the pre-war real income 
(1938); and, what is no less important, they lead us to expect possibilities 
of increases in the said income, varying from country to country, but 
always limited, not exceeding 2 to 4 per cent, at the best (1), i.e., should 
a combination of favourable conditions contribute to intensify production 
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The increase which occurred between 1925 and 1939 is undoubtedly remarkable : 
5,000 million lire with a purchasing power equal to that of 1913-14, which represent 28.6 
per cent, of the income estimated for 1925. The population of the Kingdom increased 
from 1925 to 1939 by approximately 5 million units ; t. e.. 12.5 per cent. Consequently, 
the average income per head rose in the period considered from 437.50 to 500 lire of 
1913-14, or, should we prefer to express it in figures nearer to present reaUties, by 
2,240 to 2.560 lire having a purchasing power equal to that of 1939. 

If however wo compare the total income of 1939 with that of 1914, the increase is 
seen to be considerably smaller, and in view of the longer period of time elapsed and the 
much greater increase of the population of the country which occurred in that period 
(from 37 to 45 million) it will be found that the per capita income fell from 540 to 500 
pre-war lire and expressed in 1939 lire, from 2,675 to 2,560 lire. 

On the whole, the above figures, notwithstanding their broadly approximative cha 
racter , call attention to several facts whose importance should not be under estimated. 
Six years after the end of the world war, and when the difficulties of the first post-war 
period had already been left some years behind, the national income was considerably 
iDelow the pre-war level. In the following years the amount of the Italian income was 
affected, as elsewhere, by the ups and downs of the economic situation. But if we con
sider the period from 1914 to 1939 as a whole, we shall see that in 25 years the national 
income increased only by 12.5 per cent. If we compare the estimate of 1925 with that for 
1939, the increase is, indeed, more noticeable and as it is concentrated in a small number 
of years, it may be considered as sufficiently satisfactory, but this does not alter the 
fact that it took 14 years for the Italian income to increase by 28-29 per cent. The 
rate of increase is thus seen to be but little in excess of 1 % per cent, per annum. 

Guided by these facts, it would therefore seem necessary to consider it unlikely 
that in the first years of the period which will follow the present war, the real national 
income will exceed the level attained in 1939. It will be difficult for us to count on 
an increase of our national income exceeding 2 to 3 per cent, per annum. 

Recently CASSEL ; " T h e Economic Basis of Social Security", " Skandinavska 
Bank " , March 1943, criticised the estimates given by BEVERIDGE who foresees a notable 
increase of the total British income as a result of the war ; Cassel considers that the 
factor represented by labour will decline, and that the factor represented by capital 
will be reduced by high taxation as well as by consumption and destructions. 

and lead to the " creation " of " favourable events " i n sevei^l directions 
at the same time. Keeping in mind these limited possibilities, we shall 
be able to face the post-war problems without forgetting realities and 
we shall not place our trust in miraculous solutions. 

Real income can be expressed in monetary income, as we have 
already said, by multiplying the volume of consumption goods by the 
prices ruling at a given time or by the prices which are expected to rule in 
relation to the volume of notes issued ; although, so long as note-issues 
continue to be made, they will be partially withheld by hoarding. Sub
stantially, the conversion can be made by multiplying the volume of goods 
by pre-war prices, multiplied in their turn by a coefficient — 5, 6, 7 — 
which indicates the actual reduction of the purchasing power of the national 
currency in terms of goods and services on the hom3 markst. There is 
a tendency at times to mistake their monetary expression for the actual 
volume of goods and services available for satisfying human requirements. 
But a clear definition of concepts and common sense, helps however to 
dissipate harmful delusions and to preserve contact with realities. 
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PABT I : {A) O B D I N A E T TAXATION. — The problem of financial rehabiUtation is 
defined and included in the wider one of encouraging the growth of total real income. 
In the post-war period as in others, receipts and not expenditure will finally determine 
the scope and intensity of government action. Particularly after a war, receipts from 
expenditure grow slowly and to a smaller extent than expenses. Consequently all 
countries feel the need of ascertaining both the facts relating to the environment 
in which government activities are carried on and the limits within which it is ad
visable to restrict them. 

After classifying post-war expenditure, it should be divided into fixed and vary
ing expenditure, and the various kinds of receipts by which it can be met should 
be examined. Efforts to secure higher yields by the control of tax evasions, double 
taxation, and tax exemptions. Attemps to secure higher yields by raising the rates, 
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(B) E X T B A O K D I N A B Y TAXATION COMPARED TO INCOME OB CAPITAL. — Present 
scanty fiscal efficiency of extraordinary taxation on excess profits or on capital, which 
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PART I I : {A) RECOURSE TO NATIONAL SAVINGS. — Recourse to national savings 
in the form of loans presupposes an elastic fiscal system which will permit of assuring 
their service. Loans even in the post-war period will be preferable to an extraordin
ary tax on capital. The significance of the problem of the national debt for both pri
vate and national budgets. 

(B) RECOURSE TO FOREIGN SAVINGS. — Definition of the phenomena arising from 
the ingathering of existing savings and of savings in amounts exceeding those already 
accumulated. Phenomena arising from the expenditure of savings obtained on the 
lending market, the borrowing market, and on other markets, viewed for each country 
on the hypothesis of a system of gold monometaUsm or of an irredeemable paper curr
ency. The case of a country which can process raw materials and semi-manufactures at 
a lower cost than others. Phenomena arising from interest and sinking-fund payments 
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The migrations of savings and of workers tend to adjust themselves over a period 
of time and to complete each other. When suitably used, foreign loans assist the re-
equihbrating mechanisms of the economic structure of a country. Recourse by the 
government or other public bodies to foreign loans requires stricter ju.stification. 
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PABT 1. 

(A) O R D I N A E Y T A X A T I O N 

1. — The problem of financial rehabilitation for countries which have 
suffered severe war losses. How it forms part of the more general 
question of encouraging the growth of real income. 

When we have once acquired a clear notion of real income, monetary 
income, the stabihty of the purchasing power of money, and of the limits 
which may be attained, in a given period and more or less gradually, b y 
the average general price level, which may be decomposed into average 
price levels for the main groups of goods and services, the problem of 
financial rehabihtation is necessarily seen to be part of the broader pro 
blem referred to in our first study, that of creating new real incomes to 
replace those monetary incomes which cease with the cessation of hostihties. 
Substantially, it is a question of promoting the revival of the production of 
consumption goods. When, on the basis of logic and experience, the se
veral problems have been ranged in order of importance, the solution of 
a special problem cannot compromise the solution of the general problem. 
It would be vain to seek for financial rehabilitation by recourse to means 
which would injure the already modest recuperative powers of real in
come. This essential need must be taken into consideration by all effiorts 
made in the post-war period to rebalance the budget of the government 
and of other pubhc bodies. 

In practice, such efforts take the form of an energetic elimination of 
all expenses which are not considered strictly indispensable for the working 
of the State ; in providing extraordinary receipts to meet extraordinary 
expenditure ; in securing if possible a balance between ordinary expendi
ture and ordinary receipts (1), a balance which in spite of fluctuations 

(1) D E VITI D E MARCO, A . " Principi di economia finanziaria " , Turin, 1934, p. 2 4 , 
remarks that the distinction drawn between ordinary and extraordinary receipts and ex
penditure is a v.ague one, " The distinction is a vague one : it depends above ail on 
the point of view of the person who draws up the estimates ; the following formula might 
therefore be adopted : .Supposing that the initial conditions under which the estimates 
are made continue, receipts and expenditure, wliich it is expected will reappear during 
future financial years, are called ordinary, and those whicli are expected to cease are 
•ailed extraordinary " . 
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2. — In the post-war period as in others receipts will determine the 
scope and intensity of Government action. Classification of expen
diture. 

On the cessation of hostilities all the governments will have to meet those 
expenses bequeathed them by the war which will survive the most severe 

retrenchments. It might therefore seem that during this period at least 
expenditure determines the receipts required for meeting it. If, however, 
we consider the inadvisabihty, on which we have again insisted, of 
squeezing out receipts which compromise the growth of real income, we 
shall readily see after all that available means — i. e. the receipts 
obtained from incomes and savings — determine if not the amount of 
the expenditure, which is a legacy inherited by the government, at least 
the extent to which it is possible to cover it over periods of longer or 
shorter duration. The recognition of the fact that even in the post-war 
period available means determine the scope and intensity of government 
activities, by throwing fight on the main object of this period, will 
enable us to define more accurately the financial problem and to avoid 
disappointments and the adoption of risky pohcies. 

At the beginning of the post-war period we find (a) expenses which 
are not indispensable for the activity of the State and which should there
fore be eliminated in spite of more or less active resistence; (b) expenses 
which cease with the cessation of hostihties ; (c) expenses which, on the 
contrary, arise as a result of the cessation of hostihties (these are either 
incurred once and for aU, or they recur over a certain number of financial 
years at the end of which they expire) (d) expenses which, recurring over a 
certain number of financial years or for a number which cannot be foreseen, 
(e. g. pensions), are at last included among ordinary expenditure and 
caU for receipts which can also be of an enduring nature. 

should be an endnrmg one. The apparently sunple result hnphes in reahty 
a knowledge of all the factors of which the financial administration of the 
country can make u s e ; the consciousness of the need of avoiding at aU 
costs ill-judged deviations and demagogic pohcies ; a pohtical conduct 
guided by a moral fibre strong enough to resist the sometimes formidable 
pressure of special interests, with the single object of securing the growth 
of real income as a means for reconstructing the economy of vast terri
tories strewn with ruins representing a loss which cannot at first be even 
estimated. 
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An example of the first group — expenses to be eliminated — is 
afforded by those incurred for some employees of the State administra
tion and for the members of certain committees. Should retrenchment 
however be limited to the expenses incurred by the State for staffing 
gome offices (providing of course that they are not at once replaced 
by others) or to the suppression of some committees, or to the 
suspension of examinations held for the admission of new employ
ees, or to the postponement of the liabilities entailed b y promotions ; 
or to the reduced consumption of printed matter and stationery, there 
would be Uttle hope of reducing the innumerable expenses entered on the 
State estimates. Among the expenses which should be eliminated are 
those incurred for " integrating " and " supplementing " the prices received 
by producers for certain commodities which, while figuring on the bud
gets of some countries for many milliards, and incurred for the purpose 
of stabilising prices with government help, do not benefit consumers to 
an extent which can even distantly justify the enormous burden they en
tail. It is however far from easy to cut them off at once. The enormously 
long list of direct and indirect subsidies which the State grants to various 
groups of agricultural and industrial concerns should also be revised 
and shortened (1). 

Of the second group — that of expenses which cease with the cessation 
of hostilities — examples are afforded by those relating to govern
ment orders which have not yet been executed. When military opera
tions cease, the dates fixed for the delivery of munitions may be can
celled; the firms to whom the orders were given may be authorised to 
continue the work on their own account or on that of others, usuig the 
materials supplied by the government for which they wUl keep a sepa
rate account. At the end of the other war several concerns, whose working 

(1) Indeed it is no easy matter to give a detailed list of the subsidies the govern
ment may grant. They take the form of direct loans to some concerns on the under
standing that they will only be returned when conditions make this possible ; of loans 
to agricultural and industrial concerns made through the agency of semi-official banks, 
the payment of the interest on the same being guaranteed by the government; the 
partial payment by the government of the interest on loans made for special purposes, 
as, for instance, loans for land improvements, for the development of the fishing indu
stry, direct payments which the government pledges itself to make over a certain num
ber of years to ensure so-called " economic development " . To this class belong the 
subsidies to shipping lines, to railways leased to private companies, to agriculture in 
general and more especially to favour the production of wheat; subsidies to air-trans
port services, and to the' merchant marine. 

In the second part of this report dealing with disguised loans, reference will be made 
to the annuities the Government pledges itself to pay to facilitate the immediate exe
cution of public works. 
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entailed in its turn new expenditure thougti on a lower scale than that 
entailed by the production of munitions, were entrusted with the task of 
winding-up the work in course of execution and of modifyng the many 
rules regulating supervision, requisitions, limitations placed on free 
bargaining. 

It is not so easy to define the third group of expenses — those arising 
trom the fact that on the cessation of hostihties new extraordinary ex
penses replace those which cease, and are incurred either once for all or 
for a series of financial years whose number cannot be accurately foreseen. 
Such, for instance, are the settlement of bfils for munitions which have 
not yet been paid for ; subsidies connected with the dismissal of the 
workers engaged in the munition factories which represent a charge met, 
at least in part, by the State; expenses incurred for the vocational retrain
ing of war cripples and invahds ; for insurance pohcies issued in favour 
of the men caUed to the colours ; for the protection of war orphans and 
for assisting the famihes of the men who fe l l ; for indemnities paid to 
the demobilised men and to their famihes ; for subventions to local govern
ment bodies for losses incurred in connection with war operations to 
enable them to carry out repairs which cannot be deferred or to cover 
their budget deficits ; for assisting the homeless or thosfc evacuated from 
other locahties, or the unemployed. T o this group belong expenses 
incurred for compensating war losses ; for assisting agriculture in the 
difficult transition period from war conditions to those of the armistice 
and later on of peace ; for assisting the revival of land and sea transports; 
for carrying out pubhc works for the purpose of checking, at least at 
the start, the growth of unemployment should it not be possible or 
should it prove more costly to keep the mass of the fighting men under 
arms. 

Many other expenses of an extraordinary description, and therefore 
not regularly recurrent, load down the post-war budgets. It is indeed true 
that we must be on our guard against mere book entries. But when aU 
possible retrenchments have been made, an attentive study will make it 
possible to ascertain at once how much of the expenditure stiU to be met 
should be imputed to payments falling due in other financial years, how 
much should be met in the current year, and how much should be left 
for future years so as to make it possible to meet it out of ordinary or 
extraordinary receipts. 

Lastly, examples of the expenses which, although arising from the 
war pass gradually into the group of ordinary expenses, as it is not pos-
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sible to establish a priori the number of financial years during which 
they wiU have to be met, are afforded by State contributions and assist
ance of various kinds, pensions to war cripples and invalids, the service 
of the national loans. 

3. — Fixed expenditure and expenditi^e which varies with variations 
in the average price levfel. Tendency of ordinary expenditure [to 
increase after the war. 

Among the expenses belonging to the third and fourth groups — 
substantially, those which are additional to the expenses met by the State 
prior to the war — some at least are fixed, that is to say they relate to liabili
ties which do not vary or vary only as a result of measures of a general 
description. Such fixed expenditure belonging to the third group covers 
several forms of assistance of a charitable nature and temporary assistance 
to various forms of productive activity. Among those belonging to the 
fourth group are the expenses incurred for salaries and pensions to 
government and local government employees. 

Other expenses belonging either to the third group (extraordinary 
expenditure) or to the fourth (ordinary expenditure) vary with the fluc
tuations in the average level of prices for the main groups of goods and ser
vices. Such, for instance, in the third group is the expenditure on public 
works, and in the fourth the expenditure connected with those branches 
of production exercised by the State in the form of monopolies and the 
expenditure connected veitb rises in salaries and pensions. 

Among ordinary expenses, (fourth group) the part which remains, 
or should remain fixed — interest payments, salaries, wages — tends to 
increase in the post-war period, partly because of recourse to some of the 
means required for meeting extraordinary expenditure, such as government 
loans, whose service leads to an increase of the relatively fixed quota of 
ordinary expenses, partly because of the general increase in salaries and 
other forms of remuneration. At the same time, the expenditure, which 
varies with the price level, such as appropriations made by the several 
government departments for productive activities or activities supple
mentary to those of private enterprise, tends to exceed that which, 
though generally of a fixed nature, increases. Thus ordinary expenditure 
— either variable or not — tends to increase in the postwar period just 
when the sources for financing government activities are reduced to two , 
i. e. incomes and savings. This makes it'all the more difficult to succeed 
in restoriog budget equilibrium. 
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4: — The increa'se of receipts from income lags behind the growth of 
expenditure. 

The post-war increase in ordinary expenditnre as a result of the 
heavier charges the State has to meet and of the rise in prices, if compared 
to government expenses prior to the conflict, is not only a nominal, one ex
pressed in terms of money, but is substantial. Thus, the method of defining 
the depreciation of the purchasing power of money on the basis of the 
balance-heet of the year preceding the conflict would appear to be rather 
too simple: it consists in multiplying by the coefiicient of this depreciation 
— 5, 7, 10 — the average price levels for the main groups of goods 
and services, the monetary income of the country considered, the 
expenditure of the government or other public bodies, and then waiting 
to see the pre-war situation reproduced in figures. The fact is that each 
of the above-mentioned values — average price-levels, total real income ot 
a country, expenditure, receipts, — may be modified by causes other than 
those related to the creation and circulation of moneta iy instiuments. 
To fail to take all these possibflities into account and to look only at 
their monetary expression, means running the risk of not perceiving 
the real nature of the phenomena. 

On the other hand it is very generally held that when the price levels 
of the main groups of goods and services rise at least to the limit aUowed 
by the arrest in the issue of paper money or by the reappearance of hoarded 
notes, and when the variable quota of government expenses adjusts it
self to those levels, a considerable part of all such expenditure is 
distributed in the form of monetary incomes on which taxation can be 
levied or which can give rise to savings on which the State can draw, and 
that therefore receipts tend to increase and to offset expenditure, increased 
for the reasons above mentioned. 

But, in the first place, we observe a notable time-lag between the rise 
of prices, the increase of government expenditure, the growth of the in
come? over which this expenditure is distributed, and the growth of receipts. 
In the most favourable hypothesis, that of the arrest of the issue of paper 
money, receipts can ohly increase when prices have been stabilised and 
when government expenditure, the incomes to which it gives rise, and 
the pressure of taxation have adjusted themselves to the new and higher 
price levels. Before these adjustments have been made there is a period 
during which there is no reason why receipts should increase to an ex
tent which will balance previously increased expenditure. In the less 



FINANCING GOVERNMENT : ORDINARY TAXATION 153 

(1) " L'attivit^ finanziaria nelle faeidiuna fluttuazione economica" in the volume 
EquiUbrio fra attivita economica e finanziaria", Milan, 1942, p. 95. 

favourable hypothesis — that in 'which the issue of paper money does not 
cease or in which hoarded notes have not yet aU returned to the market 
— the time-lag between the growth of expenditure and the growth 
of receipts wiU tend to be prolonged and will perhaps be accentuated. 

5. — Apart from the lag, the receipts ftom income fall as compared to 
expenditure: 

In the second place it has been shown in other publications (1) that 
one of the results which can be ascertained in a briet time is that not aU 
the expenditure incurred by the State is redistributed in the form of incomes 
and enters into subsequent exchanges. (The many criticisms of the theory 
of the " multiplier '• have called attention precisely to the fact that 
at least a part of the sums spent by the State, even if those assigned tor 
public works are taken into account, does not enter the cycle ot the pro
duction of real income). But let us admit, for the sake of argument, 
that the major part of government expenditure is redistributed in the form 
of incomes. Not all these incomes will exceed the minimum which the 
community decides to exempt from taxation. It may thereiore be that 
in a short time not only w^U there be a lime-lag between the growth of 
expenditure and the slower growth of receipts but the receipts themselves 
will be reduced owing either to the fact that the incomes themselves are 
scanty or exempted by law from taxation, or because the savings to which 
the incomes arising from government expenditure, both ordinary and 
extraordinary, may give rise, are small. 

The reduction in the ratio between receipts and expenditure is more 
evident when considered over longer periods of time, for instance, over 
a year or a period of five years, during which the activities of the State 
draw on consumption goods or goods which might be used for producing 
them for private consumption. But as these goods are not assigned for 
economic activities, there can be no certainty that they will be reconstituted 
in a like amount or by goods of like productive capacity. In such cases, 
as already stated, the action of the State, though it may be ju.stified from 
many points of view, causes a loss of real income to the country. And 
if real income be reduced the receipts levied on incomes cannot increase. 

There are therefore no sound foundations for the opinion that when 
average price levels rise accompanied by arise in total monetary income, 
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expenditure may increase but receipts wUl increase in a corresponding 
measure Even should assiduous control enable the fiscal authorities 
to maintain unaltered the pressure of taxation on the monetary income 
which has increased with the rise in prices, the increase in receipts will in 
the first place only be obtained after an interval of time, and in the second 
place the rate at which receipts will increase will be slower than that at 
which expenses will increase and the lag will correspond to the extent 
to which the State destroys consumption goods or the means of producing 
them without the certainty of replacing them in the future, by amounts 
corresponding to those ascertained at the time when they were drawn on. 

It is true that both the receipts from incomes arising from independent 
private production and those from the incomes arising from the distribu
tion ot ordinary government expenditure, may be supplemented b y further 
yields. As when, for instance, the State has recourse to national or 
foreign loans to meet extraordinary expenditure, which is distributed in 
the form of incomes exceeding the minimum amount on which the commu
nity has decided not to levy taxation; such incomes may be taxed and may 
yield returns which supplement the other receipts. But no country can 
decide a priori to what extent its receipts from incomes will faU below the 
growth of ordinary expenditure, nor the amount of the supplementary 
receipts to which reference has just been made. It is indeed hkely that 
the difference will be covered by supplementary receipts, but the cer
tainty that it wiU in time be so covered can only be given by the adequate 
growth of total real income. 

6. — Inquiries preliminary to the study of receipts from incbmes and 
from savings. 

We have thus defined the problem of financial rehabilitation and 
included it within the vaster problem of the revival of the production of 
consumption goods ; we have pointed out that, ultimately, in the post
war as in other periods, the scope and intensity of government action 
determined by the means on which it can d r a w ; we have noted the fact 
that unless favourable events occur the increase of receipts follows the 
growth of expenditure at a later date and in a lesser degree. 

Income, expenditure, receipts are not static ; they are moving cui-
rents which must be followed with great attention through the course 
of time. 

When all recourse to the issue of paper money and the consumption 
of capital has stopped and when expenditure has been scrupulously 
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cut down the authorities, whose duty it is to provide for meeting expenses, 
will consider the situation of the ordinary and extraordinary receipts 
i. e., the possibility of having recourse to both simultaneously. And if 
they wish to perform their difficult task wisely and with a due sense of 
proportion, they will feel the need of ascertaining certain facts and fixing 
the Mmits within which they can work, as otherwise their action could 
only be experimental, which is unfortunately only too often the case. 

Only in so far as one can ascertain that in a given country at least 
some groups of incomes leave margins in excess of the minimum amounts 
considered indispensable for meeting essential needs and for developing 
the production of the less essential consumption goods required by the 
home or foreign market, will it be possible to study the means best suited 
for financing government activities in the post-war period ; to study the 
consequences arising from drawing on part or the whole of this margin ; 
to study the effect on expenses of these receipts. Without at least an 
approximate knowledge of the size of these two margins, the authorities 
would have nothing to go on but hypotheses which would offer them 
no safe means of reaching the soUd ground of concrete solutions. 

It would therefore seem indispensable that all countries desirous of 
directing their policies along sound lines should make enquiries («) on the 
amount of total real or monetary income estimated at the beginning and 
presumed to exist at the end of the war; {b) on the distribution of total 
income as ascertained at the beginning and presumed at the end of the 
war, taking care to note any differences between the two sets of data ; 
(c) on the amount of voluntary savings estimated at the beginning and 
presumed to exist at the end of the war ; {d) on the minimtim income 
considered indispensable for satisfying the more irreducible needs ; (e) on 
the minimum amount of savings considered indispensable within a given 
period of time for developing the production of consumption goods of a 
less essential description but required nevertheless by the home and inter
national markets ; (/) if possible, on the difference for each income group 
between the minimum " double " estimated as above, and the income 
actually received by each citizen so as to ascertain, at least theoretically, 
what the State could levy within a given period were all incomes reduced 
to the " double " minimum ; (g) if possible on the difference for each 
income group between the income received and the income spent by each 
recipient, so as to ascertain the material possibility of a further reduction 
of consumption in the post-war period or at least of maintaining the res
trictions placed on consumption in the preceding period and of draw-
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(1) See the first Study, par. II. 
(2) See the first Study, par. 4. 
(3) The modifications of the economic structure and distribution of incomes thus 

brought about are the subject of the eager if not always systematic enquiries of inter
national literature. See CABIATI, A : " I I finanziamento di una grande guerra " . Einaudi. 
Turin, 1941, and for a bibliography our "Eessons", Vol. Ill , Part II. 

ing on savings to finance government activities productive of public-
services or engaged on the work of reconstruction. 

Limiting our remarks to receipts from incomes, should there be no 
margin between minimum income and income received on which taxation 
can be levied, or should this margin be inadequate to meet government 
needs it would seem to be necessary on a closed market (a) to limit govern
ment activities ; (b) to await the growth of total real income which when 
redistributed in the form of increased incomes would also aUow of larger 
yields; (c) when possible, to reduce private consumption below the previous 
minimum. When the market is in communicaUon with others it will 
be possible to have recourse not only to these sources but also to the in
comes of other countries by means of exports (1). 

7. — Limits within which it is possible to draw upon incomes during 
the transition period from peace to war and for the conduct of the 
war." 

When the size and, if possible, the distribution of the total income of 
a country is known, and when the volume of existing savings is known, 
we must ascertain the extent to which it is advisable for a goAeinment 
and for local government bodies to draw on this income by means of taxes 
and loans. We have already said (2) that in the transition from peace to 
war — characterised by a marked, sometimes a progressive, decrease in 
the production of consumption goods for private use and by the growth, 
sometimes unmeasured, of the production of consumption goods to be 
used by the community, for instance arms and ships, or of consumption 
goods for the armed forces (3) — the State when it secures the necessary 
means for carrying on its activities by drawing exclusively on the incomes 
arising from those forms of private production which continue active 
during hostilities, finds its expansion limited by the aforesaid tendency 
of all incomes to fall to that minimum level which, in a given country 
at a given time, is considered indispensable for satisfying the most urgent 
individual needs : a minimum therefore which cannot be taxed, at least 
not openly. 
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When the State also draws on available savings and has recourse to 
the consumption of capital it finds the limits to its expansion enlarged 
by the contributions made b y these two sources. Otherwise stated, 
the aforesaid tendency of incomes to sink to a minimum level is delayed 
to the full extent of this contribution which increases by its full amount 
the sum available for financing government activities. 

When the government also has recourse to specific inflation, the limit 
is further displaced to the whole extent of the contribution made by the 
new monetary resources. 

8. — Neutralization of the first three sources by the fourth and regression 
of the limit just referred to. 

But as soon as the amounts which the yields of the second, third, and 
fourth sources of receipts placed at the service of the State are assigned to 
the several chapters ot expenditure and raise the prices of consumption 
goods and services, whose production, in the meantime, instead of growing 
diminishes or at best remains constant, the limit, which at first was en
larged to the full extent of the contribution made by the last three sources, 
tends to mark a regression. Specific inflation injures the efficiency of the 
money yields obtained from incomes, savings, and the consumption of 
capital; it also injures the efficiency of its own yield. The more copious 
it is, the less efficient it becomes, and the less effective it is in opposing 
the tendency of incomes, consumption and production to fall to the 
minimum level. Therefore, during war the expansion of the limits within 
which government activities may be carried on through recourse to the 
last three sources of financing, and more especially to specific inflation, 
can only be temporary during periods in which the capital circuit obtained 
by limiting consumption, as well as by blocking prices and investments, 
can be made to work in full. 

Should the circuit not work well, the government, if it desire to 
continue in Uke measure its activities, wiU need to make ever larger issues 
of paper money which will intensify the regression of the aforesaid limit. 

The purchasing power of estimated receipts wiU decline with the 
circulation of the new paper money. As their purchasing power declines, 
all who are in receipt of incomes which are only slightly above the minimum 
are likely to see them reduced to that minimum or below it, and they 
will be unable to stand a further increase of taxation or to put aside sav
ings. The recipients of average-sized incomes will find themselves redu-
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ced to the fixed nunimum and their respective capacity to pay taxes and 
make savings will be curtailed. Only incomes much in excess of the mi
nimum wiU continue for some time to be taxable and capable of assigning 
a part to savings. This will be true more especiaUy for the incomes 
pertaining to the first recipients of the new notes with which the State 
purchases the goods it needs. The reduced yield of all the sources of 
receipts which finance government activities will become evident. 

9. — Limits within which it is possible to draw on incomes after the war. 

In the transition from war to peace, private enterprise, desirous of 
intensifying production, and the government which has to meet post-war 
expenditure, compete in drawing on the sources for feeding their respective 
activities. This competition is all the keener because the sources to which 
the State can have recourse are now reduced to two, incomes and savnigs. 
Under these conditions, the extreme hmit placed on financing government 
activities by recourse to incomes might be fixed, even in the post war 
period, by the tendency of incomes to fall to the minimum tax-exemp
tion leve l : a minimum, moreover, which for many reasons, more espe
cially on account of losses extending over a long period of time, should 
be higher than that fixed during the period of hostihties. It may also 
be found that the exemption limit should be displaced to the full 
extent of the contribution which can be made by savings which, to the 
extent in which they exceed the minimum held indispensable for independ
ent productive activities, can be drawn on by the State in the form of 
loans. 

We may also caU attention to the difficulty of defining the minimum 
level of savings indispensable for sustaining productive activities, as this 
minimum tends to vary with economic fluctuations, and the prospect that 
the profits of private enterprise will be higher or lower than the interest 
rates which the State offers on loans for which it competes with private 
enterprise so as to finance its activities. Nevertheless, it would seem 
necessary to fix this limit so as to avoid the excessive absorption of savings 
in pubUc activities. 

In any case, the respect of a minimum income level and of a nninimum 
volume of savings affords the permanent basis for (a) a minimum of 
productive activities supported by the expenditure of the minimum tax-
free income on the more essential consumption goods, (b) a minimum of 
productive activities expended on other kinds of consumption goods, 
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perhaps less essential but likewise in demand on the home and international 
markets, activities in which the savings for which public bodies are c o m 
peting, are invested, (c) government activities supported b y both incomes 
and savings to the full extent of the difEerence between the minimum in
come and that received b y the several recipients, between the minimum 
volume of savings and the volume of savings existing in a given country. 

Should the volume of private savings exceed the minimum which it 
is agreed should be respected, because, for instance, the indispensable 
minimum for private needs has been calculated on a generous scale, and 
should the State succeed in drawing on the said savings, the limit to which 
government financing may go, and therefore the limit placed on the ex 
pansion of government activities, wiU be enlarged to the extent of this 
last mentioned contribution. 

10. — The more logical and more immediate post-war limitations. 

But the extreme limit — justifiable when the urgency of war needs 
induces the country to make demands regardless of their cost in goods, 
to intensify production b y aU means, and to take financial measures how
ever drastic they may be — cannot be attained in times when the interets 
of the community demand intensified production, a definite increase of 
real income which distributed in the form of larger incomes to all those who 
participate in these increased activities will help to correct the disequilibria 
in the economic structure, to promote a fuller satisfaction of needs, and 
to favour the accumulation of large amounts of savings. It would seem 
vain to seek for other forms of equilibrium, — financial, social or politica , 
— if the equilibrium of the whole economic structure be not first secured 
or be not hkely to be secured. 

Now, should a fiscal system try to secure the whole difference between 
the minimum tax free income, estimated as above, and the income obtain
ed by each recipient, it will remove all incentive to increase the supply 
of consumption goods and of the factors of production. This will hinder 
the development of real income, unless indeed the minimum tax-free iocome 
be fixed on a very generous scale ; in which case the maximum limit of 
financing operations, and therefore of the expansion of government activities 
wiU be narrowed. The fact is that heavy taxation, the confiscation 
of profits and of the remuneration required to determine the offer of the 
several factors of production are not the most effective means for securing 
the growth of income which is deternuned by contrasting motives of emula-
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tion and profit. Heavy taxation, by smothering these motives, ends by 
endangering the foundations on which rest the possibihty of securing 
the means for financing large scale government action. 

If, on the one hand, the heavy burden of taxation weakens the incentive 
which induces private enterprise to secure high incomes and accumulate 
savings, and if on the other hand the State spends the receipts obtained 
from taxation and loans on activities which, as regards the formation of 
total real income, are too remotely instrumental, the result wiU be that 
productive activities wiU progress at a slower rate, if they do not indeed 
come to a standstill; the disparity between the supply and demand of 
consumption goods wiU reappear; the State budget and the balance-
sheets of the more important business concerns will again show a deficit; 
and as a result the financial operations required by the expansion of govern
ment activities will have to contained within the Umits logically assigned 
them by the consideration of the economic value of each intervention 
whether it be for raising revenue or spending it. 

The transfer of all the means of production to State ownership, and 
State management of all branches of production would not settle the pro
blem, as it would not succeed in promoting that more decisive growth of 
real income which alone can afford a more soUd basis for the growing acti
vities of the State. On the contrary, the impossibfiity of securing a better 
combination of the factors of production, not only from the technical but 
also from the economic standpoint, by placing them under a central mana
gement has often been demonstrated. It is only by keeping the stand
point of economic expendiency in view that it is possible to secure the 
growth of total real income not only during a given period but continuously, 
and of assuring the permanent development of new enterprises. 

As is proven in the last of these studies, the economic expediency of 
each intervention by a public body is shown by the favourable comparison 
between the costs and the useful results of each collection of funds and 
of each expenditure. The State can never afford interventions which 
are economically of httle advantage; or at least it should never do so 
without reahsing the consequences of its action. The results of such 
action are in the first place the loss of the advantages which would arise 
from a revival of production and a larger supply of consumption goods, 
and in the course of time they positively reduce production. 

Carelessness and incompetence may fail to perceive the immediate 
and logical limitations which should be placed on government action in 
the first post-war period. The consideration of the other tendency — 
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that of incomes to fall to the minimum level fixed for tax-free incomes — 
a tendency which is only temporarily postponed, is in marked contrast 
with the main purpose which should be pursued during this period, t. e., 
a definite increase of total real income. 

11. — E o secure larger yields ft-om existing taxes. The notion 
of the pressure of taxation. 

When the real conditions in which it has to work are known, when the 
limits within which it can operate are realised, when the policy of reducing 
ordinary and extraordinary expenditure to a minimum has been carried 
out, the State, endeavouring to secure the financial rehabilitation of a 
country, has spontaneous recourse to an effort to secure larger yields from 
existing taxation. 

The ratio between the yield of the several taxes — government, lo
cal, and in some countries also compulsory contributions to syndical, 
insurance and rehef funds — and monetary income is described as the 
pressure of taxation. This ratio is in function of several factors, among 
which the level of average incomes in a given country, the distribution 
of total income between the several classes of recipients, the more or less 
riiarked tendency of the said income to grow, remain stationary, or de
cline, the tendency of the recipients to save or to invest, and so on (1). 

(1) International comparisons may sometimes react on the advisability of increas
ing the pressure of taxation. But with few exceptions, the fiscal statistics of many 
countries are not only incomplete but are far from being homogeneous, a quality which 
alone would allow of reliable comparisons. 

Thus, for instance, on the sole basis of percentages — let us say of 25 % or of 
35 % — used for measuring the ratio between the yield of taxation and the total income 
of different countries, it would be difficult to assert on the basis, of the first of these 
two percentages that the pressure of taxation in Italy is lower than e.g., in Germany on 
the basis of the latter. As a matter of fact the average for incomes in Italy is much 
lower than in Germany, 2,500 in 1936 as compared to 8,500 in Germany and 9,000 in 
England. It is true that the lower average Italian income is accompanied by a lower 
standard of living and by a higher capacity of the citizens to make sacrifices. But 
this assertion does not affect the fact of the low level of average income. Moreover, 
in Italy the distribution of total income prior to this war showed that barely one tenth 
of it was received by recipients of more than 2,000 lire per month. Under these cir
cumstances, a jjercentage of 27 % indicates on the one hand that the pressure of taxa
tion is already very considerable, and, when we consider the characteristic distribution 
of total income, it shows that this pressure weighs mainly on average and small incom
es. On tlie other hand, the effort to meet great financial needs by levying taxation at 
high rates on the larger incomes will yield scanty results unless at the same time aver
age and small incomes are severely squeezed. 

Some enquirers may be led to compare the growth of the yield of taxation in various 
countries during a given period — for instance during the war — while neglecting to 
take into consideration the difference of the several situations on which they base their 
calculations. In a country where average incomes are high, such for in.stance as the 

(II) 
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The fact is that the pressure of taxation varies not only from country 

to country but, within each country, from one period to another. For 
instance, during the first world war (1914-18) the pressure of taxation 
was reduced. In Italy, in 1916-17 the yield of taxation had only increased 
by 18 % at a time when the monetary income had doubled. At the 
close of hostihties the pressure of government taxation had not yet return
ed to the pre-war level. 

12. — Dynamics of the pressure of taxation. 

To follow the changes in the pressure of taxation during the present 
war it would be necessary for each country to make rehable estimates of 
the average level of the prices actually ruling for important gioups of 
goods and services. On the basis of these averages it would be possible 
to calculate the monetary income and to compare it to the yield of taxation. 
As however the requisite data are lacking, it would seem legitimate to 
presume, on the basis of other data, that marked changes have occurred 
in the pressure of taxation. For instance, the calculations might be based 
on the ratio between the yield of taxation and State expenditure instead 
of on the ratio between yield of taxation and total income ; or other indir 

United States, the yield of taxation which was negligeable prior to the present war 
when compared to the total monetary income, has been very considerably increased 
during the war. In a country where average incomes are small the yield of taxation, 
which was already very considerable before the outbreak of hostilities when compared 
to total monetary income, will only show a slow rise during their progress. Could it 
be affirmed that the former country in responding to the demands of the State has made 
greater efforts than the latter t In the instance referred to the contrary is the case. The 
fact is that in judging the comparative pressure of taxation is several countries, great 
circumspection is required. On the difficulty of drawing comparisons between the 
pressure of taxation in different countries see COSCIANI, C , " Studio sulla pressionp 
tributaria e sulla evaeione in Italia " "Associazione fra le Societa per Azioni " , 1943. 

Further obstacles in the way of reliable comparisons arise from differences in the 
organisation of the fiscal systems, which may lead to errors of judgement. Thus total 
taxation absorbs 24.5 % of the income of Great Britain and 39.1 % of that of Ca
nada. " Evidently — remarks the BoUettino d'informazioni of the aforesaid Associa
zione, of June 1-15, 1943, p. 190, the pressure is not on a uniform basis because the 
fiscal systems are very different. In Canada, 44 % of total taxation consists of in
direct taxes, 28 % of the tax on turnover, and only 20 % of the direct tax on incomes. 
In Great Britain indirect taxation accounts for only 36 % of the total, the tax oa 
turnover for 15.5 %, and direct taxation of incomes for 39 %. There are moreover dif
ferences between the various groups of incomes. In Great Britain incomes of L. st. 80 
are exempt from income tax in the case of unmarried persons, and those of 140 for 
married persons ; in Canada the equivalent figures are L. st. 135 and 245. On very 
high incomes (i.e., those exceeding L. st. 12,500) taxation is heavier in Great Britain 
than in Canada; but in the case of average sized incomes the reverse is the case. 
Thus the unmarried tax-payer in receipt of an income of L. st. 1,250 pays L. st 
494 in the United Kingdom and L. st. 538 in Canada. 
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ces might be used the value of which would have to be examined b y the 
student. ' 

It is true that the ratio between the yield of taxation and State expen
diture cannot fully replace the ratio between the yield of taxation and to 
tal income. Not aU the amounts expended by the State are redistributed 
in the form of incomes. A part, for instance, may go abroad in payment, 
let us say, of imports. Nevertheless, it is very interesting to know what 
quota of government expenditure is actually met by sums levied on in
comes. As whether it be large or smaU to begin with, this quota decUnes 
in almost aU countries as the war proceeds. 

This reduction wiU be a relative one if, in the country taken into 
consideration, the pressure of taxation was already so high as to induce 
the government to seek the receipts required for financing its activities 
from other sources. The source derived from incomes then loses import
ance as compared to other sources. The reduction is an absolute one 
when it is due to defects in fiscal machinery which allow of tax evasions. 
Long intervals between the revision of income assessments ; delays in 
procedure •, defective definitions of taxable income ; methods of assess
ment which facilitate the concealment of taxable property such as assess
ments based on circumstantial evidence which are less strict than would 
be desirable in times of financial stringency ; specific duties, for instance, 
instead of ad valorem duties ; methods of tax collection which are more 
costly and less reliable than others as, for instance, coUection entrusted 
to middlemen rather than to tax coUectors employed by the government 
itself — are aU causes which lead to the decUne of the pressure of taxation 
as a result of which the increase of total monetary income is not a c c o m 
panied by an adequate increase in the yield of taxation. 

Several other indications may be of use in deciding whether the de 
cUne in the pressure of taxation is due to formal or substantial causes. 
Thus, for instance, if during the war and inflation years the yield of direct 
taxation on land and buUdings remains constant ; if the increase in the 
yield of taxation on incomes from movable property (personalty) shows 
only a moderate increase at a time when government expenditure on 
orders given for munitions of war and on subsidies for supplementing 
prices, i. e. on purposes which are to the advantage of the producers of 
goods required for the war or to the civUian population as a whole has 
risen to tens of miUiards of Ure ; if the increased yield of taxes on 
consumption is also a moderate one owing to the stability or slow rise 
of the prices of many essential commodities such as house rent, public 
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services, essential commodities, heating, hght, as a result of the severe 
limitations placed on those forms of consumption which are most profita
ble to the Treasury, clothing for instance in the widest sense of the word (i) 
we should be justified in coming to the conclusion, even in the absence of 
rehable estimates of total monetary income, that tax evasion is taking 
place on a large scale. This is explained — not justified — by the serious 
difficulty experienced in keeping track of the complicated phenomena 
of the redistribution of incomes and goods caused b y inflation. It is 
remedied by the effort to bring the pressure of taxation back to the 
pre-war or to higher levels. 

13. — In some cases the return of the pressure of taxation to its pre
vious level is equivalent to Its increase. 

The attempt to bring the pressure of taxation back to its previous 
level must however be made with caution when it is carried out duiing 
hostihties in countries having recourse on a large locale to specific inflation, 
and which are unable to neutralise its effect on prices by securing the «cir
cuit of capital». For in such cases, should the depreciation of the pur
chasing power of the currency be more rapid than the increase of income 
received by the several recipients, — i . e., should incomes increase during 
the period but should the decrease in their purchasing power be .-till 
more rapid, — the policy which aims at raising the pressure of taxation 
on the nominally increased incomes which, however, have in reahty de
creased to a level equal to the pre-war level, will rea,lly mean increasing 
that pressure. It is indeed evident that levying the same percentage on 
an income whose purchasing power has declined, means placing on it a 
heavier burden. 

(1) See the interesting article " Tributi e reddito nazionale " in Eeonomia eu 
ropea, July, 1943. In the caso of Italy the A. point.s out that at the end of tlie 
firHt three years of the war the yield of direct and indirect taxation had risen a little 
Je.«.'i than 4-5 %, State rxpenrliture had more than tripled, the general level of current 
prices could be consiilered to have doubled. When it will be possible to estimate to 
tal monetary income at the end of the liostilities, more accurate estimates will be pos 
sible. There seems however to be no doubt that during the war certain sections are 
being formed — such for instance as those of industrial and agricultural incomes — 
where the pressure of taxation has been reduced. Moreover, if we take into considera
tion the increase of personal incomes of the great m.ajority of the consuming classes — 
industrial workers, small holders, metayer and tenant farmers, small land-owners, men 
called to the colours, the recipients of subsidies of various descriptions — the increase 
of their respective purchasing power and of their taxable capacity is confirmed by the 
inelasticity in the demand for certain non-essential commodities, however much their 
price may increase. 
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(1) " It would seem that a single rate affords a better guarantee of equal treatment. 
This would be true if all incomes were assessed with the same degree of accuracy. But aa 
this condition can never be secured in full, it is only when rates differ that the inevi
table discrepencies in the assessments can be eliminated, provided that the legislator 
is really desirous of securing this end. If, for instance, the salaries of civil servant* 
or even the incomes of land-owners were taxed at the same percentage at which the 
incomes of the professional classes are taxed this would not be equality of treatment . 
DE VITI D E MAKCO, A . " Primi principi di economia finanziaria " , Turin, 1934, p. 179. 

(2) In ItaUan legislation examples of double taxation are afforded by (a) the tax 
on the incomes of land-owners who may not deduct interest payments made to credi
tors who are guaranteed by mortgages on the rural or urban immovables and the income 
tax levied on the interest payments themselves; (/-) the tax on the consumption of 
raw materials — for instance, iron, — and the tax on the consumption of manufac
tured iron goods ; for if, as a result of the phenomenon of transfer which the le
gislator favours so as to tax the income of the consumer of manufactured iron, the 
two taxes should be amalgamated in the price of the said manufactured goods the in-

No less caution is required in the post-war period, so long as piiceB, 
notwithstanding the stoppage in the issue of paper money, continue 
to rise above the level reached when hostilities ceased as a result of the 
return of hoarded notes to the market and of the further decrease in the 
supply of goods. The price-rise wiU be a Umited one if stabUisation is 
firmly pursued. As moreover aU incomes do not share in the inciease, 
many of them remaining stable or rising to levels only slightly higher, 
it wiU be necessary, when making the preUminary enquiries, to ascertain 
their real consistency so as to avoid the danger that taxation, on the pre
text of returning to pre-war levels, be reaUy raised, which is not always 
desirable under post-war conditions. 

14. — The control of tax evasion and of double taxation. 

The first form which the endeavour to secure larger returns from 
taxation may take is the control of tax evasion, both in the forms it had 
assumed before the war and in those assumed during the hostiUties. Tax-
evasion impUes the withdrawal from the action of the fiscal authorities 
of taxable wealth. The attempt to prevent this requires the strict a-
sessment of aU incomes, if need be b y recourse to various methods and at 
various rates (1). The scientific organisation of the fiscal administration 
with a view to securing this would entail the removal of aU the drav^backs 
mentioned in par. 12 as giving rise to the phenomenon of tax-evasion. 

The second form which the endeavour to secure larger returns from 
existing taxes may take is, though it may sound paradoxical, the control 
of double taxation. Such dupUcation occurs when direct taxation is 
levied twice or more times on the same income, or the same portion of 
an income, or several times b y the same branch of indirect taxation (2). 
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c'oine obtained will be struck repeatedly by the same tax ; (c) the taxes successively 
levied on the transfer of the same volume of savings, as when a first investment is made 
in .securities or immovables and when these are sold at a higher than the buying price 
tiie proceds being invested a second time in other securities or other immovables on which 
other taxes are paid ; or when on the death of the owner of the securities or immova
bles the estate duty represents — in relation to the original investment of the de cu;u»— 
the final duplication of the several indirect taxes on transfers which have been levied 
in the course of time. 

The notion differs from that of a heavier burden resulting from a rise in 
the rate of taxation or the levy of new taxes on the income of the same 
tax-payer. 

The need of preventing evasions leads to recourse to many taxes 
rather than to single taxes, and to the contemporary use of direct and 
indirect taxation which are supposed to complete each other in securing 
the taxation of the income on which they are levied. On the other hand, 
the need of avoiding double taxation leads to action for identifying the 
nature of the several incomes, as a result of which while the mass of con
sumption goods produced by a given country in a given time are identified 
with a view to their taxation, an effort is made not to strike them more 
than once. 

The tax administration which expects to receive a certain yield 
from a given number of taxes on taxable wealth, finds itself deprived 
now by tax evasions and in the future by double taxation. The effort to 
prevent both these abuses in the postwar period is not only in keeping 
with the interests of the tax-payer but is a means of avoiding the future 
shrhikage of income and consequently of the yield of taxation. It is the 
most natural if also the most perplexing means for securing a well-
organised financial rehabilitation. It is a policy which should be sup
plemented by tho revision of tax-exemptions. 

15. — A third form which the effort to secure larger returns from exist
ing taxation may assume: the reduction of tax-exemptions. 

As a matter of fact the burden of the various forms of taxation is 
rarely borne by the whole monetary income of a country. Not all reci
pients of income are called on to contribute to it, nor are all required 
to contribute in like measure. Apart from that portion of income 
which, as we have seen, succeeds in evading taxation, a conspicuous 
part of the total monetary income is exempted by law from taxa 
tion. The exemptions depend for the most part on special circum-
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(I) For instance, the interest on national debt securities — as the exemption enabl
ed the State to offer a lower rate of interest; the rents from new urban dwelling-houses, 
an exemption granted to encourage their construction ; the incomes of agricultural 
workers not always in, excess of the minimum subsistence income; the income arising 
from activities which it is considered desirable to encourage, as for instance to promote 
industrial development in certain parts of the country, land improvements in others, 
and so forth. 

stances (1), or on the exemption of minimum or small incomes. The 
exemptions granted to small incomes give rise to systems which, b y 
means of progressive rates, tend to displace the burden of taxation 
from minimum and smaU to average and large incomes. 

When tax-evasions attain conspicuous figures and tax exemptions 
are granted on a large scale, the burden of direct and indirect taxation 
ends by weighing on only a part of the total monetary income, a part 
which, in countries with a low average and few high incomes, approaches 
half and sometimes falls to even a lower percentage. Thus the recipients, 
who are nearly always the same persons, of the incomes on which 
taxation, and more especially direct taxation, is levied are inclined to feel 
that they are called on to carry excessive burdens and subjected to unequal 
treatment, perhaps at the very time when the ratio between the yield of 
taxation and total monetary income is, on the contrary, tending to 
decline. 

16. — Difference in the difficulty experienced in reducing tax exemptions 
during the war and in the post-war period. 

It is easy to revise tax exemptions during hostilities, when the total 
rlionetary income and the several incomes among which it is distributed, 
are constantly rising. It is especially easy when the contributions of the 
several sources which finance government activities are increasing and 
when their redistribution for the most part among the smaller incomes, 
makes it less difficult to subject to taxation incomes previously exempted. 
But it is not so easy, even during a war, to revise tax exemptions in a 
country where the average income is low and where therefore the level 
of the incomes thus exempted is a low one, except in the case of exemptions 
granted for reasons other than the low level of the income thus favoured-
At such times, special privileges confronted by the need of meeting 
financial demands are more easily suppressed. 

But a revision which desires to be a well-considered one, is faced 
by much greater difficulties in the post-war period. Not only does it 



168 INTRODUCTION TO POST-WAR RECONSTBTJCTION 

require as a premise the accurate assessment of surviving incomes and of 
the new incomes which have arisen, but it must take into account the fact 
that by suppressing recourse to note issues and to the consumption of 
capital, the sum available for government needs tends to decrease and 
the growth of average and small incomes, towards which the said expendi
ture flowed more abundantly during the period of hostilities, tends to 
shrink. Consequently, and until such time as a decisive revival of inde
pendent private productive enterprises carried on with the participation 
of large numbers of persons belonging to the lower income groups, sets in, 
any attempt at a revision of exemptions with a view to their reduction 
win meet with strenuous opposition, and is likely to give only scanty 
results. 

In addition to this in the post-war period, besides making a strict 
assessment of the incomes which stiU subsist and of the new incomes 
which have arisen, it is necessary to consider, in the case of irregular in
comes and of those which expire in this period, the possibility of granting 
relief from taxation, abatements, suspension from entry on the tax roUs, 
discriminations : in short a whole series of facilities to which recourse is 
also had when passing from peace to war conditions, and which are based 
on much the same motives during the inverse period of transition from 
war to peace. 

Thus, for instance, when note issues cease, should the prices of the 
main groups of goods and services continue to rise until they reach the 
level agreed on for an at least de facto stabilisation, Equity wfll require 
that whfle strictly enforcing existing and new taxation, discriminations be 
made in favour of those incomes which have not increased. And this 
makes it still more evident that the endeavour to reconduct the pressure 
of taxation to the pre-war level cannot be carried out by merely calculating 
a percentage of the total monetary income — 30, 35, 40 per cent. — and 
requiring taxation to rise to it without more ado. The endeavour demands 
the most vigilant assessment of the several incomes so as to decide in 
which cases the reduced fiscal severity can be revived with a probability 
of success, and to what extent it will be possible to carry out the taxation 
of incomes without compromising the growth of real income. 

In short, the control of tax evasions is the only means of securing 
larger returns from existing taxation which seems likely to give resulti 
of some importance in the post-war period. The other means — the avoid
ance of double taxation, the reduction of tax exemptions, — are not 
likely to give results of importance when compared to the size of the finan-
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cial needs which have to be met. On the other hand, even the decisive 
results which may be secured by the control of tax evasions are likely to 
be so at the cost of the savings made possible by the incomes received du
ring the war rather than at the cost of the incomes themselves, whether 
they be those which have survived the war or new incomes whose 
volume is definitely smaller than in the pre-war period. 

This is the reason why the extraordinary taxation of excess profits 
earned during the war of which we shall soon speak, inserting itself among 
the means used for preventing tax evasions, endeavours to draw on capital 
increments when it is applied or continues to be appHed in the post-war 
period. 

17. — Increase in the existing taxes by the application of proportionate 
and progjressive rates. 

If we set aside the idea of securing larger yields by such general measu
res as retouching existing taxes, modifying fiscal machinery, levying 
new taxes which not infrequently entail high administrative costs and 
a more numerous staff, the raising of the rates of taxes already in force 
presents the problem of the degree in which they should be graded, of 
the phenomena which such rises will produce, of the possibihties of securing 
conspicuous and more especiaUy enduring yields. Such studies are fruitful 
when they can be made on existing systems of taxation. Nevertheless, 
the problem of the graduation of rates requires, in post-war periods t o 
be courageously faced so as to protect the community against platitudinous 
commonplaces and appeals to justice which not infrequently conceal ten
dencies which are far from impartial and which a ie financial delusions. 

In face of needs such as those of the post-war period it would seem 
equitable that the wealthier classes should be called on to contribute in a 
progressive degree to the needs of the State. The exemption from taxation 
of smaU incomes was the first step towards progressive taxation, for when 
minimum and small incomesj— which in all countries represent as a whole 
a large and conspicuous b o d y — are exempted it becomes necessary 
to offset this exemption b y increasing more than proportionately the taxa
tion of the larger incomes which in aU countries are not very numerous 
and represent a smaU total. This is the truth. The curve showing the 
distribution of incomes presents nearly everywhere the same outUne. 

But in each country progressive taxation can only continue on condi
tion that incomes likewise continue to be high and such as to induce pri
vate persons to accumulate savings. High incomes are precisely those 
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called on to support the burden which minimum and small incomes wish 
to avoid. On the other hand, savings are the vital sap of all consumptive 
and productive activities. If savings are not made because the income 
obtained from them, when applied to production, is the object of perse
cutions as soon as it exceeds a certain level ; if high incomes tend to 
disappear because they are more severely curtailed, the burden of taxation, 
required to meet unpostponable needs wiU again have to be met by 
the smaller and minimum incomes. 

But when progressive taxation is so graded as to respect the type 
of average income characteristic of each country, t. e., when it does not 
weigh more heavily on that average income or on those exceeding the aver
age and therefore does not reduce either the number or the size of the 
higher incomes, nor the incentive to make savings, the interest of the 
fiscal authorities to secure the highest tax yield and that of the less wealthy 
classes to secure the fullest exemptions possible will be satisfied ( 1 ) ; 
and it is possible to expect that taxation will be in a position, at least 
as regards its organisation, to meet the progressive needs of government. 

It might almost be said that progressive rates are efEective not in 
cutting o 2 the high points of incomes but in shearing off completely high 
income levels. In short, steeply progressive rates levied on a small num
ber of high incomes endanger by the elimination of these latter the increase 
of real income — which alone can support the burden removed from mini
mum and small incomes — and will therefore endanger the yield of taxa
tion. Should the yield decline, it will become necessary to tax more 
highly average incomes and to reduce the exemptions granted to smaller 
and minimum incomes, as occurred not long ago in England (2). 

(1) "The leaders of the masses often forget that the indefinite accumulation of 
(lavings has reduced the cost of living, increased the wages of labour, and assured the 
progressive yield of taxation, and has therefore made it possible to follow a policy of 
growing tax exemptions in favour of small incomes, and they give way to the common 
delusion that it will be possible to preserve the advantages conferred by larger produc
tion and to win, in their own interest, those of a better distribution. But to wish for 
a better distribution of wealth and hinder the increase of the things to be distributed, 
to desire that taxation be lightened and at the same time to hinder the increase of tax
able property are fundamental and incorrigible contradictions " . D E VITI D E MABCO, 
A. ; '• Primi principi di economia finanziaria " . Turin, 1934, p. 175. 

(2) The "Economist " of January 9, 1948 called attention to the fact that in 1942 
the increase of total net monetary income — i.e., leaving out of account indirect taxes 
which help to swell the prices of goods and services — was considerable, although less 
conspicuous than that which occurred in 1941 ; it amounted approximately to 10 %• 

In the number of August 1, 1942 (p. 133), the same periodical showed that almost 
all the increase of total monetary income is distributed over incomes of the lower 
groups ; a small quota was distributed to the groups between 1,000 and 2 , 0 0 0 pounds, 
nothing was distributed to the incomes of the higher groups. The result has been a 
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18. — Dangers of so-called extra-'fiscal finance. 

The need of respecting the increase of total real income — even when 
it entails high personal incomes — and of not hindering the accumulation 
of savings, places a limit on social aims which purpose carrying on their 
activities by levying funds from private incomes by means of progressive 
taxation. It is not unusual to hear loud talk of the need of " equalising 

great increase in the number of incomes belonging to the lower groups on which in
come tax is levied. 

"The biggest increase has taken place in the lowest income categories. The 
number of individual incomes between £ 125 and £ 250 a vear rose from 7,250,000 
to 9,200,000 ; those between £ 250 and £ 500 rose from 1,750,000 to 3,500.000 ; the 
size of the £ 500 — £ 1,000 group increased from 500,000 to 685,000, and that of 
the 1,000 — 2,000 group from 195,000 to 210,000. But here the increase suddenl.v 
stops. Indeed, as the table shows, the number of incomes in excess of £ 2,000 a 
year in 1941-42 was precisely the same as in 1938-39. Even the numbers of the in
dividual income groups above £ 2,000, taken to the nearest 100, is shown unchang
ed ". 

On the basis of facts set forth in the "Budget White Paper" (Cmd. p. 347) the " Eco
nomist " , in its issue of August 8, 1942, is able to take into consideration millions 
of other small incomes which had never been considered for purposes of taxation, 
adding them to the figures above given. A more complete picture of the distribution 
of individual incomes is thus afforded. 

Now, that the percentage distribution of personal incomes — botli gross, i.e. be
fore the application (this time) of direct taxes, and net, after the application of 
the (this time) direct taxes, attention being also called to the fact that " indirect 
taxation " weighs more heavily on small incomes — is shown by the table and the 
accompanying comment which we quote in full, in view of their respective eloquence. 

Percentage distribution of personal ineom'-s 

Range of Oross Incomes 

Distribution 
of Gross Incomes 

Distribution 
of Net Incomes 

Range of Oross Incomes 
1938-S9 mi-t2 1938-39 19*1-42 

% % % % 
I'nuer £ I2i> 
£ 123 - £ 500 
£ 500 - £ 1,000 
£ 1,000-£ 2,000 
Mver £ 2,000 

35 1/2 
39 3/4 

7 1/2 
5 3/4 

11 1/2 

33 3/4 
45 1/2 

7 12 
4 3/4 
8 l/'2 

38 
42 1/4 

7 1'4 
5 
7 1/2 

39 
47 1/2 

fi 1/4 
3 1/2 
3 3/4 

100 100 100 100 

" The first two columns show the effect of what may be called the economic 
changes of the war ; the second two show the effect of the economi<; changes toge
ther with that of taxation. It would appear that 79 '4 per cent of the gross personal 
incomes of the community, and 86'/, per cent of its purchasins: power (the uH person
al incomes after direct taxation), is noiv in the hands of those whose ^ross incomes 
are less than £ 500 a year. Durino: the war, the middle classes {£ 500 to £ 2,000) 
have had their share in the national purchasing power reduced by one-fifth, the rich 
by one half ' . 

In the number ot October 10, 1942 of the same periodical, the effects of the pro
gressive rates of the " Income Tax " and the " Surtax " upon ihe higher incomes are 
stressed. It should be noted that the rate of increase in this case cannot be con
sidered as exceedingly high. 
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war losses " due to various and inevitable price rises ; of " shortening 
social distances " ; of modifying an " iniquitous distribution of wealth " . 
Taking only these aims — which include moreover several others — into 
consideration, it is easy to observe that the distribution of incomes is 
brought about by all the conditions which characterise the economic 
structure of a country. To wish to modify this structure without previously 
modifying those conditions and with them the concrete possibility of 

" How severely the higher income categories have been dealt with was shown 
by the Chancellor of the Exchequer on September 30. In 1941-42 only 80 individuals 
were in receipt of net incomes (after taxation) exceeding £ 6,000, against 7,000 in 
193S-39 ; in the £4,000 to 6,000 group the number was 1.170, against 12,000, 
in the £ 2,000 to £ 4,000 group it was 30,750 against 56,000 ; and in the £ 1,000 to 
2,000 group 105,000 against 155,000, For all practical purposes, there is now a ceil
ing of about £ 6,000 on individual net incomes ; and only a mere handful of individ
uals are able to retain net incomes over £ 4,000. (Details of changes, in direct taxat
ion on incomes of £ 2 , 0 0 0 and over since 1913 are given on page 466)" . 

As a consequence of the fact that the greater part of the increase in the total money-
income having taken place in the lower income groups, as well as of the diminution in 
the number of larger incomes and of their amounts, it became necessary to reduce the 
exemption limit of the lower incomes and to raise the rates of both^ the " Income 
Tax " and the " Surtax ". In fact: 

"The number of individual incomes reviewed for taxation showed an impres.sive 
increase between 1938-39 and 1941-42, from 9,800,000 to 15,000,000 ; this means that 
one in every three members of the population, including women and children was 
in receipt of an income above the exemption limit in the past financial year. The 
increase in the number of persons actually liable to pay tax was even more marked, 
rising from 3,800,000 to 10,500,000 ; two out of every nine persons had to pay income 
tax last year. The reasons for this-increase are twofold. First, the net of the tax 

as been widely cast by the reduction in the exemption hmit; secondly, the number 
of incomes in the lower categories has shown a remarkable increase as a result of the 
growth of the national income ". 

The result was a change in the proportions of the contributions to the Income 
Tax of the different categories of incomes : 

" Equally interesting is the change in the proportion of the gross income in each 
of the four income categories which is sliced off by Income Tax and Surtax. (This 
is shown in Table III). The increase in the contribution of each group again varied 
in inverse ratio with the level of income. The proportion substracted from the under 
£ 500 grou7) by direct taxation has been increased eightfold ; the percentages taken 
from the £ 500 to £ 1,000, and from the £ 1,000 — 2,000 groups, have been more 
than doubled ; but the increase has been less marked in the over £ 2,000 group, 
which was already taxed before the war. The lower and middle income groups have 
been called upon to make a much heavier contribution 

These are instructive facts. They confirm the theoretical remarks contained 
in our study (a) on the effects of markedly progressive taxation, (b) on the consequent 
need of revising the exemptions granted and of taxing the smaller and minimum in
comes, (c) on the tendency of incomes to be levelled down. All these results react 
negatively on the growth of total real income. War economy is an experiment 
— compul.'iory indeed but in its final results, salutary — of coUectivist economy. Those 
who may desire to continue it after the cessation of hostilities, should be prepared 
to see the importance of the consequences above set forth increased, and first among 
them the reduction of real incomes. Even in this period, this reduction may occur 
in spite of the increase of total monetary income, or, to express ourselves more accu
rately, in spite of the sum placed at the disposal of the State by the sources which 
finance its activities. But what counts is real income and consumption goods, which 
alone can satisfy human needs. 
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directing private and government activities towards one or other aim, 
is a total delusion. 

No machinery of taxation can be so effective in correcting a distribu
tion of incomes which is considered defective as the use made of govern
ment expenditure, which is the first to be assigned for improving the eco
nomic structure of a country and the volume of real income arising there
from. Only when positive results have been secured in this preliminary 
and decisive direction can a taxation system attempt to secure a more 
equitable distribution of the increased income. To reverse the process 
and to expect the fiscal system to secure greater equity will be seen to 
be hazardous. 

When private incomes are drawn on, the attainment of social aims 
tends to be subordinated, as we have said, to the need of increasing the 
volume of real income — the fulcrum of all private and State activities — 
so as to bring it up to the level of the expenditure to be met. When a 
need has been accurately ascertained, the principal object of all financial 
activities is that of satisfying it in the best way possible. Should the 
means selected be advantageous to some groups of citizens — as is for 
instance the poUcy directed towards the stabilisation of the purchasing 
power of the currency which protects the poorer classes, or a wise fiscal 
policy which shortens social distances by granting tax abatements and 
exemptions to some incomes — it is legitimate to affirm that the financial 
policy has also in view extra-fiscal aims. But this assertion does not 
alter the essence of the matter. The very search for a social activity, 
subordinate to that of drawing on incomes to meet expenditure, shows 
still more clearly — at least in periods in which government needs are more 
urgently felt — the limits within which financial activities can afford 
effective help for the solution of problems of another description. 

19. — Even if direct taxation does not teveal it, the progressive cha
racter of taxation is accentuated by the growth of i'ndirect taxation. 

Although it may not appear in rates perceptible to the general pu
bhc as in the case of direct tax rates, the progressive character of taxa
tion is gradually accentuated with the growth of indirect taxation in a 
degree disproportionate to anything noted in the case of direct taxation. 

The phenomenon can be observed in many countries. For a long 
series of years the development of commercial pohcies based on high pro
tection on the one hand, and on the other the expansion of government 
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^ ^ ^ ^ 
activities and tlie consequently increased financial needs have compelled 
statesmen to raise the rates of the taxes on consumption, until the pos
sibility of having recourse to substitute products checked this tendency; 
to tax luxuries heavily both as an offset to tax exemptions or the very 
light taxation of commodities of general use, and because in countries 
with a high standard of living commodities considered as luxuries are 
relatively few in number and therefore cannot easdy yield large returns 
from taxation ; and in this way the taxes on consumption from propor
tional have become progressive. 

Much the same motives, in addition to exemptions and discrimina
tions in favour of the under-privileged groups, have on the one hand, 
extended the sphere of applicability of indirect taxes on property transfers, 
thus taking advantage of the fact that the tax-payer offers less resistenee 
to indirect taxat ion; on the other hand these motives have led to the 
adoption of progressive rates which in some cases, for instance in that 
of estate duties, have become real instruments for the confiscation of 
income. In both branches of indirect taxation — that on consumption 
and that on business transactions — the tendency to expansion and 
the tendency to progression have thus asserted themselves, tendencies 
which continue and indeed are likely to be accentuated in the post-war 
period with its enormous financial needs and the inevitable appearance 
of demagogic policies. 

These tendencies give rise to all the consequences mentioned in our 
reference to progressive taxation on the growth of private enterprise, 
on the survival of high incomes, on the formation of savings, on the growth 
of total real income. Those who undertake the financial rehabilitation 
of a country cannot neglect them without adversely affecting the 
growth of the supply of consumption goods essential to meet individual 
needs. 

20. — The different deflationary effects in time of direct and indirect 
taxation. The effect of State activities on inflation. 

The different degree of importance of direct and indirect taxation as 
influencing not the possible trend to progressivity in the distribution 
of the whole burden of taxation and the hindrances in the way of the 
growth of total real income — the constant subject of our study — but 
the stability of the purchasing power of the currency, which is the essen
tial premise to the formation and growth of income, has been reaffirmed 
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(1) Reprinted from the "BoUettino d'Informazioni" of the "Associazione fra 
le Society per Azioni", June 1-16, 1943 p. 191. 

in recent international literature. (1) The question is one of interest 
in a period which tends to stabihse the purchasing power of the currency 
as a preliminary step towards the rehabilitation of the budget of the State 
and of the balance-sheets of the more important business concerns. 

Both forms of taxation, direct and indirect, it is said, tend to absorb 
purchasing power. But direct taxation reduces at once the income of 
each recipient and has therefore a deflationary effect, or at least an 
anti-inflationary o n e ; whereas indirect taxation does indeed lead to 
a rise in prices of the goods the consumption of which is taxed, but leaves 
the income in the hands of t h 3 recipient and it is only later on, when the 
higher prices of goods and services maxe themselves felt, that it succeeds 
in absorbing purchasing power. Thus the deflationary effect of taxation 
which is immediate in the case of direct taxes is deferred in the case of 
indirect taxes. 

These observations hold good however for relatively brief periods. 
As soon as the yield of taxation, whether direct or indirect, is spent b y 
the government — which in practice does not wait to make use of the 
yield, as to meet urgent needs it has recourse to such short term loans 
as Treasury Bills or note advances made by the Central Bank — the in
come situation which existed before the levy of the taxes, whether direct 
or indirect, is reproduced at least in its main lines. The problem is not 
therefore one of much importance for post-war monetary pohcies. 

It is indeed true that not aU the amounts the State levies on incomes 
return, as we have said, to the circuit of the production of real income, 
and the expenditure of the sums collected does not always lead to the 
full reproduction of the situation which existed prior to one or the other 
form of taxation. But however great may be the curtailment of total 
real income, the redistribution of government expenditure over personal 
incomes always enables the recipients to influence prices b y the acquisi
tion of goods and services, and always neutrahses deflation, at an early 
date when direct taxes are levied, later on in the case of indirect taxation. 

Attention should indeed be called to the fact that government activity 
by the expenditure of receipts from taxation not only neutrahses the de
flation which may have been brought about by the application of one or 
other group of taxes, but if, as we have said, it destroy present goods 
without the certainty of reconstituting them in like measure in the future 
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— thus hindering the reproduction in like measure of real income — it 
will be a cause not of deflation but of inflation. For if favourable chan
ges in the system do not occur to compensate these disadvantages, it will 
curtail the supply of present goods, leaving unaltered the volume of the 
currency. And under these conditions, not only the deflationist effi
ciency of direct or indirect taxation is unable to make itself felt, but 
State activities give rise to inflation. 

This result may also be defined as a " monetary " one, or more ac
curately, as neutralising the deflationary action expected from the tax
es, whether direct or indirect. It is however obvious that it is not 
the direct result of either the one or the other form of taxation. It is 
the result of the aims selected, which are not all inspired by the notion of 
economic expediency — some of them indeed could not be — and which 
entail the destruction of present goods without rapidly offsetting them 
by others, and sometimes without even offsetting them in the course 
of time. 

To sum up what has so far been said, in countries with a low average 
income and suffering from the consequences of severe inflation, the suc
cess of ordinary systems of taxation requires that they be reorganised 
and improved. But such taxation must not exceed certain Limits which 
our study will try to discover, if it is not to become fruitless from the 
fiscal standpoint and harmful to the increase of production which is so 
desirable, more especially in the difficult post-war period. 

(B) E X T E A O E D I N A E Y T A X A T I O N IN R E L A T I O N 
TO INCOMES OR TO CAPITAL 

21. — The difficulties in the application of extraordinary taxation. The 
tax on excess war promts. 

Heavier taxation of incomes, although it depresses b y so much the 
pri 'c of the goods from which the income is obtained — for instance, 
a tax on dividends depresses the prices of shares "by an amount equal 
to the capitalisation of the tax at the current rate of interest — may 
well be supposed capable of enduring over a certain space of time. On 
the other hand, a tax on excess war profits cannot continue, as it refers 
to clearly defined phenomena which are not likely to repeat themsches 
in the course of time. Such a tax, as above stated, finds its place among 
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(1) On the tendency of tax-payers to return a larger capital so as to make their 
ordinary income appear smaller ; on the opposition which the fiscal authorites make 
to this attempt; on the consequent result that if the return is not accepted the or
dinary income is held in large part to be "excess profits" ; on the criteria accept-
fil for calculating the sums to be deducted when assessing the tax on account of plant 

measures for the control of tax evasions, more especially those forms of 
evasion which are readily met with in war time. When however it con
tinues to be apphed in the postwar period, this tax itself must conform to 
the rule applicable to all the taxation of such a period and which re
quires that it should not hinder the recovery of real income. 

There would seem to be no doubt that during a war it is difficult to 
avoid on the one hand excess profits and on the other profits on a scale 
lower than normal arising from the increased or reduced opportunities for 
using the factors of production, even when a certain price structure has 
been maintained. Nor does it seem doubtful that inflation works to the 
injury of fixed incomes and to the advantage of variable incomes. AU 
these circumstances make it seem advisable to introduce on the one hand 
tax abatements and on the other tax increases. It is however one thing 
to express approval of such measures and quite another to take the ne
cessary steps for taxing excess war profits. 

A tax on excess profits is a typical example of a tax levied on real 
income. It affects indeed either new incomes which have arisen as a 
result of the war or incomes in excess of the normal. But it is very 
difficult to levy such a tax without causing losses. 

A first difficulty is met with in defining the notion of ordinary income. 
Whether we consider " ordinary " the income assessed for the purposes 
of a tax on movable property, of which the tax on excess profits becomes 
complementary, or whether we consider " ordinary " the incomes obtain
ed by aU those who carry on the same productive activities, the difiiculty 
of defining it accurately arises from the marked differences existing 
between the several business enterprises working on the same market. 
Even it we accept the distinction drawn between marginal and intermar-
ginal undertakings, each of these latter have different outputs, costs, and 
sales prices. In each the differences between " savings on costs " and 
" heavier costs " take a different direction, and are noted in a different 
manner by those managing the business. Oh the other hand, it is not 
always justifiable to judge on the basis of the volume of output which 
can be disposed of at current prices whether an income should be consi
dered as "ord inary " (1). In a progressive society, excess p ro f i t s— i . e . , 



178 INTRODUCTION TO POST-WAR RECONSTRUCTION 

in excess of income carred in a previous time unit — are phenomena 
common to aU intermarginal businesses, even though they occur in degrees 
determined by the economic expediency of the various combinations of 
the factors of production. Thus, even in peace time and in a market 
tending towards free competition, it is difBcult to assess the excess pro
fits of intermarginal business undertakings. 

In war-time the difficulty is still greater, as then the only incomes 
on which this tax can be levied are those arising not from the ability of 
the directors of the business but from factors originating from the war 
conjuncture. The only profits which would seem to be taxable, more 
especially in war time, would seem to be those arising either from 
high prices — due to an increased demand for goods and services and 
a smaller or more uncertain supply — or from lower costs in the ease 
of the mass production with its diminishing costs, of clothes, foot-wear, 
arms, and munitions (1). 

The rise in price or, in some cases, the reduction of costs, is however 
offset by the marked rise of many other elements in the cost of many 
kinds of goods and services. Such, in the case of undertakings recently 
established, are the high costs incurred to cover heavier ritks which war 
industries must face, as compared to the smaller risks of old established 
industries ; the need of more rapid amortisation — in the course of a 
year or two they must deduct for this purpose large sums from the pro
fits received — the need, common indeed to aU undertakings, to accu
mulate large reserves to meet the post-war depression. The costs of 
established business undertakings are also increased by the risk of currtn-
cy depreciation, the heavy wear and tear of machinery which with the 
prolonged duration of the war affects wooUen and cotton mills, tanneries, 
plants for the manufacture of medicines, etc., as a result of the uniu-
terrupted work required to meet the huge orders they have to fill. Pri
ces must be high to cover these costs, and the profits which serve as a 
cover, even if arising from war conditions, cannot always be taxed 
without committing an obvious injustice. 

depreciation and amortisation, during and after the war ; on the strictness of the assess
ments, on the instalments fixed for the payment of the tax, and lastly on the result-* 
of such taxation, see the striking pages written by EINAUDI : La guerra e il sistcma 
tributario italiano " . Op. cit., pp. 129-229, and " L a condotta economica e gli effetti 
sociali della guerra italiana " . Op. cit., pp. 217-223. The valuable study by COSCIANI, f'. 
" Considerazioni economiche in tema di tassabilita di sovraprofitti di guerra" in 
" Studi economici finanziari corporativi " July-October 1941, is exhaustive and con
tains a copious bibliography. 

(1) CABIATI, A. : " II finanziamento di una grande guerra " . Einaudi, Turin, 1941, 
pp. 140, 113, 118. 
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22. — Precautions to be taken if the tax continues to be levied after 
the war. 

After the war the difficulties are no less, although the tax then tends 
to become a tax on capital increments. But it is no less difficult to ascer
tain the situation of the capital of each individual at the beginning and 
at the end of a war. Capital is the result of goods which during the hostih
ties may have circulated and escaped the notice of the Treasury. No 
less, perhaps even more difficult, is it to afford proof that a given capital, 
or increment of capital, has arisen from acts of self-denial extending over 
a number of years and not from speculations. Another difficulty which 
besets private persons, most of whom do not keep books relating to the 
management of their fortune, is that of proving that they owned hquid 
funds or stocks prior to the war. In the absence of such evidence, the 
taxation of capital increments amounts in the post war period to a further 
burden placed on the same incomes which were taxed during the hostili
ties by the tax on excess profits and on profits obtained from immovables 
and shares; especially so if in the meantime the latter have been converted 
from bearer into registered shares of which the owner can no longer con
ceal possession. Thus, the disparities which occurred during the war 
are not reduced but intensified. 

On the other hand, the ethical purposes and the intention of equaU-
sing burdens which should justify this tax, can no longer be adduced when 
it fails to strike all excess profits. As a matter fact it is not levied on 
interest rates, in whose stabihty the State, as largest debtor, is interested; 
on the excess wages of workers employed in some industries, which are 
frequently very considerable ; on the excess profits of agricultural un
dertakings and of shipping companies whose freight rates rise t o a 
very striking extent. Where then is equahty of treatment ? 

A tax on excess profits, even if it could be levied on all such amounts, 
can never confiscate them entirely without depressing all productive enter
prise. Fiscal severity, often called for by persons who do not understand 
these matters, always yields results which are greately inferior to the angry 
expectations which had been entertained. 

In any case, should the taxation of excess profits be continued after 
the war, experience and a reahstic point of view suggest the advisabiUty 
of converting it into a tax on capital increments arising from war conditions, 
subject, when possible, to some precautions. Such, for instance, would be 
the strict definition of the purpose of the tax ; the possibihty of striking' 
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a balance between war-time excess profits and any sub-normal profits 
secured in the post-war period ; moderate rates ; payment by instal
ments, so as to allow those undertakings which had tied up their excess-
profits, to mobilise them without undue loss and so as to safeguard the 
purpose in view, which is that of levying taxation on income; exemptions 
in favour of the increments of small fortunes or of those which their 
respective owners are ready to invest in activities productive of real 
income — such as industrial plants — or at least in reconstruction work, 
the erection of workmen's dwellings, schools, etc. (1). 

Whatever may be the margins of income and capital which can be 
assessed in a country and on which the State can levy taxation, the expe
rience of the previous war warns us not to entertain delusions on the 
yield of a tax on excess war profits when compared to the financial needs 
of the post-war period. 

23. — On a capital levy. 

On the other hand, a capital levy, " the logical extension of a tax 
on income does not justify great hopes. When the tax-payer's inco
me does not suffice to meet such a charge, and when he is compelled 
to seU or mortgage at least part of his property to meet it , the extraordi
nary tax on capital is only applicable once for all within the limits of the 
" liquid funds " existing in the country or which can be obtained from 
further savings, with all the consequences of such recourse. The re
sultant losses are always considerable, whether the limits above men
tioned are respected or not. 

If the limit of the liquid funds existing in the country be exceeded, 
it should be remembered that the disinvestments which the tax-payers 
in question may be forced to make will entail losses which the fiscal authori
ties should take into account for they will react on tax revenues. A 

skilful entrepreneur will prefer heavier taxation on income — which ends 
by clearing away the less skillful heads of industrial enterprises — rather 
than a tax on capital which, as its purpose is to levy more than the 
income of the entrepreneur, will always compel even the most skillful 

(1) Very sensible remarks have been made on this head by COPPOLA d'ANNA, F . : 
"Prospettive della finanza e deH'ordinamento tributario italiano". " Assoeiazionc 
fra le Society per Azioni 1941. 
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to reduce the size of their business and should the busmess have atta
ined a maximum of economic expediency, their returns from it will be 
considerably reduced with a loss to all concerned. 

On the other hand, some writers consider that a tax on capital, levied 
once and for all — even if it be referred to income (20 % on income is 
the equivalent of 1 % on capital) — and levied even at a high rate, for 
instance, 200 % of the said income, and at progressive rates, does less 
harm to production than an ordinary tax levied on income at a constant 
rate, say 10 %. The reason adduced is that when incomes are rising, 
the ordinary tax absorbs goods to an increasing extent. An extraordinary 
tax, on the other hand, whether compared to income or to capital is le
vied once and for all (1). This assertion, however, implies the certainty 
that the community is making .̂ uch definite progress as to secure to the 
tax-payers on whom the tax is levied and who are compelled to disinvest, 
future compensation for the loss now suffered. Should the compensation 
not be forthcoming, and should the tax, because it is heavy or still worse 
progressive, compel the taxpayers to make heavy disinvestments, a con
siderable hindrance would be placed in the way of the growth of real in
come. 

Seen from this standpoint, the other assertion made by Pigou loses 
its importance, i. e., that when the State has urgent need of funds taxation 
should be levied preferably on the wealthiest, because those who with 
the rise of incomes see their available margin grow more than proportio
nately have much less difficulty in mobihsing their wealth. As a matter 
of fact it should be noted that when the receipt of a large income assures 
ii wide margin, it is not left idle. It is put to profitable use, or deposited 
svith banks who through loans assure its investment in profitable transac
tions. 

A capital levy, b y obhging the larger owners to disinvest at least 
a part of their capital, inflicts losses which extend to many economic 
situations, places deposit banks in difficulties, and in the last resort 
reacts harmfully on the yield of taxation: all consequences similar to 
those brought about b y progressive taxation and all the more dangerous 
in times hke those of the postwar period. 

Such losses are the consequence of a capital levy, even when it does 
not exceed the afore-mentioned limits of the hquid funds existing in the 

(1) Plciou, A.C. : "Political Economy of War" , London, 1921, pp. 202 tq. 
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country. Either the extraordinary tax on capital is steeply progressive -— 
when for reasons just mentioned it hinders the growth of real income and 
the accumulation of savings — or it is only sUghtly progressive and then 
if the yield is to be of some importance, it must be levied with severity 
on average and small fortunes, must sequester their incomes for several 
years and plunge their owners into astonished dismay. Many consider 
that a capital levy only affects large fortunes, shameless enrichment, and 
that its purpose is to satisfy the claims of equity. This is not in keeping 
with facts. Countries with a low average level of income must tax 
with severity both average and small fortunes if they wish to secure appre
ciable results. 

24. — Some precautions. 

If rates be moderate and payment be made in instalments, the extra
ordinary tax may be converted into a tax on income levied over a certain 
number of years. But in countries where an ordinary tax on capital 
already exists the new tax will amount to a duplication. Under the 
several names of ordinary and extraordinary, both taxes, theoretically 
measured by capital, will be levied on income. The tax on excess war 
profits amounts likewise to a duplication of the tax on personalty. The 
two ordinary taxes on income and on capital, and the two extraordinaiy 
ones on excess war profits and on capital increments due to the war, will 
in the long run be levied practically on the same incomes, and will there
fore intensify those disparities of which, in spite of the best intentions, 
no system of taxation ever succeeds in freeing itself. 

Should it be impossible in the post-war period to forego a capital levy, 
some precautions might be taken to mitigate the losses entailed. Here 
again the purpose of the tax should be strictly defined ; the rates should 
be real and preferably proport ionate ; the level of the rates should not 
be very high in relation to the instalments agreed on for making the 
payments ; and these last should, in their turn, be in function both of the 
volume of the amounts to be levied and of the degree of liquidity existing 
on the market ; exemptions and abatements should be made in accordance 
with principles of e q u i t y ; and so forth and so on. 

Another precautionary measure is that of co-oordinating the apphca
tion of au extraordinary tax on excess war profits — which being levied 
on nominal capital increments arising from the war conjuncture draws on 
certain percentages thereof — with the levy of an extraordinaiy tax on 
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capital, which within the Umits suggested by the aforesaid consequences 
will be levied on capital and on real and ascertainable increments. In the 
difficult post-war period these two taxes, devised with different rates in 
view of the different nature of the taxable property, may yield considerable 
amounts on condition, however, that the assessments and the collection 
proceed rapidly. Otherwise, further disappointments await the anxious 
expectations of those who follow policies designed for the purpose of 
levelhng wealth. 



PART II . 

RECOTJRSE TO NATIONAL SAVINGS 

25. — Loans preferable to extraordinary taxation. 

So far we have endeavoured to show that in countries with a low 
average income level, heavy inflation whose effects it has not been possible 
to neutralise, and which have suffered severely from the destruction of 
their sources of income, ordinary taxation cannot yield conspicuous re
turns even when all efforts, such as care in making the assessments, hea
vier taxation, progressive rates raised to their utmost limits, are used 
to secure them. On the other hand, the contribution made by extraor
dinary taxation, even if it be appreciable, cannot be used to meet ordinary 
expenditure. All this points to the need of recourse to the other available 
margin referred t o , that between the amount of savings considered indispen
sable for the development of production and the total amount of savings-
existing in the country. Recourse to this presupposes (a) a wide margin, 
(6) the possibility of meeting interest charges on loans out of ordinary re
ceipts, in short, abundant savings and the elasticity of the whole fiscal 
system. 

In times favourable to the accumulation of savings, a loan, as we 
said, is the cheapest and rapidest form of extraordinary taxation (1). 

(1) The matter has been stated with must perspicacity by GRAZIANI, A . : " If-ti-
tuzioni di scienza delle flnanze Turin, 1929, p. 628: "When we find in a political 
society those economic divergencies of comparative appraisements of present and 
future goods between tax-payers and capitalists, national or foreign, public lo;in8 
ofler the most economical means of providing for expenditure, as they make it pos
sible to devolve to the satisfaction of the needs of the community that wealth bp-
longing to capitalists which is, presumably less valued than any other portion of wealtli. 
Should the authorities who interpret the valuations made by the members of a 
political community be mistaken in the kind of measure they take, the taxpayers 
can at once change the system of the contribution, as if a loan has been made 
when it would have been more advisable to levy a tax, all they need do to eliminate 
the effects of the said loan and make them similar to those of an extraordinary tax 
is to purchase securities of the public debt for a value equal to that of the interest 
charges they have to meet; and if on the other hand the mistake was made of levying 
a tax ra'hcr than issuing a loan they can contract a private debt, thus replacing 
a heavy temporary burden by a lighter but at the same time a more lasting one ". 

Recently CABIATI, A. : '* 11 finanziamento di una grande guerra ". Op. cit., pp. 37, 
44, 59, 7.5-6, 127, 151-7, 166-66, has reaffirmed this notion, as a result of enquiries of an 
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But should the fiscal system be inelastic and should the service of the debt 
be more costly for the State budget, the advisability of having recourse 
to savings, even when available, may be doubted by the financial authori
ties. As a rule they are alarmed by the so-called problem of the national 
debt. This perhaps explains the many alterations introduced into the 
traditional means for reducing its weight : sinking funds, redemption by 
taxing the wealthy, partial or total repudiation. 

26. — The p^roblem of the national debt. 

In what sense does a problem of the national debt exist ? It consists 
in this, that the debt can indeed be cancelled, wiping it out with a sponge 
in the belief that this will injure the wealthy, the powerful, those perhaps 
who wanted past expenditures or even perhaps war. As a matter of 
fact, the wealthy are indeed injured but so, and to a much more serious 
extent, are small and average-sized investors, banks, insurance compa
nies, charitable and relief institutions, more especiaUy in a country whose 
government during a long period of war preparations or during the war 
itself has forbidden aU productive investments. In such countries repu
diation would mean annulling the results of the only means miUions of 

unusual description, and conies to the conclusion (a) that both Joans and taxes can be paid 
only out of existing liquid means or previous economies, which, however, cannot exceed 
certain limits ; (6) that a loan leads to a rise in interest rates whicJi perhaps could be 
avoided by a uniform tax on all incomes which would lower the interest rates paid on 
all investments of savings ; (c) that nevertheless as a uniform tax has never been se
cured, extraordinary taxation, when equilibrium is secured on a given market, will 
give rise to much more serious disturbances than the system of loans, and these 
disturbances will be the more serious the higher the burden placed on the taxpayer by 
the tax, the more unequal the distribution of incomes, and the more readily the burden 
of the tax can be tansferred. Thus, supposing that a country en^a^ed in war can 
invest savings in undertakings which yield higher returns than the interr.-it which 
has to be paid to private creditor.s, the .'̂ tate should not hesitate to have recourse to 
loans for the amounts required to cover the costs of the war and sho ild leave avail
able savings for investment in productive activities (p. 127). 

This same superiority of the loan over the tax cxpl.iins why the wjallhy man who 
can invest his savings very profitably suffers loss not only when an extraordinary tax 
is levied on him which compels Iiim to disinvest, but when he is obliged to subscribe 
a loan the interest on which is inferior to the profit he would have secured by inve.itino; 
his money otherwise. But those who have fewer opportunities for securing high returns, 
benefit by subscribing to a loan the interest on which is at least equal to the current 
r.ite of interest. It is true that a loan is more advantageous to the wealthy classes 
than a tax (pp. 154, 165) ; the easier it is for each individual to reduce consumption 
in view of the high level of incomes, the greater will be the benefit secured by receiv
ing interest payments. But, unlike a tax, the loan leaves the citizen free to subscribe 
in relation to his possibility of making future savings and undertaking future liabili
ties. Thus there can be no doubt that a loan is preferable when ^yi' conside- th.it [t 
lauNcs less disturbance on the market. 
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(1) " A t that moment the national debt may be considered ae, extinguished de fado. 
This proposition, both as an abstract truth and as a concrete tendency, demolishes the 
opinion which holds that modern States will not long be able to support the burden of 
the national debt on account of the enormous expenditure entailed by its service. The 
full weight of a loan is felt by the economy of the tax-payers at the time of its subscrip
tion, when payment of the interest on same is provided for out of ordinary budget 
revenues. Later on, as the date of the issue gradually recedes, the fiscal pressure of the 
debt steadily diminishes. The alarming figures of the original national debts and of 
the interest on same, remain, but offsetting credits (partiie di giro) gradually tend to 
empty the payment of debts of economic significance. This phenomenon may be con
sidered a.s an automatic amortisation of the national debt " (DE VITI D E MARCO. A.: 
"Primi principi.. . " . Op. cit., pp. 385-86). 

The plans laid down for building up the several Sinking Funds run counter to 
this automatic action. ; they often provide for payments and redemptions at fixed 
dates and neither satisfy the needs of the State nor of private citizens. If, in "P't̂  
of this, they are kept up the purpose is not to reduce the cost of the debt which 
the tax-payer has to meet hut to show that the State pays its debts, even if only 
partially and irregularly. 

people have had for investing their hard-earned savings, sometiniei of 
many decades. 

If, on the other hand, the Government decide t o respect the engage
ments it undertook when issuing the loans, only the new savings arising 
from the growth of real income will be available for reducing the debt. 
Other expedients — such, for instance, as assigning for its redemption 
part of the tax revenues (sinking fund quota), or the whole revenue obtain
ed from certain taxes (for instance, a capital levy), — w i l l shift the weight 
of the debt from one to another group or groups of incomes on which the 
taxes are levied for such purposes, but will neither reduce nor eliminate 
it from the economic life of the country. 

27. — Automatic amortisation. 

The view of De Viti De Marco who believes that under certain condi
tions the amortisation of the national debt is automatic, is well known. 
He holds that the citizen no longer notices the weight of the debt when 
his activities succeed in producing an income sufficing for the satisfac
tion of essential needs and enabling him to offset the charge of the direct 
and indirect taxation levied on him to meet the service of the debt (1), 

It is of course true that not all those who contribute to meet the 
cost of the service of the debt attain the balance referred to. The State 
can however favour it and thereby secure advantages much exceeding 
those that the operations of the Sinking Funds or the yield of taxation 
of a confiscatory character are likely to provide. 

In the first place, the State can ascertain the quota of the yield of 
aU taxation, both direct and indirect, absorbed by the service of the debt; 
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and although, not all those who contribute to the service of the debt pay 
all the taxes, (often indeed they only pay some) it can ascertain 
approximately the average quota, 10 % or 20 %, of each income 
group absorbed by the said service. On the basis of these data it may 
safely be stated that the burden of the debt is hghtcned and disappears 
in the case of the several tax-payers a » t h e y gradually obtain an incre
ment of income equivalent to the taxes levied for the service of the debt. 
This balance is obvious when the results of his productive effort cnabh' 
the tax-payer to purchase securities the interest on which amounts to 
not less than the taxes he pays for assuring their service. But it also 
exists whatever the investment may be in which the tax-payer invests 
the fruits of his successful productive work. 

28. — How cautious policies may favour such amortisation. 

Such compensation may be facihtated for each individual balance-
sheet by a knowledge of the measure in which the securities of the Nation
al debt are distributed over the several groups of income-recipients. 
If, as is generally supposed, the recipients of small incomes possess a 
smaUer absolute amount of such securities, the Government which has 
ascertained this fact will be in a position to promote fiscal abatements 
in favour of small incomes — an abatement entailing that of the taxes 
levied for the service of the debt — as also abatements of direct taxation 
in favour of those higher income groups whose recipients show that they 
hold government securities — thus facilitating their diffusion among 
the pubhc and their automatic amortisation as well as the conversion of 
" compulsory " savings into national debt securities, as, for example, 
in the case of dividends above a certain level — a conversion which 
affords another way by which higher incomes may contribute to bring 
about the aforesaid balance between taxes and interest payments. By 
intensive proganda and by the offer of favourable conditions the State can 
also facilitate the diffusion of its securities among small invetetor^ and pro
mote the inclusion in all balance-sheets of interest receipts on national 
debt securities which still more clearly show that the taxes levied for 
this purpose are offset by receipt.s. 

One objection remains. The growth of real income does indeed fa
ciUtate in the case of each individual tax-payer the aforesaid balance 
between receipts and expenditure; but it does not facihtate it so ob
viously in the case of the State budget, called on to meet heavy inter-
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est charges for the service of the debt. But even if the pressure of 
taxation is unchanged, a total growing income yields larger retur-js. 
Should the tendency of the income to increase make itseU definitely felt 
the State can increase the pressure of taxation and lay the foundations 
for that balance between receipts and expenditure, which far from being 
an all-pervading obsession will tfien be secured as the result of a slow 
economic recovery, foreign to all forms of wonder-working. 

It may not however be possible for many countries in the post
war period to avoid the conversion of the national debt, carried out 
for the purpose of relieving, at least partially, the State budget (l). 

Prepared by action taken to raise the quotations of the securities, and 
protected by abundant liquid reserves, conversions have a better chance 
of success if made at a time when there is little demand for reimburse
ment by security holders desirous of investing their capital in other ways. 

It should however be remembered that payment in full of interest 
rates could only be suspended subject to the undertaking to resume 
them as soon as economic conditions allow. In this way the holder of 
government securities might be credited with that part of the interest 
the payment of which is suspended, in a bank deposit account, avail
able at a specified date, on condition that, in the meantime, the State un
dertake to abstain from all policies having the purpose of depreciating, 
more or less intentionally, the purchasing power of the currency. 

These are financial policies suited to States with a solid moral struc
ture and carried out by men of undoubted capacity who can command 
respect and enjoy credit not only with the investors of their own country 

(1) For references to .some of the measures taken in Italy between 1935 and 1942 
to form reserves, such for instance, as the reduction of the dividends of joint stock 
companies and the use of the funds provided by monetary revaluation, the investment 
in Treasury bonds of a part of new capital issues, higher war profits, and purrli.Mes 
of shares, and as showing the consistency of the national debt and the possibility of 
reimbursing the floating debt, see the detailed report of ARENA, C. : " Appunti suUa 
ricostruzione economico-flnanziario " Istituto di Finanza Oorporativa, l^it, We find 
there the follovrinsr particulars. 

On 30th .Vfay 1943 the national debt amounted to 255,054 million lire of capital 
indebtedness, distributed -dH follows : consolidated debt, 52,945 million ; deferred 
annuities, 38,907 million ; Treasury notes 5,762 milhon ; redeemable — consisting 
mostly of nine-year Treasury bonds for which the earliest date of maturity is 1948, 
with the exception of 21,443 million falHng due on 1st September 1944 — 157,440 
ndllion. At the same date the floating debt amounted to 156,960 million distributed 
a-s follows : Treasury bills, 43,303 million ; extraordinary advances 68,882 million ; 
interest bearing current accounts 53,776 million. An increase of 20 milliards was 
foreseen for the end of June 1943. Part of the floating debt is held by semi-otficial 
corporations. ARENA suggests that the remainder be transferred to the capital debt 
by means of voluntary conversions, carried out in conformity with the policies adopt
ed for financial rehabilitation. 
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(1) EiNAum, L. : " L a finanza doHa guerra e delle opere pubbliche ". Bono, Tu
rin, 1914, pp. 103-06. 

but also with those of other countries. This is important, because fo
reign capital does not offer itself only for charitable purposes. It is 
attracted by inducements and clearly defined guarantees which command 
confidence in so much as they are offered by countries which, if compel
led by necessity may indeed .suspend partially or totally the service of 
their debt so as to recover strength, but do not repudiate or deny the 
fulfilment of liabilities duly authorised by law and undertaken in times 
of great danger for the whole community. 

29. — Disguised borrowing: Loans obtained from semi-official insti
tutions. 

So far, reference has been made to loans issued by the State and 
offered for pubhc .subscription in various ways. But not all State loans 
are obvious to the majority of tax-payers. To say nothing of the issue 
of paper money, there are two forms of loans made in forms which are 
not manifest to those who pay taxes to cover the cost of interest pay
ments and the amortisation thereof. 

The first of these are the loans the State obtains from the Cassa 
Depositi e Prestiti (Deposit and Loan Bank) at a rate of interest equal to 
that which the Bank pays in its turn to its depositors; and therefore 
lower than that ruling on the market. At first sight, the transaction 
may appear to be advantageous to national finance and to the community. 
But it should be judged with caution. The second concerns the liability 
of the State to pay to the concessionaires of pubhc works annuities inclu
sive of interest and amortisation payments. 

It is true that in the case under consideration recourse to the first 
of these two sources cannot be repeated for huge amounts. Indeed, a 
State can obtain only once the capital which at a given moment is 
held by State institutions — Post-Office Savings Banks, State insurance 
institutes, social insurance funds, funds deposited with the Courts, 
and held for all these institutions by the Cassa Depositi e Prestiti 
— in exchange for bonds of the national debt for a nominal value 
corresponding to the loans asked for and bearing a low rate of interest. In 
the following years it will have to content itself with absorbing, as 
a maximum, the annual increments of the aforementioned amounts (1) 
It is however true that these increments become considerable with the 
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1 -
multiplication of the several forms of insurance (life-insurance, old-a»e 
and invalidity insurance, etc. ) , made compulsory for increasingly laigc 
groups, and that the habit of drawing on them leads to well-known 
drawbacks, such as the absence of a strict control on State expenditure 
which can be met with relative facility by loans made at a low cost; 
loss to the country of the difference between the average interest rate 
which might have been secured by investing savings in productive acti
vities and the rate obtained on loans to the State. 

It may be objected that not all the savings deposited with the State, 
first by their transfer to its custody, and then b y the attribution to it 
of the annual increments, would have secured on the market the returns 
obtainable in a period of economic prosperity. Nevertheless, the com
munity always incurs a loss when a mass of national savings are thus 
prevented from entering the free market where they would have lowered 
interest rates with all the fav'ourable reactions thus produced on the 
capitalisation and growth of real income. 

Moreover, the conversion of the deposits of some State banks — for 
instance of the Post Office Savings Banks — into government securities 
seriously endangers their liquidity, making it subject, like that of any 
other bank, to the possibility of the simultaneous withdrawal of de
posits consequent on panics or other exceptional events. And if this 
danger of insolvency is not immediate in the case of the State insurance 
institutes, as the payment of the amounts insured and of the interest 
due to the policy-holders is deferred to a future time, they run the dan
ger common to all holders of government securities of a faU in the price 
of the securities into which funds belonging to others have been convert
ed, and hence the danger of the devaluation of the capital of the several 
corporations who were overloaded with such securities. This devalua
tion may be caused by subsequent bond issues the government may 
make, or by a rise in interest rates not extended to government securities. 

The consequences above referred to occur when the absorption of 
the deposits held b y the Cassa Bepositi, social insurance institutes, and 
sometimes by private banks also, instead of being the result of the sub
scription of long or short term government securities is affected by op
ening current accounts which the Treasury obtains from the aforesaid 
institutes. 

These current accounts m a y or may not bear interest in favour 
of the State banks which open them. I n the former case, the rate of 
interest is always inferior to the current market rate and the case is pre-
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cisely the same as those previously mentioned. The system of huge 
Treasury accounts has been accepted with favour in some countries when 
the issue of Treasury Bills was suspended. At first sight it may seem to 
be more elastic than the issue of short term securities. But a more careful 
examination shows that none of the consequences complaint d of are avoid
ed, and that, in addition, the Treasury has to keep a huge amount of 
cash in hand, which if it does not remain entirely idle can only be used 
in small transactions on the Central Bank and which could be more profit
ably invested by private owners. 

Lastly, the dangers of insolvency and of the devaluation of the 
capital of the creditor institutes exist whenever the State requires that 
private banks or insurance companies purchase goyemment seeuiilits 
regardless of the distribution of hquid funds in the ratios suited to 
their active operations, inclusive of investments in securities. The State 
has recourse to such action either for the purpose of placing a ntw loan 
on the market in which investors have not confidence, or to increase the 
demand for securities already issued and neutrahse the dechne in (heir 
quotations caused by subsequent issues. 

30. — Loans considered as made to the State by the concessionaires of 
public works and which the State repays by means of annuities. 

A second form of disguised borrowing consists in the State under
taking to pay annuities, subventions, or contributions to pubhc corpor
ations, associations, or private companies for the execution of public 
utihty works. 

Instead of specifying an amount to be immediately provided for 
in the budget, the Government prefers to say that for carrying out a 
given work it is necessary to make a budget appropriation with which 
to pay over a given period of years an annuity covering the interest 
payments on loans raised by the municipahty, railway-company, land-
reclamation association, or other body to which a concession for the 
execution of a given work has been granted. 

These appropriations are entered on the budgets of tht departments 
most closely connected with the purposes for which the several works 
are carried out, and which very often contribute to their cost. But in 
practice the annual expenditure for such contributions is only entered 
for a few tens of milhons, and those whose business it is to examine the 
budgets do not perceive that the Government is incurring a load of 
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(1) As an example we give the following table showing the situation in It:tlv 
in 1935: 

Total iadebtednew ot tbs Itdian state 
In 1935 

millions ot lire 

Consolidated 9,892 
Redeemable 82,099 
Floating 11,285 

103 ,276 

Treasury debts 798 
Credit held by the Centra] Bank 1,773 
Morgan loan 960 
Sundry debts 8,370 
Excess of budget deficits over surplusses 5,987 
Debts of the local government administrations 1,184 
.\nnuities (deferred payments) 30,000 to 32,000 

GRAND T O T A L , . . . 152,348 to 154,348 

At that date the expansion of the national debt was chiefly due to deferred pay 
meuts. tTndoubte<Hy many public works had been carried out ; but from the exclusive
ly economic standpoint they could never be considered as investments bringing in 
an income which would adequately offset government expenditure on them, (see tlie 
III study in this volume, par. 16 and 17). • 

indebtedness which sometimes amounts to miUiards ; they raise no objec
tion to the extension of these loans which the Government is obtaining 
from the concessionaires of pubUc works and which it repays by means 
of annuities inclusive of interest and amortisation instalments (1). 

The concessionaire who has not the money required for starting 
and completing the work planned, contracts a loan on the open market, 
ofiering as surety the annuities the State undertakes to pay him. 

He may apply in the first place to a bank, perhaps an ordinary bank, 
for advances (provisional financing) guaranteed by his credit on the State. 

When the work is finished he may definitely surrender the annuities 
the State owes him to a State bank — generaUy to insurance institutes 
and make provision, for returning the loan obtained for provisional financ
ing from the ordinary bank. 

On their side, the insurance institutes, if they have large available 
capital resources, find it advantageous to invest them without any risk 
by advancing annuities and to wait over a long period from 5 to 50 
years which is the maximum length of the annuity payments under the 
laws of some countries, for the gradual recovery of the sum loaned. 

The only difEerence between the system of open pubUc loans and of 
these disguised loans is that while the securities of the national debt 
circulate easUy and are taken by aU classes of investors — and on their 

file:///nnuities
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(1) For fuller details, see my report " Des fonds speciaux dans les finances pnhli-
ques et plus particulierement des programmes de travaux publics " , " Congres Inter
national des Sciences Economiques " , Domat-Montechrestien, Paris, 1937. 

See also " L'influence de I'emission et de I'amortissement des emprunts d'Etat sur 
Jf .^^rehe des capitaux industriels et commerciaux " , " Conference Internationale des 
Sciences Economiques Appliquees". Goemaere, Brussels, 1930. 

behalf by private banks also which collect undifferentiated savings — 
the system of annuities addresses itseK exclusively to the capital held 
by semi-official corporations which, b y discounting the annuities due from 
the State, finance the concessionaires of pubhc works. 

It may certainly become dangerous to arrange for a division of la
bour between private banks and State banks under the impression that 
it will thus be possible to secure for the State *' economic independence " . 
It may also become dangerous to spread among the pubhc the conviction 
of the greater safety enjoyed by deposits made with State banks with a 
view to attracting towards them most of the new capital accumulated 
in a country. The danger lurks in the fact that the State may thus be 
too easily induced to incur expenditure. 

But if State banks exist in a country, the danger that the State may 
have too ready recourse to savings exists whether government loans take 
the shape of national debt securities or that of reimbursements by means 
of annuities. So this system, if hedged round with some guarantees — 
such, for instance, as a maximum limit placed on the annual budget 
habihties on their account, a maximum rate of interest the State is willing 
to pay on annuities, inclusive of interest and amortisation payments, the 
right reserved by the State when making the concession to redeem the 
loan as soon as the market rate of interest falls below that agreed on for 
the annuities — i s not more costly (except for the small amortisation quota 
in addition to that for interest) nor does it present more serious drawbacks 
than others. 

31. — Similar effects of open and disguised borrowing.. 

The effects on the financial market are not different from those met 
with in the case of open loans, for after aU both transactions are State 
loans. In substance, all the State does is to reimburse the cost of start
ing and completing works, the responsibihty for which is left entirely 
to the concessionaire (1). 

It may be that the danger of insolvency is not immediate in the case 
of banks which anticipate annuities, and in a certain sense it may be said 
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(B) EECOUESE TO F O E E I G N CAPITAL 

32. — When it becomes necessary. 

Mill asserts : " Whenever capital is withdrawn from production 
or from the fund destined for production that whole is withheld from 
the labouring classes. . . " There exist cases, however, in which borrowing 
does not have such consequences : " namely, first, when what is borrowed 
is foreign capital, the overflowings of the general accumulation of the 
world ; or, secondly, when it is capital which either would not have been 
saved at all unless this mode of investment had been open to it, or after 
being saved, would have been wasted in unproductive enterprises, or sent 

to be immobUised when they are credit banks working with their own ca
pital or with capital obtained b y the sale of their own debentures, or when 
they are semi-official insurance institutes not exposed to the danger of 
the possible withdrawal of deposits. Nevertheless, the phenomena now 
so well known — and among the most apparent is the rise in interest and 
bank rates and the diversion of savings from productive investments 
through the instrumentahty of the stock exchange accompanied by the 
fall in share quotations — are sure to occur should the State issue new-
loans in the form of annuities, even though the maximum limits placed 
by the Treasury on annual liabilities for such contributions be respected. 

Evidently all these phenomena, here referred to only incidentally, 
will be all the more keenly felt the more extensive is the issue of s u c l i 

loans. Should the total volume of State annuities be small as compared 
to the whole resources of the financial and money markets such phenomena 
will not be very apparent. 

Among the consequences of the issue of government loans, mention 
should be made of the variations in average price levels which are not so 
much affected by the velocity of the circulation of government securities 
as by the mass and velocity of the circulation of notes, cheques, bills and 
other means of payment in which the advances made by the various insti
tutes on the security afforded by the government annuities are paid. 
Thus this second category of semi-disguised loans also reacts on the finan
cial market in a manner similar to that produced by the issue of papci 
money, and this must be taken into account by the authorities when 
taking measures for stabilising the currency. 
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to seek employment in foreign countries " . He adds that those in need 
of having recourse to savings find in the tendency of the interest rate on 
the home market to rise, the principal reason for seeking credits on markets 
which offer it at lower rates ( 1 ) . 

In drawing a comparison between recourse to taxation and recourse 
to loans, Wagner does not seem to distinguish between home and foreign 
loans. He points out that heavy taxation withdraws capital from pro
duction which would otherwise flow towards it and entails disinvestments, 
and in these two ways reduces available capital, the flow of incomes, the 
formation of new savings. It is therefore advisable to secure capital 
wherever it can be had at least cost (2). 

Graziani also calls attention to the fact that " loans may be used 
to meet extraordinary expenditure, and recourse should be had to them 
all the more readUy when they are incurred to meet expenses relating to 
services which can yield a revenue to the State, and especiaUy when the 
State obtains the capital from foreign sources or from the available re
sources of the nation " ( 3 ) . As to the assertion that the debtor becomcK 
tributary to other foreign governments — apart from the fact that heavy 
taxation, by reducing capital resources, would also have reduced the tax
able capital — it should be remembered that while it is true that the in
terest on the loans has to be paid, this is done at the times which are 
considered most suitable for the national economy. 

In substance, when taxation cannot be raised without reducing in
vestments, real income, and the formation of capital ; when the savings 
avaflable in a country are small and the population does not or cannot 
make further savings ( 4 ) ; under the pressure of financial needs recourse 

(1) M11.T. JOHN STUART : "Principles". Book I, chap. V., par. 8, and book V. 
chap VII, par. 1. 

(2) WAGNER, A. : " Pinanzwissenschaft " 3rd ed. Vol. 1, Leipzig, 1883, pp. 144-169 
(3) GRAZIANI, A. : " Istituzioni di Scienza delle Finanze " Book II, chaii. I, p. 71. 
(4) If recourse is not had to forms of taxation or of inflation — which latter by 

causing prices to rise compel the recipients of incomes which have become inadequate 
not to spend them because the 8ai<l prices have become inaccessible to them — it is 
still difficult to carry out the intention of "forcing the public to save " . G.A.MBINO, A . 
in some "Appunti suUa ricostruzione deireconomia italiana'', "Istituto Nazionale 
di Finanza", 1944, remarks that ultimately it is always the individual who decides 
between consumption and saving, and that when he is induced to save rather than 
consume the goods which can still be freely purchased, he is always accomplishing 
a voluntary act. This is true ; but it is no less true that his voluntary action is 
restricted within ever narrower limits by the various prohibitions. And should the 
income not be spent on goods which can still be freely purchase and which the income-
holder may consider of little value to him, the prohibitions will have been effective 
in compellmg him to save. 
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_——, 
to foreign capital becomes inevitable. This is so in the case of individuals, 
in conformity with the tendency to reconstruct the ratio required by 
technical development between the various factors contributing to the 
growth of product ion ; and in the case of public bodies — in the first 
place of the State — with given precautions and under certain conditions, 
as, for instance, when it is a question of meeting emergency expenditure 
and it is possible to reckon on a certain elasticity of the fiscal system and 
of the economic equipment of the country. 

As a rule, loans are sought in countries with a high average level of 
incomes and extensive international relations. Experience shows that 
in such countries the supply of capital is more elastic, and more readily 
follows those variations in interest rates on loans enjoying hke security 
and of the same duration which are sometimes noted in the case of such 
securities as shares and debentures. In countries where the total in
come is very much subdivided and the average low, higher interest rates 
are required to overcome the difiidence of investors towards foreign 
loans. 

Not much has been written on the subject of foreign loans, but the 
literature on the subject has attained a considerable degree of accuracy 
in defining some of the phenomena. We shall endeavour, as is our cus
tom, to examine the chief consequences of a foreign loan to the lending 
and to the borrowing country during the period over which the instalments 
of the loan are paid and the interest and sinking fund payments made. We 
shall explore the grounds for considering that some theories on the subject 
are well founded and see within what limits and with what additions they 
may be able to afford a solution for the many phenomena of the post-war 
period, during which it is easy to foresee and to hope that large loans may 
be made by the richer countries to the poorer. 

33. — Phenomena a c c o m p a n y i n g the Collection of s a v i n g s e x i s t i n g o n the 

l e n d i n g m a r k e t . 

A loan made by one country to another always ultimately takes 
the form of goods and services exported from the lending country on a 
larger scale than was usual prior to the payment of the first instalment, 
goods and services which are received by the borrowing country in larger 
amounts than before. 

It is customary to assert that by granting a loan the lending country 
forces its citizens to reduce their consumption, or at least their future con-
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(1) CABIATI, A . : "Fisiologia e patologia economica negli scamhi della ricchezza 
fra gli Stati", Giappichelli, Turin, 1937, pp. 190-1, 171-3. • 

sumption of commodities (1), as a part, sometimes a considerable part 
of available capital is directed by the loan towards uses advantageous to 
a foreign country and leads to a reduced supply of consumption goods 
on the home market, a reduction corresponding to the amount and 
duration provided for in the conditions of the loan. I t is only when the 
loan is returned in fuE or in part that the lending country can again 
expand its own consumption, unless it might be added, this consumption 
in spite of the contraction which has occurred in the meantime, should 
prove to be so abundant as to arouse no desire for more . 

This assertion is not always supported by an examination of the 
facts which accompany the coUection of savings and their expenditure 
on the lending, the borrowing, and on sundry markets. 

When the amount of the foreign loan to be made does not exceed 
that of the capital available in the country — mainly in the form o f bank 
deposits, (to simpUfy our argument we do not take iato account the seve
ral forms of hoarding) the coUection of savings does not place restrictions, 
immediate or future, on the country coUeecting them. The banks of 
the lending country appeal to their depositors to subscribe the loan. More 
frequently however, as the borrower has to use the loan to meet long 
term liabilities, the banks themselves consider it preferable to have recourse 
to the ordinary machinery of personal credit, i. e. the issue of securities 
by the business concerns or governments of the borrowing country ; such 
securities are better suited for coUecting savings than the mere withdraw
al of deposits which, more especially in the case of business concerns, 
represent circulating capital held for short term investments. 

Consequently, the banks of the lending country purchase the shares 
and debentures of the business concerns or public bodies of the borrowing 
country, and redistribute them among those desirous of holding foreign 
valuta which is found very convenient in certain kinds of business trans
actions ; or they themselves, — when indeed the government is not itself 
the lender—issue securities of their own on the basis of the foreign issue, 
which offer to national investors a fuller guarantee and enable them to 
soUcit even small subscriptions, thus overcoming the preference of 
investors for liquidity. The rate of interest both on the securities issued 
by the foreign borrower — a matter of no concern to the lending market 
— and on the securities which the bank or the government of this latter 
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may see fit to issue, may even exceed the rate paid on bank deposits. 
Should however the capital invested by the lender in the new security 
be limited to that which lay idle or yielded a low return, there is no 
reason why the higher rate of interest should persist. 

Nor is there any reason why the prices of goods intended for consump
tion on the home market and of those imported or exported should 
vary ; or should they vary, there is no reason why such changes should 
last. Therefore the collection of savings on the lending market affects 
interest rates and price levels but httle and only momentarily and does 
not place restrictions on present or future consumption. 

34, — Phenomena consequent on the collection of savings in excess of 
the amounts available on the lending market. 

As a matter of fact neither does the collection of a larger amount of 
savings than that available on the lending market entail restrictions. 

In such cases the collection of savings m a y b e made possible by lowering 
consumption on the home market should the banks of the lending country 
refuse or curtail loans to business working to produce goods for home 
consumption. The rationing of credit entails sooner or later a smaller 
supply of goods, higher prices, the reduction of consumption. It also 
entails — s o long as the volume of capital remains what it was and the only 
changes are those in its distribution between home and foreign investments 
— a rise in the rate of interest, due to the fact that the business concerns 
who have been refused loans by the banks or have seen them reduced, 
have to seek credit elsewhere at higher rates. It is also likely to depress 
the activity of the business concerns who are refused the loans to which 
they were accustomed or who see them reduced. 

But, even if we only consider the effects of the collection of capital 
by means of reduced consumption, the rise in interest rates will induce 
merchants to liquidate their stocks, will lower prices, and will facihtate 
larger exports of good.s, services and securities to countries not inchned to 
raise artificial trade barriers. The larger offer of bills and favourable 
exchange rates will also encourage the import of those commodities 
wliose price on the lending market was higher than that ruling on other 
markets. Thus, while some commodities will rise in price as a result 
of a smaller supply, others will be cheaper, and the collection of capital 
made possible by a decline in consumption will lead to changes of some 
importance but easily offset by the growth of exports and imports. 



FINANCING GOVEENMENT : F0EEIG^f LOANS 189 

The collection of capital in excess of the available deposits on the 
lending market may be made possible by reducing imports, and it will 
then lead to a rise in the price of the stocks of consumption and capital 
gooda until then imported from abroad; in the prices of substitutes for these 
two groups of commodities ; in the prices of goods manufactured with 
the said imports. Hei-e again there is danger of a business depression in 
the lending country affecting enterprises accustomed to work with import
ed goods, and in the borrowing country as a result of the new direction 
given to production in the lending country which may lead to the reduc
tion or even to the abolition of the demand for its exports. It rarely 
occurs that the business concerns who are compelled to reduce their acti-
\'ity on the borrowing market are the same as those deriving a benefit 
from the loan which enables the lending market to reduce its imports 
from the borrowing market. Thus the collection of capital obtained by 
reducing imports does not lead to any persistent rise in the rate of interef-t 
as savings become more abundant, nor to a rise in the price of goods for 
home or foreign consumption unless indeed the said goods should be 
instrumental, supplementary to, or replace those until then [imported in 
smaller quantities from abroad. 

Of little importance are likewise the changes produced on the lend
ing market by the collection of capital obtained by the elasticity of the 
credit system, i. e., by credits which the lender opens in foreign countries, 
the use of which he grants to the borrowing country ; or by the creation 
of credit which the banks of the lending country place at the disposal of 
the borrowing country. The changes brought about by such meam 
are of little importance provided that the " new " monetary means never 
exceed the growth of the real incomo which — m a y b e as the result of other 
productive activities — t h e lending country expects to secure during the 
whole period over which those means will remain in circulation, i. e. the 
period required for the subscribers of the foreign loan to return the 
advances they obtained from the bank.s wherewith to make their sub-
.scriptions. 

We must however complete our appreciation of the scanty importance 
of the phenomena likely to follow the collection on the lending market 
of capital in excess of available savings deposits, by noting the phenomena 
to which the expeniditure of the amounts secured by the loan will give rise. 
These two sets of phenomena can be kept apart in theory but complete 
each other in practice. In judging whether the lending country by 
granting a foreign loan places restrictions on home consumption, we 
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should consider the effects produced not only hy the collection of the capi
tal but also by its expenditure which may take place on the lending, the 
borrowing, or on other markets. 

35. — Phenomena produced by the expenditure of the loan on the lending 
market. 

The expenditure of the capital collected to make the loan may take 
place on the lending market. 

{A) The borrower wishes, for instance, to purchase capital goods, 
(engines, rolling stock, road building or drainage machinery, cranes and 
other machinery for raising weights, agricultural and industrial machines). 
The banks of the lending country which subscribe the loan, grant credit 
to the business houses of the country producing the commodities required 
by the borrowing country. Should the volume of consumption goods 
on the lending market remain what it was before the loan was granted 
and should the banks refuse credit to the business concerns which until 
then manufactured for the home market in order to grant it to those now 
working for the borrowing market, there wiU be no real restriction of 
consumption, immediate or proximate. As in the case in which loans 
are made oiily with savings already available, there will be some slowing 
down in the production of certain goods, as, for instance, of those used 
on the home market whose activities are now directed towards produc
tion for the borrowing country. But this pause will be followed by a 
revival of production as soon as the recipients of incomes distributed in 
relation to the production of goods for the borrower demand commodities 
which can be produced by the business firms to whom the banks refused 
credit in order to made loans to the borrowing country. 

This occurs also and in a more obvious manner if the capital for the 
loan is supplied by the reduction of imports. The quota of national 
income which was sent abrqad will now be used for intensifying the produc
tion of goods for the borrower, and when redistributed in the form of in
comes to the several persons participating in those activities, it will 
enable its recipients to make new purchases of commodities which may 
perhaps be different from those formerly imported and have varying 
degrees of utihty. The same thing occurs when the capital for making 
the foreign loan is supphed in the lending country by credit created by 
the banks in the interest of national business engaged in producing for 
the borrower those goods which represent the loan. 
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If we consider the phenomena connected, not with the collection 
by one of the means above mentioned of the capital required for making 
the loan, but those connected with its expenditure on the market of the 
leading country, we thus find instead of depressions, unemployment of 
the factors of production, higher interest rates, and lasting price changes, 

(a) the shift of productive factors from those businesses which 
produce for the home market to those which produce goods, for the most 
part capital goods, for the borrowing or other markets •, 

(ft) a different distribution of capital among short and long term 
investments, as the banks which must finance business working for the 
borrower withdraw their available resources from the contango and dis
count markets, compelling their previous clients to seek elsewhere the capi
tal they need, perhaps by offering a higher rate of interest and thus lead-
uig to a rise in interest rates. This rise will, however, be of little import
ance when the elasticity of bank credit is marked and the trade cycle is 
nearing the phase of depression at the time when the loan is spent on the 
lending market ; 

(e) a decline in the production of some goods followed, however, 
by a recovery as soon as the participants in the activities carried on in 
behalf of the borrower apply the incomes they receive to the purchase of 
consumption goods which were produced also prior to the loan ; 

(d) a rise in the prices of goods produced for the home market. 
In this connection it has been asserted b y some (1) that even in the case 
of credit created by the banks, as the larger volume of monetary instru
ments is offset by the larger volume of goods produced for the borrowing 
market, it can never lead on the lending market to permanent and notable 
price rises. Undoubtedly, if the banks do not grant loans to an exagger
ated extent, and if the goods which can be produced for the borrower 
do not represent an appreciable quota of the whole volume of goods and 
services existing in the country, the price rises will not be considerable. 
But as at the close of each cycle of production the goods produced for the 
borrowing leave the lending country, the excess of monetary instruments 
when compared to the volume of the currency in circulation before the 
expenditure of the loan, wiU affect the prices of many goods and services ; 

(e) the reduction of any unemployment which may exist, espe
cially in the post-war period ; 

(1) CABIATI, A., Op. cit., p. 174. 
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(/) prospective earnings which can be realised as interest and amor
tisation payments gradually enter the lending country. 

On the cessation of hostilities, should a loan be very urgently requir-
e<l, the lending country may, within certain limits, convert munitions 
of war (armoured cars, mechanical devices) into peace-time machinery 
(tractors, machines) at a cost undoubtedly lower than that which would 
bo entailed by the production ex-novo of capital goods for peace-time 
purposes. 

Should the exporters of the lending market also obtain from their 
banks the means wherewith gradually to return the loans made them 
for the production of the goods required by the borrower, as they in 
their turn receive back from the latter the loans granted in the form of 
the capital goods, even those disturbances in the exchange rates, which 
begin to be felt only when the proceeds of the loan are spent in a 
country other than the lender, will have no occasion for making them
selves felt. 

Therefore, not only will the lending country suffer no drawbacks 
by making loans which are spent on it.s own market, not only will it cx-
perienee no restrictions of consumption of any importance beyond those 
due to a possible rise in price caused by the circulation of " new " mone
tary instruments, but it will secure many advantages, among which the 
following are the more important : a larger output of production than 
would have been had had its capital been inve.sted only on behalf of the 
original owners of the lending country and not in behalf of those who in 
the borrowing country have put it to more profitable u.se both directly 
and indirectly by using capital goods obtained on credit ; the growth of 
real income ; greater opportunities for consumption (1). 

[B) The capital collected in the lending country may be u.sed on its 
own market not only for the purcha.se of capital goods required by the 
borrower, but also in profitable transactions such as advances and even 
contango operations. In this case should the profits offset the interest 

(1) " I t is quite true that British capital has built cotton mills in India ami 
Russia, steel mills in Canada, other industries in South America, thus leading to a 
competition with the similar British industries. But it is also true that by enricliinji: 
her Dominions England has greatly developed her own exports and that a great part 
of the productive income of the remote parts of the Empire goes in the shape of di
vidends to British capitalists. What is altered is the geographical distribution of 
the industries, which by making the peoples increasingly interdependent, secures the 
liighest degree of perfection in the territorial division of labour " . CABIATI, A. ; '" F' 
siologia e patologia economica ". Op. cit., p. 178. 

http://purcha.se
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payments on the loan due from the borrower to the lender, the transfer 
of bills is avoided, the exchange rates remain unaltered, and so does the rate 
of interest and the volume of the factors ot production. In this case 
even the phenomena referred to in the previous paragraph will be avoided. 

36. — Advantages of borrowing in kind to the borrowing country. 

The advantages the borrower receives from a loan in kind are also 
evident. The goods obtained may combine with the available factors 
existing in the country—for instance man-power, land areas —thus pro
moting more intensive production ; they may lower production costs ; 
favour exports ; increase the volume of total real income ; offer employ
ment to unemployed mas.ses. These are phenomena of real importance, 
especially when care is taken to obtain from the lender capital goods for 
the *' independent " production of consumption goods which meet the 
demand of the home or foreign markets, or for public works typically 
instrumental in the production of consumption goods or whose execu
tion cannot be deferred. 

Banking activities, confined to the function of making advances, may 
supply most of the circulating capital. This is why the rate of interest 
on the borrowing market suffers no fluctuations, and why the average 
price levels for the chief groups of goods and services imported from abroad 
and assigned for consumption on the home or on foreign markets, do not 
fluctuate. 

More accurately speaking, the larger supply of finished goods due to 
the greater productive activitiy encouraged by the loan, lowers the price 
of commodities for consumption on the home market and for export, 
hut increases the demand for many other goods used in their production, 
without ever succeeding in depressing the prices of imports other than 
those in which the loan " in kind is made. Thu.s the inflow of capital 
goods representing the loan does not justify the statement that by encour
aging the supply of finished products such a loan lower.s their price, favours 
exports, prepares the way for paying subsequently and more easily the 
interest and amortisation rates. 

The fact is that an influx of capital goods which meets real needs 
of different branches of production undoubtedly encourages a more abud-
aut supply of finished goods at lower prices. But the persistence of 
the lower price level depends on many other factors which may neutralise 
it or, perhaps, accentuate it. In any case, the advantages a borrower 



204 INTRODUCTION TO POST-WAR RECONSTRUCTION 

may obtain from loans in kind cannot be measured by the price level 
whether lower or higher. They are similar to the advantages we have 
already referred to in the case of the lender : 

(a) in the first place, the employment of the factors of production 
which, in the absence of a loan — for instance in the absence of capital 
goods — would never have been secured. The pressure which masses 
of unemployed workers may exercise is thus reUeved ; (b) the more exten
sive use of available factors —for instance, land, labour etc. —which toge 
ther with those arriving from abroad, can enter into combinations of great
er economic expediency than those which could have otherwise been 
arranged for on the home market, for instance, autarchic measures ; (c) a 
larger supply of commodities and capital goods for which there is a demand 
on the home and foreign markets ; (d) the growth of total real income; 
(e) larger opportunities for consumption. 

It would seem superfluous to illustrate these phenomena in detail. 
They indicate the advantages secured both by the lending and the borrow
ing countries. Nor could it be otherwise ; voluntary exchanges never 
benefit only one of the parties to the transaction. 

37. — Phenomena produced by the expenditui'e of the loan in countries 
other than those which have negotiated it : (A} Phenomena which 
can be noted in a lendilng country with a gold standard currency. 

The expenditure of the loan in a country other than that which makes 
it entails, as we have said, the consideration of exchange rates, i. e. of 
the ratio in which the monetary unit of one country can be exchanged for 
that of another. 

Two countries A and B, — for instance, England and the United 
States — with a monometalhc gold system and trade hmited exclusively 
to the exchange of goods, a balance being secured by importing goods for 
a total amount equal when expressed in gold to their exports, agree that 
the former shall pay to the latter a constant amount, over specified units 
of time, in the form of bills drawn b y exporters, in the lending country on 
debtors either in the borrowing or in other countries. 

The banks of the lending country, which underwrite the foreign loan, 
seek bills payable abroad wherewith to meet their habihties. The greater 
demand for bills raises their price on the lending market. Should it 
raise it above the gold points part of the gold reserves of the lending country 
will migrate to the borrowing country. This will lower the prices of the 
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products, encourage exports to the United States and to all the other 
countries with whom the borrower is in trade relations ; it will lead to 
a larger offer of foreign bills which wfll allow American bills of exchange 
to return to England at a price lower than the upper gold point, and wiU 
enable the lending country to pay the remaining instalments of the loan 
not in bullion but in bills of exchange, securities, or goods. 

To secure a larger and more immediate outflow of export?, the Central 
Bank of the lending country may raise the bank rate, which in countries 
with a fiduciary currency is the first means used for " correcting " the 
exchange rates. In any case, should there be variations in the bank-
rate — following a first body of bills the demand for which raises the price 
of American bills of exchange in England above the gold point, and after 
an inflow of gold which again brings the said price below the gold point — 
the payments of the loan may continue to be made, if advisable, by 
means of biUs which represent exports of goods and capital from the lending 
country both to the borrowing country, and, as a result of the well known 
effects of arbitrage, to all the other countries whith which it trades. 
Exports, therefore, of goods and securities and in the first place of the 
foreign securities which may be held by the lending country, as the export 
of securities completes that of goods, reduces the need of lowering their 
price and does away with the need of raising the bank rates for that pur
pose. In any case, all these exports will increase as compared to their 
previous volume to the extent required for supplying the bills needed 
for paying the instalment quota. 

If, on the other hand, the loan be a conspicuous one and be made 
within relatively brief periods of time, the exchange rates in the lending 
country, as a result of the eager demand for foreign bills on the part of 
the borrower, may rise even above the upper gold point, leading to a heavy 
export of gold which by encouraging the fall of prices and larger exports 
of goods, securities, and bflls, will cause the price of bills of exchange to 
fall below the upper gold point and will make it possible for the lending 
country to continue to transfer the loan in the form of bills. 

It is not easy to judge of the advantages a lending country may se
cure by making a loan spent on another market until the loan itself has 
been repaid. If we only take into account the phenomena following the 
collection of capital on the lending market, we should have to ascertain 
the restrictions placed on consumption due to the fact that, as a result of 
the loan and of the rise in exchange rates, the nationals of the lending 
country are only able to acquire smaller quantities of foreign goods, whUe 
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many commodities wliich were previously sold only on the home market 
are now absorbed by the export trade which is encouraged b y the rise in 
exchange rates. Such a notion would however be an incomplete one. 
As we have already shown, an examination of the phenomena produced 
by the coUection of capital should be completed by that of the phenomena 
noted in the other phases of an exchange of capital rationed over time, as 
in the case of a foreign loan. 

38. — (B) Phenomena taking place in a borrowing country with a gold 
standard. 

The results of the influx of bills and possibly of metalhc money on 
the borrowing country will vary with its monetary system. 

In the case of a gold standard currency, an influx of gold relatively 
larger than the other subsequent inflow of goods, would raise the prices 
of g o o i s and services ; raise monetary incomes ; encourage imports repre
senting the proceeds of the loan received by the borrowing country. It 
would discourage exports. More precisely speaking, the prices of the goods 
imported from the lending country will remain at a lower level than those 
of the goods intended for home consumption ; as the rise in the price of 
the bills of exchange of the borrowing country in the lending country — 
in the example under consideration, o% American bills of exchange — will 
determine a fall in the price of the goods of the borrowing country — i. e. 
of British goods — expressed in the currency of the lending country, i. e. 
in American currency — hence the interest of British exporters to 
export at all costs so as to obtain American biUs which can now purchase 
larger quantities of British bills and goods. And even should he receive 
gold as a result of the loan, and even should the prices of goods and ser
vices for the home market rise, the gold currency borrower profits by the 
full diffarence between monetary incomes, which tend to rise, and prices 
of imported goods which tend to fall with the depreciation of the pound 
sterling —offered in larger quantities as a result of the loan — in terms of 
dollars. With the same amount of work, the borrower obtains larger 
quantities of goods and services than he obtained prior to the loan. 

On the other hand, the nationals of the lending country, accustom
ed to consume goods of the borrowing country — even should they con
tinue to receive the same monetary incomes as prior to the loan, or should 
they receive smaUer incomes owing to a conspicuous outflow of gold to
wards the borrowing country — have to pay more for the goods of this 
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latter and to purchase them in smaller quantities. The exports of the 
borrowing country tend to decrease (1) and taken as a whole the tendency 
of monetary incomes and of the prices of goods for home consumption to 
rise is paralleled by the tendency to a fall in the prices both of goods 
for import and for export. 

39. — Advisability fOr the borrowing country with a gold standard to 
spend the loan received on its own market. 

The borrower may find it advisable to spend the proceeds of the loan 
CD his own market. I t thus purchases capital goods or consumption 
goods, it pays wages which are converted into consumption goods, it 
encourages greater industrial and commercial activity. 

The foreign exchange resulting from the loan, is presented to the 
Central Bank to be converted into notes. The Bank may make new note 
issues and increase the volume of money in circulation, a policy justifiable 
as long as the exchange thus received is paid into its reserves but a risky 
policy so long as the exchange remains outside the reserves as for in
stance when the Bank accepts it only to be carried forward and issues 
paper on the unchanged basis of existing reserves. In any case the notes 
give rise to a larger circulation of cheques of the ordinary credit banks, to a 
larger capacity of consumption, to an expansion of the several forms of 

(1) The always valid theory of TAU3.srG, F. W. : " International Trade under De
preciated Paper. A Contribution to Theorj Quarterly Jour-nal of Economics, 
May 1917, reproduced and developed with admirable lucidity in the volume " Interna
tiona! Trade " . Op. cit., chap. 12, chap. 25, chap. 30, is derived in this first hypothesis 
of a gold currency for both countries, from the standard economists but leaves room 
for a misunderstanding which it would seem desirable to clear up right away. The 
misunderstanding is that gold movements cause those currents of exports and imports 
of goods, securities, and services which reestablish a balance. But the fact is that, 
even in countries with a gold currency, price changes and changes in the direction 
of trade currents are due not to the flow of gold from the lending to the borrowing 
country, but to variations in the price of bitts of exchange caused by the loan, the 
increased demand for foreign exchange by the borrovring country, the greater sup
ply of foreign exchange by the lending country. It is these variations which lead 
to the shift of gold from one country to another. Even shuuld these gold move
ments not take place because, for instance, the fluctuations in the price of American 
bills of exchange in London or of British bills of exchange in Xew York do not reach 
the gold points, the transfer of the loan wonld still give rise to the depreciation of 
British goods in terms of dollars, to exports from England to the United States, and 
to profits accruing to the latter in their quality of lenders. Should they occur, gold 
movements will serve to spread over all the prices of goods or services the changes 
which have already occurred in the price of bills of exchange as a result of the loan. 
But even in the hypothesis of a borrowing country with a gold currency, the primum 
Wihile of commercial currents is always the variation in the price of bills of exchange 
of the lending country in terms of the currency of the borrowing country. 
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demand, to a rise in the price of goods intended for home consumption. 
The stimulus given to production by the loan increases the demand for 
labour and raises the level of wages, as in a period of prosperity. More 
accurately speaking, if there was unemployment money wages will rise, 

ut if there was full employment the competition between entrepreneurs 
desirous of enlarging their business wiU lead to a rise in real wages. 

After some time the rise in the price of goods and services will lead 
the country to make larger imports. It is indeed true that thiswiU 
increase the trade deficit and raise the demand for foreign exchange. Notes 
are then presented to the Central Bank to be converted into gold or 
foreign exchange, and the proceeds of the loan tend to emigrate. But 
if during the period intervening between the influx of foreign exchange 
consequent on the loan and the demand to pro'V'ide for more advantageous 
imports, foreign capital should succeed in reviving the activity of the bor
rowing market, it wiU reduce unemployment, increase the volume of pro
duction, and prepare favourable conditions for the growth of large export 
currents. 

All these considerations relate to loans made for obviously productive 
purposes and granted by the dehvery of foreign bills of exchange which 
are changed into bills of the borrowing country. 

Obstacles to the success of such foreign loans — also when examined 
outside the classic framework of the gold standard — arise as the result 
of conflicting pohcies which the contracting countries may follow, first 
of all the very common one of raising customs barriers while at the same 
time desiring that capital should circulate freely between one's own and 
other countries. 

The second one is this : when the loan is transferred in the form of 
foreign bills of exchange it inevitably gives rise to price and wage in
creases. It would therefore seem to run counter to this trend to require 
that prices should fall in the borrowing country at a time when loans are 
flowing in under more or less visible forms ; or that they should remain 
at low levels as the result of coercive measures taken by the lending country 
at the time when the loans are repaid. Such short-sighted manoeuvers 
undermine the premises and interfere with the normal working of the gold 
standard (1). 

(I) Under exceptionally favourable conditions, wliich make one think of labora
tory experiments WIXER, J, (" Canada's Balance of International Indebtedness 
1900, 1913", New York, 1924 ; see also TAUSSIG, F. W . : " International Trade " 
Op. cit., chap. 19, p. 258 ; H.ABEBLER, G. ; "International Trade", London, 19.'5fi, 
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pp. 96-101) succeeds in confirming the theory above mentioned by the exam i-
nation, suggested by Taussig himself and conducted by the author with exceptional 
ability, of the consequences of the large loans granted between 1900 and 1913 by 
Great Britain to Canada. These loans were so large as to exceed in importance any 
other modification which might have occurred in the Canadian balance of payments. 
The loans were required by an economy which — while paying interest on previous 
loans and presenting therefore a favourable trade balance with an excess of exports — 
felt the need of new capital to complete the economic equipment of its Western pto-
vinces. 

As soon as the loans started, Canada's trade balance became passive. Under a sys
tem of " triangular trade " the Dominion not only imported from England but ia a 
still larger measure from other countries. Gold imports entered its market, affecting 
its monetary system which was on a narrow gold basis, producing as a special feature 
the expansion of credit by the deposit and discount banks which took place even be
fore the actual arrival of the gold, on the mere news of loans granted to their respect-
tive clients. Thus with a rise in world prices as a background, prices rose in the borrow
ing country to a larger extent than was noted in Great Britain. The price rise affect
ed more especially commodities produced for the home market and the monetary wa
ges connected therewith. The rise in the price of goods for export was somewhat smaller 
owing to the fact that as sterling was received in exchange for these goods, and the rate 
of exchange had become favourable to the currency of the borrowing country, the 
exporters of the lending country received smaller quantities of Canadian dollars and 
had little incentive to export. Nevertheless export trade continued, especially exports 
of wheat which along with other foodstuffs were considered as the bye-products of the 
necessary land-developments (MAJBSHALL, A . : " Principles of Economics " , Book V. 
Chap. 10, par. 2, 6th edition; B.IBKER, S.W. : " Flax Fibre and Flax Seed QuaHertf 
Journal of Economics, May 1917, p. 500, quoted by TAUSSIG, F. W^. "International 
Trade, p. 229). The rise in the price of imported goods is still lower ; and in any case 
only takes place later on, allowing the borrower to take advantage of the whole differ
ence in relation to monetary incomes. 

The Central Bank may however adopt another pohcy. It may con
vert the foreign exchage or the bulhon entering the country as instalments 
of the proceeds of the loan, into notes and it may reduce by a hke amount 
its own business transactions, as for instance the funds for contango settle
ments, and those available for discounts and advances. In this case, 
increased productive activity will not necessarily cause a rise in the price 
of goods and services in the borrowing country. The influx of foreign 
exchange biUs is followed at most by a rise in the bank rate and in the in
terest on short term loans, due to the fact that the capital available for 
<iiscounts and forward settlements is now in demand for other purposes. 
Later on, the greater demand for cheques on the part of those who no 
longer able to obtain loans from the Central Bank have to apply for them 
to the deposit banks also raises the rate of interest on medium-term credit 
on the open market. But as the monetary resources available in the 
<ountry are unchanged, the phenomena produced by the expenditure of 
a foreign loan on a borrowing market with a gold currency are limited to 
<hange8 in some of the rates of interest and in some of the uses to which 
savings deposits are put. 
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I t may even be that foreign exchange and buUion are hoarded by the 
Central Bank which, with the consent of the Treasury, follows a pohcy 
directed towards the increase of its reserves and the contraction of loans, 
with a view to avoiding inflation and restoring at least de facto stabihty 
to the purchasing power of the currency, as was done by many Treasuries 
after 1925. In this case, the above mentioned phenomena will not 
occur and the reasons given in support of the loans will be less well 
founded than those which justify loans made for really productive pur
poses. 

40. — Pheaotaena taking place in a borrowing country with an incon
vertible paper currency. 

These references to events of past decades should not be considered 
as too remote. At the tims of writing it is not easy to foresee whether the 
nations wiU wish to return to the gold standard or to amend it, or to give 
it up. In any case, a clear understanding of the difference which exists 
between the theories advocated and the conditions actually brought 
about b y human action, and a study of the motives for such diffe
rences may help to avoid future errors. Lastly, the phenomena 
arising from the expenditure of a loan on a borrowing market with 
an inconvertible paper currency can never be clearly stated if those 
consequent on the expenditure of a loan whose proceeds are received 
in the form of foreign biUs of exchange on a gold standard market are 
not first clearly understood. Therefore the examiation of the pheno
mena attributable to the subscription and expenditure of a foreign loan 
on a ;market with a gold currency is fuUy justified in theory and in 
practice. 

On a borrowing market with an inconvertible paper currency, the 
rise in the price of bills of exchange expressed in the currency of tlie lend
ing country — in the case we have been considering the rise in the price 
of American bills of exchange on the London market — and the lowering 
of the price of British biUs of exchange on the New York market will, 
as when both countries are on a gold currency basis, encourage exports 
from the lending to the borrowing country, enable the latter to deliver 
larger quantities of goods to the lender, put a stop to the imports of the 
lending from the borrowing country ; on his side the lender will incur 
loss due to the fact that he can only obtain from the borrower a smaller 
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quaatity of goods in return for the same quantity of exports he was 
accustomed to send him (1). 

Thus the only difference between a borrowing country on a gold basis 
and one with an incouTertible paper currency will be the movement of 
the price of consumption goods on the home market. In the former 
case these prices will tend to rise, in the latter case — should the amount 
of paper money and the total monetary income remain unaltered — the 
prices of goods and services for home consumption wiU tend to remain 
aTthe levels ruling prior to the loan. 

It is however necessary to define this point clearly. When foreign 
bills of exchange enter the borrowing country and are presented for conver
sion into notes at the Central Bank, and when these notes encourage 
those branches of production which are most advantageous to pursue 
their activities rather than to import products from abroad, the situation 
described when examining the situation of a borrowing country on a 
gold basis is likely to be reproduced. 

To state it more accurately, so long as the foreign loan converted 
into national currency has the typical function of acting as an advance of 
future real income, the prices of goods and services for home consumption 
tend to remain at the level attained prior to the loan. A t the same time, 
the prices of goods for export remain at a low level as many of them remain 
in the country. By selling them abroad the exporters of the borrowing 
country would secure foreign bills of exchange which, as a result of the 
loan and of the consequent larger offer not only of sterling but owing to 
the action of arbitrage of other valuta also, have a lower purchasing power 
than those of the borrowing country. At the same time, the prices of 

(1) It would be more accurate to say that while the installments of the loan conti
nue arriving on the borrowing market, the exchange rates on the borrowing market 
fall as a result of the larger available number of bills drawn on foreign countries and 
this holds good not only of the exchange rate on the lending country but also of 
those with other countries with which the borrower trades, and to much the same 
extent, as a result of the well-known phenomena of arbitrage which tend to level the 
price ruling for bills drawn on several countries. 

Should the rate of exchange have been very high before the loan was made, now 
that the rate is falling it may go below the upper gold point. In this case the borrow
ing country which has to make payments for heavier imports will not find it advanta
geous to make them with the gold which may be available on its own market or which 
may have entered the country with the loan installments. It will pay with foreign 
bills of exchange, and if it has received small quantities of gold it will preserve them. 
But in a borrowing country with an incovertible paper currency the fall in the exchange 
rates may still leave them at a level higher than the upper gold point. In this case, 
either the gold still available on the home market or the gold wlach may have entered 
with the loan installments, will emigrate, as offering a means of payment preferable 
to bills. 
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(1) TAUSSIG, F . W . Op. cit., pp. 349 , 398, 404 . 

imported goods also remain at a low level because the interest of exporters 
of the lending country to procure foreign bills of exchange of the borrowing 
country which, as a result of the loan, now have a higher purchasing power 
than that of the national and other currencies, induces them to be satis
fied with lower prices provided they can export. 

It would thus seem justifiable to state, as does Taussig (1), that while 
in a borrowing country with a gold currency the level of prices for large 
groups of goods and services, mainly intended for consumption on the home 
market, tends to rise, in a borrowing country with an inconvertible paper 
currency they tend to fall below the level ruUng prior to the loan. Nor 
is this surprising, as with the same volume of money circulating on the 
home market, the borrowing country disposes of larger quantities both 
of goods which are not exported in the same quantities as before and are 
therefore available for home consumption, and of goods which it can 
advantageously purchase abroad favoured b y the exchange rates. AU 
income holders benefit by the difference between their income, which 
remains the same, and prices which are faUing. 

But when the part of the loan spent on the borrowing instead of on the 
lending market is so considerable that it is not adequately offset by con
sumption goods or goods used in processes leading to the production of 
consumption goods which can be made b y national concerns, the prices 
of the goods and services intended for home consumption tend to rise in 
the borrowing country to the same extent, neither more nor less, in which 
gold circulates there. And the only difference which can be noted be
tween the phenomena attending the expenditure of a foreign loan in a 
borrowing country with an inconvertible paper currency and in one with 
a gold currency, disappears. 

Another difference however emerges ; in the borrowing country with 
an inconvertible paper currency the expenditure of the loan may endan
ger the successful stabilisation of the purchasing power of the currency 
which the monetary authorities may wish to secure by stopping the issue 
of notes and coatroUing the circulation of cheques. This could not occur 
under the gold standard because the inward or outward movement of 
gold would automaticaUy regulate any excess or deficit in credit expansion. 
Evidently the authorities of the borrowing country with an inconvertible 
paper currency cannot but be concerned with the possible excesses of cre-
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4it expansion attributable to the expenditure of a foreign loan on the 
market on which tkey are endeavouring to stabilise the purchasing power 
of the currency. 

41. — Phenomena arising from the expenditure of a loan on markets 
other than these of the lending and borrowing countries. 

The borrowing eountry in which a faU in the price of the biUs ef ex-
ehange of the lending country is noted as a result of the loan, may use the 
foreign biUs of exchange and buUion or the credit accounts opened in 
its behalf, on other saarkets instead of on its own ; and it may promote a 
demand for foreign goods to the loss of its business activities just at the 
time when the rise in the price of the bills of the borrowing country induces 
the lending country which pays the instalments of the loan to curtail 
its imports from that market. In such cases two forces converge to re
strict the productive activity of the borrower and to lead him ever fur
ther from the situation in which the whole foreign loan is spent on his 
own market, whether the country be on a gold basis or have an incon
vertible paper currency. 

But — even in the less favourable hypothesis that the foreign loan be 
spent on another market — as the instalments of the loan gradually cease 
and imports at more advantageous conditions than those ruUng on the 
home market continue, the exchange rate will again rise, the price of na
tional goods in terms of foreign exchange will fall, exports which tend to 
offset the downward trend of home production will be encouraged. The 
intensity and duration of this trend wiU be the less perceptible the smaller 
the instalments of the loan and the more regular the intervals at which 
they are paid to the borrowing country which spends them on other 
markets. 

42. — The case of a country which can process raw materials and semi
manufactures at a lower cost. 

A case in which a foreign loan is spent on markets other than those 
of the lending or borrowing countries is afforded when a country lacking 
capital appUes to countries possessing it for loans in kind. The country 
wUling to conform with this request but deficient in adequate supplies of 
labour at a low cost, or else a third country which has an excess of labour 
and is desirous of employing it at a low cost in the production of capital 
goods, may agree that the expenditure of the loan granted t o the appU-
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(1) In the period immediately prior to the first world war. the British banks opened 
large credits to the German banks to enable them to finance sales of machinery and 
finished products sold on long deferred payment terms by German manufacturers to 
British colonies. At the same time they encouraged, by acceptances, large exports 
from India to Germany. CABIATI, A. Op. cit., p. 180. 

cant be made in the processing countiy. This latter, as a result of the 
influx of foreign biUs of exchange or of credits opened in its favour b y the 
lending country, witnesses the appearance of aU the phenomena conse
quent on the expenditure of the loan in a borrowing country with a gold 
currency or an inconvertible paper currency, i. e., increased production, 
fullar employment, larger real income, increased consumption, higher 
prices for goods and services. 

Indeed, with a view to accentuating these phenomena, the country 
which has inserted itself between the two parties to the contract for a loan 
in kind, may, if until then engaged in the production of consumption 
goods, now concentrate all its factors of production on the manufacture 
of capital goods for the real borrower, and should the lender be engaged — 
perhaps at a lower cost —-in the production of consumption goods required 
by the processing country, this latter will now import them, thus increasing 
the advantages it may obtain from its insertion between the two parties 
to the loan agreement. It wiU indeed profit by the reception of commo
dities at a lower cost. 

On the other hand, the position of the lender will remain unaltertd 
except for the fact that while making loans in the forrh of foreign bills of 
exchange or by opening credit accounts in favour of the country produc
ing the capital goods for the real borrower, it wiU on its side be producing 
consumption goods to allow the processing country to devote all its ener
gies to the production of capital goods. In this way, it saves the whole 
difference between the lower cost of producing consumption goods and the 
higher cost which it would have had to meet had it manufactured the capi
tal goods, the dehvery of which was required b y the loan in kind. Taken 
as a whole, the insertion of a processing country between the lender and 
the borrower assures to all concerned much greater advantages than those 
arising from mere exchanges spread over a period of time between the 
original parties to the agreement. 

This may be described as the indirect financing of a borrower b y a 
lender through the agency of a third party (1). The lender's loans in 
dollars, marks, sterling, etc., enter the borrowing country in the form of 
essential goods. As a matter of fact, they pass through the banks of a 
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(1) Minute enquiries made both by GRAHAM, F . D . : "International Trade under 
Depreciated Paper: the United States, 1862-1879 " Quarterly Journal Ec(momics 
Februaiy 1922 — a study of the phenomena which occurred in the United States from 
the end of the Civil War to the resumption of gold payments, an example of issues 
of paper money stabilised at a given level, of a deciyive growth in population and of 
business turnover, of noticeable price falls and of large loans for railw,iy construction — 
and by WII^LIAMS, J. H . : " Argentina International Trade under Inconvertible Paper 
Money " 1880-99, Harvard Economic Studies, 1920 — a study of phenomena which 
occurred in Argentina offeiing an example of growing issues of paper money, rising pri-

third country, which make possible the financing of productive business 
engaged in manufacturing goods essential to the borrowing country. The 
phenomenon may be rendered more complex b y the intervention of yet 
other countries. But each additional intervention wiU dilute or disperse 
the advantages obtained by the country which endeavours to insert itself 
between the original parties to the agreement for a loan in kind. 

43. — Interest payments and repayment quotas tend to invert the si
tuations of the lending and borrowing countries which we have 
examined. 

The situation of two countries which arrange a loan tends to be invert
ed when the payments of the instalments cease and the borrower begins 
to repay them, or at least to pay interest which he may indeed have 
done ever since the receipt of the first instalments. To foUow in detail 
this process of inversion does not seem necessary, as all that need be done 
is to replace the phenomena above mentioned by their opposites. 

For instance, exchange rates depressed in the borrowing country 
b y the receipt of loan instalments, wiU again rise as soon as interest and 
amortisation payments begin. The excess of imports which charac
terises the trade balance of the borrowing country during the first period 
wiU give way to an excess of exports during the second. In a borrowing 
country with an inconvertible paper currency the prices ot domestic goods, 
higher than those of imported goods and of goods for export during the 
period of loan instalment receipts, wiU now be lower than the prices of 
goods for export — for which the demand is heavier, now that exports 
are encouraged and can not always be secured by reducing home consump
tion — and than the price of goods imported, now that the payment of 
interest and amortistion rates raises the price of bills of exchange of the 
lending country. So again, money wages — which were higher in the 
industries working for the home market during the first period — wiU 
tend to faU during the second, and so on (1). 
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ees, large loans also made for railway construction spent to a large extent on the lending 
market — confirm the theory and place it on positive foundations. 

One may object, as HABERLER does (Op. cit., p. 92) , that not only the receipt or 
the repayment of a foreign loan but also many other factors tend to modify the prices 
of bills of exchange, domestic goods, labor, goods for export, and imported goods. 
Such for instance may be inflation, deflation, economic fluctuations, secular trends, 
improvements in the systems of production, improvements in the means of transport, 
changes in demand, market alterations, trade policies But undoubtedly the phe
nomena brought about by foreign loans remain, even if it be not easy each time to 
supply inductive confirmations of their presence. Whoever enquires into the means 
best suited for the transfer of large bodies of capital from one country to another, 
whoever desires to ascertain the advantages conferred thereby on the parties to the 
agreement, cannot fail to take them into consideration. 

For a criticism of the theory of TAUSSIG, and of the criteria followed by GRAHAIC 
to confirm them, especially by calling attention to the premium on gold — unneces
sary and susceptible of giving rise to confusion — I may be allowed to refer to my 
report "Prestiti esteri e commercio internazionale in regime di carta moneta " , Rome, 
1923. 

Ultimately, the situation of a country which pays interest on 
and returns loans is similar to that of one paying tribute to a foreign 
eountry and in search of capital wherewith to do so by one of the means 
above mentioned, i. e., the combing out of available liquid resources, the 
reduction of home consumption, the reduction of imports, the creation of 
credit, larger exports. 

Just as it may suit the lender to dehver in kind the instalments of a 
loan he ha.s agreed to make, so it may suit the borrower to pay inteiest 
and redemption quotas by the dehvery of goods. In such cases the 
phenomena we noted on the lending and borrowing markets as the result 
of loans in kind will occur ; only they will be reversed. More frequently, 
however, the exchanges of the borrower with other markets may attain 
«uch intensity as to make it advisable to pay the interest and the 
redemption instalments falhng due not by the direct delivery of goods 
and services, but by bills of exchange which, in their turn, are evidence of 
exports made to a great variety of markets. 

In conformity with the principles already noted, in the case of a 
borrowing country with a gold currency, the rising price of bills of exchange 
payable in the lending country wiU depress the prices of goods, services 
and securities ; and should the rise in exchange rates exceed the gold 
point, the consequent exodus of gold will accentuate the fall already pro
duced by the mere rise of exchange rate and spread it to all prices. Thus, 
for instance, the fall in wage-rates noted at first in the export industries 
will spread to many other industries. On the other hand, in a lending 
country with a gold currency the inflow of gold, if it be not " sterihzed " , 
will tend to raise the price of domestic goods inclusive of labour, while 
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(1) TAUSSIG, F. W . Op. cit., chap. 12, p. l l .r 

the price of imports — now favoured by the lower rates of exchange — 
will fall, as will also that of exports now that the lending country finds 
it less advantageous to receive bdls of exchange which, as a result of the 
larger offer brought about by the repayment of the loan, now purchase 
less in terms of the national currency. 

In the case of a borrowing country with inconvertible paper money, 
the transfer of gold will not have a " spreading " effect. All the phenomena 
arising from the variations in the price of the bills of exchange of the lend
ing country in terms of the currency of the borrowing country will, how
ever continue to be felt. 

But whatever be the method chosen for the payment of interest rates 
and for the redemption of loan instalments, the borrower — as had pre
viously occurred in the case of the lender when paying the instalments of 
the loan — is compelled to deliver larger quantities of his own goods to 
secure the same or even a smaller quantity of the goods he previously 
secured by his trade with the lending country (1). The amount of the loss 
will depend on the contemporary " elasticity " both of the demand of 
the lending country for goods which the borrower produces and of the 
demand of the borrower for those produced by the lender. Should the 
borrower export, for instance, citrus fruit for which the demand in the 
lending country is inelastic — so that the demand for citrus fruit will not 
increase should its price fall as a result of higher exchange rates — and 
should he import, say, flax from the lending country for which the de
mand is elastic shrinking as soon as higher exchange rates cause the price 
to rise the borrowing country paying interest rates and redomi)tion quotas 
will suffer the full loss incurred. The loss will be reduced should the de
mand on the lending market be elastic and that on the borrowing market 
inelastic. It will be stiU further reduced should both demands be elastic. 
It will however continue even then as the exchange will still be due to 
causes less favourable to the borrower than those existing before the 
payment of interest rates and redemption quotas on the loan began. 

44. — Example of loans between Governments. 

During and after the first world war there were many examples of 
loans between private persons and between governments. Among the 
latter, mention may be made of the loan granted towards the close of 1915, 
known as " A. Fr. " abreviated into " Africs " , on the basis of bonds 
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(1) TAUSSIG, F.W. Op. cit, p. 313. 

jointly issued by the British and French governments. It was floated 
by the J. P. Morgan C° of New York , underwritten in fuU by banks and 
investment trusts on the American market, and redistributed b y them 
among investors whose capital, through the agency of the Morgan Co., 
was used ultimately to pay for a great variety of goods purchased in the 
United States to meet war needs, ranging from munitions to foodstuffs. 

Subsequent loans succeeded in attracting capital only by the offer 
of the collateral security afforded by American bonds previously issued by 
American nationals or groups on behalf of European creditors. 

Several governments which had to incur indebtedness towards the 
United States and provide collateral security anxiously called on the 
holders of American securities to sell or even loan them, when they did 
not succeed in requisitioning them. Under such conditions, the loans 
granted after the return to the United States of American securities issued 
in preceding periods, were more in the nature of the redemption of loans 
previously obtained from European countries than of a real export of 
capital (1). 

The redemption was effected by American investors who subscribed 
the foreign loans. Consequently the interest on the bonds and debentures 
formerly held in Europe, ceased to be an item on the debit side of the A m 
erican balance of payments, and became a book debt (partita di giro) 
between American citizens, i. e., American debtors on account of the bonds 
issued to European creditors and American holders of the new govern
ment bonds to which collateral security was afforded by bonds previously 
issued by Americans. 

But when the war was prolonged, even the coUateral security offered 
by securities issued by Americans was found insufiicient to attract capital. 
The financial agents of foreign governments were replaced by those of the 
the government of the United States itself who, to attract the capital 
available in the country issued their own " Liberty bonds " . In practice, 
the governments concerned notified the Treasury of the amounts they had 
to pay for the purchase of goods in America. The Treasury ordered the 
Federal Eeserve Bank of New York to open credits for those amounts in 
favour of those governments, who utiUsed them by drawing cheques 
which they offered in payment to their American supphers. 

The pubhc did not understand the essence of these transactions. 
It beUeved the United States were exporting for cash. They did not rea-



FINANCING GOVERNMENT : FOEEIGN LOANS 219 

(1) One group of Americans produced goods which were exported, another group 
supphed funds for paying them. During the first stage the funds were supplied by the 
investors who bought the " Africs " and the subsequent issues lioated by Morgans. 
During the second stage they were provided by these who took the several issues of 
Liberty bonds. At a still later stage and indeed during the later phases of the second 
stage itself, something came from income taxes and excess profits taxes " . TAUSSIG, 
F. W. Op. cit., p. 315. 

Use that by subscribing government loans it was always Americans who 
were granting their capital to other Americans producing commodities 
for foreign governments (1). For the time being at least there was no
thing real to offset these commodities ; the producers were satisfied with 
scraps of paper on which each government making purchases in America 
recognised its debt. 

What the pubhc in such cases does perceive is the rise in prices due to 
credit infiation. To float the government bonds the banks open credits 
to their respective chents thus supplying them with the means for sub
scribing the loans. On the credits thus opened'the clients diaw cheques 
in behalf of the Treasury and purchase government securities. The 
Treasury deposits in the same or in other banks the cheques received in 
payment of the bonds, and draws other cheques with which it pays the 
supphers of the goods sold to the aUied governments. The result is that 
untU the subscribers of the government loans return the advances made 
by the banks, a " new " mass of monetary instruments — in substance, 
cheques — is added to that already in existence and remains in circulation. 

The presence of great quantities of gold — for the most part sterUis-
ed, thus preventing the action of the corrective measures regulating price 
fluctuations, the exodus and inflow of gold, — seems to justify the open
ing of hues of credit and the creation of an unhmited number of deposit 
accounts. In spite of these phenomena, large export currents and the 
constant importation of gold and securities from all sorts of countries 
rather curiously characterised the first post-war years in America. 

45. — Capital movements due to private initiative and the migration of 
labour. 

We have tried to conduct this examination of the consequences of 
foreign loans —whether coUeeted and spent on the lending market, on the 
borrowing market, or on third markets, either with a gold or an inconver
tible paper currency, and on the supposition of the return of the loan frcm 
the borrowing to the lending market with a gold or inconvertible paper 
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currency — on simple lines with the comments suggested here and there 
by experience and deeper enquiries, with a view to deducing therefrom 
some lines of conduct should foreign loans be made — and it is to be hoped 
that they will be — in the approaching post-war period. Undoubtedly, 
" independent " productive activities are those best in a position to make 
a free choice between recourse to national savings or foreign capital. They 
reckon more rapidly the respective burdens and profits and if they make 
a mistake it is they themselves who suffer the consequences of the error. 
All however perceive that, considered in relation to the whole productive 
activity of a country, the influx or exodus of capital in its various 
forms — and the same holds good for the influx or exodus of working, 
energies — tends to moderate surpluses, smooth out deficiencies, and 
permit more profitable combinations of any existing factors. Thus 
in each country the initiative of individuals or of groups suitably supple
mented by the activities of the State, is entrusted with the task of examin
ing to which of the two movements above mentioned — that of capital 
or of labour — precedence should be given in the first post-war years, 
not only in consideration of the fact that one is seen to be less costly than 
the other, but in view of a whole series of other considerations, demogra
phic, social, and ethnical. 

It would seem however that if there be a superabundance of workers 
accompanied by a lack of capital, before allowing this labour to emigrate 
from its own to other countries, no effort should be spared for securing 
the productive factors required for utilising as many of these workers 
as possible in their home country ; and for this purpose everything pos
sible should be done to promote the formation of large currents of export 
to markets likely to aiford steady outlets, as such currents are always 
less costly than some forms of emigration. Indeed, as already stated, 
exports increase the total real income of a country- and oifer to all business 
concerns which may have incurred foreign indebtedness for the purpo.se 
of promoting their own growth, an easier means for settling the inteiest 
and sinking fund instalments of their debts. 

Preceded by a careful study of the po.ssibilities of developing the eco
nomic .structure of a country and of securing openings for those goods and 
services which it can produce at a relatively low cost, embodied in a mi
nutely studied system of commercial agreements entered into wilh a 
large number of countries [see p. 104) foreign loans afford the country which 
makes them a means for avoiding, amongst other things, the loss of large 
bodies of labour. Anyhow, the problem of emigration will concern 

http://purpo.se


FINANCING GOVERNMENT : FOREIGN LOANS 221 

only that part of the labour forces which, notwithstanding all the efforts 
of the responsible authorities, cannot find steady employment in their 
native country without recourse to those artificial forms of protection 
to which reference has been made on (seep. 112). Par from excluding 
one another, the migration of capital and the migration of labour 
complete each other, and tend to graduate themselves in time in confor
mity with the economic and technical conditions of each country. 
Among the advantages offered by recourse to foreign capital that of 
affording steady employment to large numbers of unemployed cannot be 
neglected. 

46. — The preference for loans in kind in the post-war period. The 
problem of imports for the creditor country. 

We have seen that loans in kind are advantageous to the lending 
country. Except for a few price rises, they neither alter exchange rates 
nor disturb price and wage levels, and they do not lead to a lasting rise 
in the rate of interest. 

Now, on the cessation of hostilities, the huge redistribution of in
comes which, as a result of the great mass of government expenditure, 
will have occurred on those markets which, thanks to natural conditions 
and the abihty of their population enjoyed, even before the war, ample 
supphes of commodities, will have led to a marked increase in the average 
available funds in the hands of individuals — e v e n though huge and spec
tacular fortunes may be lost — and the habit of investing will have spread 
to aU groups of the population. Thus, with the help of improved banking 
facihties, the coUection of capital on markets naturally inchned to lend 
will meet with little difficulty at the end of the war. Moreover, should 
the loan granted to a foreign country be spent on the lending market, 
this wUl help the lender to avoid the spread of unemployment which 
threatens even the richest countries in the first postwar years, and will 
secure all the advantages we have mentioned (par. 35) in addition to those 
which will accrue when the loan wUl be repaid. 

It wUl also be in the interest of the' borrowing country to obtain a 
loan in kind at the end of the war. The arrival from abroad of some of 
the factors of production wUl allow of more economical combination: with 
the factors available in the country — land, for instance, and labour — 
it wiU reduce costs, increase total real income, facUitate exports, prepare 
the way for exports of commodities which at the date agreed on wUl in 
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(1) As a country with traditional handicrafts which can give a personal character 
even to the products of large scale industry, and with relatively cheap labour, the name 
of Italy comes spontaneously to the lips as that of a typical processing country, with 
the help of cour.se of indirect financing. The reduction of unemployment and the in
crease of real income are results common to all countries participating in indirect exchan
ges of capital distributed over time. 

their turn facilitate the payment of interest and the redemption of the 
loan. A loan in kind helps to reestablish in the borrowing country those 
ratios between the available supplies of the various factors of production 
which are required by technical conditions. This object however can 
only be attained if, in the post war period, some of the factors of production 
are allowed to move freely between the several countries. 

It is also in the interest of the borrower that the payment of interest 
and amortisation quotas be made in kind. This is the only way in which 
they can be paid by countries with a low average income level, few raw 
miterials, and which have suffered severely from the war. But pay -
mint in kind is also preferable for any country which with the help of 
foreign capital succeeds in setting up flourishing industries for supplying 
the demand of foreign markets and in processing raw materials or semi, 
manufactures at lower cost thanks to the fact that it is better suited than 
the lending markets themselves to supply commodities required by coun
tries with scanty or anyhow costly labour (1) . 

But loans between several countries — more especially loans in kind 
— require as a premise that the lending country should agree to be repaid 
tn the goods produced b y the borrowing country, at least for so long as 
ihe creditors shall desire that the amounts loaned be returned in full . 
The more the war wiU have crushed certain countries which, on the cessa
tion of hostilities, will urgently request countries less severely affected 
to provide them with the means for reconstructing what has been madly 
destroyed, the less wiU it be possible for the countries which, in their 
own interest or La the fulfilment of a moral obligation may have under
taken to act the part of creditors to disclaim the responsibilities aris
ing from their privfleged situation; advantages due to the abundance of 
their natural resources, or to their good fortune in having escaped equally 
heavy losses. It will not be possible for them to take up a negative posi
tion towards the organisation of international fife on lines designed to 
enable the debtors to meet the liabilities incurred for the loan by export
ing goods and services, either directly to the markets of the lending coun
try, or to other markets. 

http://cour.se
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Should the creditor country refuse to receive goods and services from 
ths borrowing country ; and should it, in the second place, faU to make 
use of its factors of production for indirectly financing other markets ; 
should it not accept a spread between its own price level and that of the 
borrowing country — whose prices must be lower so as to allow it to ex-
part on a larger scale — foreign loans will be impossible, however much 
the creditors before granting them may enquire into the present and future 
possibihties of the debtor. 

47. — Plans concerning foreign exchange and foreign loans designed to 
set going machinary by which the balance of the economic system 
is to be restored. 

It is anyhow difficult that a loan should be granted and repaid entire
ly in kind. A more or less conspicuous part is always spent on markets 
other than those of the lending country, for the borrowing country is 
not only in need of capital goods. It must purchase goods on its own 
market, pay wages, obtain short term credits. For all these purposes 
an influx of means of payment is almost always required. 

In conformity with the monetary system of the lending country, the 
phenomena ascribed in the course of these studies to variations in the price 
of biUs of exchange wiU make themselves felt as soon as the borrower 
receives gold, foreign bills of exchange, the opportunity of using credit 
accounts opened in his name, or when in payment of the interest ma
tured or in redemption of loan instalments received, the borrower sends 
the lender gold, foreign bills of exchange, or the authorisation to use cre
dits opened in his name in the banks of the borrowing country. In the 
post-war period the notion of " foreign exchange " wiU also come again 
to the fore, i. e., the ratio in which the monetary unit of a given country 
can be exchanged for that of another, a notion which cannot be sup
pressed so long as the several countries continue to have different 
currencies. 

At the time of writhig, uncertainty stUl prevaUs as to the exchange 
regime !|which the agreements that it is to be hoped wUl be extended 
to the largest possible number of countries, wiU set up. WUl it be a system 
of freedom or of control ! WUl each country be directly anchored to gold 
or wiU plurUateral clearings lead to a system of exchange manipulation ? 
The large number of writings on those valuta plans which have claimed 
most pubUc attention (par. 13 of the Study I) would seem to dispense us 
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f rom reexamining this matter. Objectively considered, valuta plans tend 
to secure at least approximately, the stability of the foreign purchasing 
power of the currency of each country adhering to them, while on the 
home market prudent credit policies should coordinate more or less 
approximately this aim with the stability of the purchasing power of 
each currency on its own market. 

But ingenious as they may be, these valuta plans, as we have said, 
will always prove inadequate to solve the problem unless they make it 
possible to secure more extensive ends which might be described as pre
liminary, i. e., the free operation of devices trijly capable of rebalancing 
the economic structure of the several countries, of which the currency, 
in its functions both on the home and foreign market, is an emanation 
but not a conditioning factor. Let it not be thought superfluous to insist 
here on the fact that the balance of the economic structure of each country 
— or at least the trend to secure a balance between needs which cannot 
be postponed and the means for satisfying them, — is the premise of aU 
attempts at stabilising, in conformity with aU prevailing conditions, 
the purchasing power of any currency on the international market. Now, 
stable purchasing power on the international market can only be secured 
as the result of currents of exports and imports set going by a comparison 
between the production costs current in the several countries for goods, 
services and capital, avaflable for exchange with those which other coun
tries can produce ( 1 ) . The valuta plans wfll either succeed in making 
means available for setting these currents going in each country, secur
ing the free movement of goods, services and the factors of production from 
one country to another, thus giving each the possibflity of spreading to 
others any benefits secured by the use of certain factors in developing 
some of the processes of production, and in that case they will be useful ; 
or these valuta plans, abstracting from realities, wfll not enable the coun
tries accepting them to develop those currents of imports and exports 

(1) It is true that in the course of these inquiries we have described as the primum 
mobile of the export and import currents of each country the variations in the price of 
the means of international payments. But we were then trying to distinguish between 
monetary phenomena — gold movements and foreign exchange movements — and 
t;o establish between them a "prius " and a "post " . As a matter of fact, the funda
mental phenomenon is not that of valuta ; it ii the dynamic factor of the production 
cost of goods, services, and capital. That alone sets exchanges of an enduring kind 
going ; that alone by intensifying them tends to rebalance the economic structure of 
each country. 
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which could promote for each a balanced economic situation, and in that 
case they wiU be found inadequate. 

Foreign loans in themselves, in so much as they permit of active com
mercial relations, help to reestabhsh the equilibrium of each country in 
contact with others. The valuta plans can also provide for loans between 
countries, but as they refer imphcitly to more or less normal periods, 
when laying down certain limitations of a general character, they do not 
take exceptional needs into account (those exceptional needs which may 
be felt in every country at the end of the war) and therefore the machi
nery they provide is inadequate for re-establishiag under all circumstan
ces the equihbrium of the economic structure. In the first post-war 
period loans wfil be better suited to this purpose, while affecting matters 
which escape the action of the generic machinery of valuta plans, they 
take advantage of the latter as of a co-operative premise. 

48. — Strictw control of the recourse of public bodies to foreign 
capital. 

W e have deemed it advisable to deal at some length with a rather 
long series of definitions of the possibihty and consequences of recourse 
to foreign capital for two chief reasons. 

The first is that only by acquiring an accurate notion of the pheno
mena involved is it possible to judge within what limits and on what 
foundations the State and other pubhc bodies will be able to avafi them
selves of foreign capital in the immediate post-war period. In the case 
of a pubhc body, a foreign loan which curtails the capital and income of 
a country not only in the present but also in the future and until its ex
tinction, can only be justified when the reasons for it are more serious than 
in the case of private loans, such for instance as the exhaustion of aU 
other sources from which the financial means needed for carrying on State 
activities can be drawn; the impossibihty of postponing certain expen
ditures such as those for pubhc works of a typicaUy instrumental character 
for the production of consumption goods, which private enterprise, either 
individual or associated in legally formed groups, could never think of 
undertaking ; the certainty that the means wiU be available for return
ing the loan at the dates fixed for its maturity, for instance 5 to 10 years 
from the date of the agreement, so as to enable real income to increase 
and produce the available funds required. 

(IS) 
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The justificatioa of a foreign loan is related to the problem of the 
limit to which the State or other pubUc body may carry its indebtedness. 
In the case of loans raised on the home market, this Hmit is set by the 
elasticity of the fiscal system, i. e., by the possibility of levying taxes 
to meet the service of the debt without reducing tax yields. In its turn, 
this limit is in function of the growth of total real income over specified 
periods of time and of the consequent possibility of subjecting it to hea
vier taxation. 

The limit to which the State and other public bodies can carry their 
indebtedness towards foreign countries is identical. Both in the case in which 
the payment of the annuities, inclusive of interest and amortisation quotas, 
is made in kind, as in that in which it is made by opening credits in the 
borrowing country in favour of the lending country, or by sending the lend
ing country biUs and remittances, — aU means which imply heavier 
exports from the borrowing country — the borrower wiU always have to 
levy taxes to an extent which wiU enable him to count on a yield sufficient 
for the purchase of the goods for transfer to the lending country in pay
ment of interest and redemption of loan quotas, or the corresponding means 
of international payment. 

It is certainly not easy to make such previsions at the time of arrang
ing a foreign loan, especiaUy if, in order to aUow the real income of a 
country to grow to the extent required for meeting taxation, it be desired 
that the payment of interest rates be deferred to future years, for instance 
5 or 10 years from the date of the agreement. In any case, the lower 
the rate of interest and the longer the time aUowed for the payment of the 
redemption quotas, the smaUer wiU be the taxes the borrowing country 
wiU have to levy. In view of the urgent character of the reasons leading 
to the request, post-war loans do not differ from those required during 
the period of hostiUties. Therefore, the privileges granted in the case 
of the latter, and a broad minded understanding of the situation by the 
lending countries (1), may rightly be soUcited in the case of some of the 

(1) An eloquent example is found in Section 3 (6) of the so called " Lease-Loan Act" 
" An Act to Promote the Defense of the U.SA. (Pubhc Law ll-77th Congress, Chapter 
11, 1st Session, H.R. 177.6)": "The terms and conditions upon which any such 
foreign government receive.̂  any aids authorized under subsection (a) shall be those 
which the President deems satisfactory and the benefit to the U.S. may be payment 
or repayment in kind or property, or any other direct or indirect benefit which the Pre
sident deems satifactory " . 
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loans -vrhich will be required in the immediate post-war period for use in 
that part of the work of reconstruction which really does not admit of 
delay. 

49. — Need of the economic structure of a country being equipped for 
exporting. Necessity of avoiding conflicts with the general direc
tion of the country's economic policy. 

A foreign loan agreement therefore requires that the whole economic 
structure of the borrowing country be organised, under the careful and 
constant supervision of the responsible government, Ln such wise as to 
encourage or at least not hinder active currents of export trade. As the 
cost of drawing on the capital of other countries is determined by the cost 
of the exports which will provide the payment of interest and anomorti-
sation, the lower the costs of production in the country, the more numerous 
and substantial the active items of the balance of payments, the less wiU 
be the need of levying taxes and the more willing will be the lending country 
to loan its capital, the return of which will be effected without diSiculty. 
Apart from considerations of a pohtical nature, a government will be able 
to draw on foreign capital with greater faciUty when it is well eqmpped 
for exporting on its own account or on that of the lending country because 
it is the country which can process to best advantage raw materials or 
semi manifactures thanks to the quahties of its labour, its natural character
istics, its proximity to the purchasing markets, and so forth. The whole 
of our study confirms the intrinsic nature of these conditions. 

But this study also serves to show that the government of a country 
which receives foreign loans arranged by private parties — whether the 
government itseK be indebted or not to foreign countries — is in duty 
bound to follow attentively the reactions of such indebtedness, even if 
hmited to individuals or to groups ; it must examine the extent to which 
the reception or repayment of foreign loans hinders or favours monetary 
and credit pohcies ; it must take measures for avoiding any neglect or pos
sible surprise which might compromise the aims the community has in 
view. 

If arranged with caution and parsimony and used for meeting expen
diture which cannot really be delayed; if accompanied by measures for 
enabling the whole productive activity of the country to work on a large 
scale for abroad ; if a whole system of exchanges be arranged with other 
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countries as the result of suitable agreements and if the varions policies 
adopted with a full knowledge of the situation in the home country be co-or
dinated with them, the foreign loans obtained by a country in need of 
capital at the close of the war may afEord one of the most efiectiye means 
for solving the innumerable problems which the war will bequeath, for 
pushing forward the work which will occupy for decades to come present 
and future generations of willing workers, for reconstructing, with confi
dence in the work undertaken, a whole world materially and morally 
devastated by collective insanity. 
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Appendix 

ON SOME F O R M S OF FINANCING PUBLIC W O E K S 

I. — It is not our intention to set forth here plans for reconstruction which can 
only be devised in relation to the needs of each country by persons in possession af all 
the essential data required for forming a judgement. With a view to lending a more 
present and concrete interest to some of the views expressed in the preceding study, 
especially as regards recourse to national and foreign capital, we only wish here to refer 
to the ItaUan legislation on pubhc works of the last few decades which will be more 
or less closely adhered to in the first post-war years. 

There would seem to be no need to insist on the fact that in the war devastated 
districts the premise to all subsequent works of reconstruction will be the restoration 
of the means of communication and transport. Whatever criteria may be adopted 
for distributing between the State and other public bodies — Provinces, Communes, 
Associations —• the cost incurred for building roads, bridges, railways, ports and the 
settlement of sea-shore zones, whether such works serve the general national interest 
or that of certain regions only, it seems likely that in the first post-war years it wil 1 
be left to the government to take the initiative and to the national budget to meet 
the cost of drawing up plans in due time and carrying out all the works required for pro
viding once more those essential means of transport required for enabling the popu
lation to secure food supphes, capital goods, and the requisites for public health 
services. It seems likely that the budget will also have to meet the cost of purchas
ing abroad, for cash or credit or in the form of loans in kind, the capital goods requir
ed for providing a system of transports, which alone can afEord the basis of all work 
of reconstruction. 

It would therefore seem superfluous to recall, for instance, that first category works 
connected with harbour construction and the regularisation of the shores, such as those 
port facilities required, for shipping in general and for the purposes of national defence, 
and shore-regulation works of importance for defence purposes, will have to be carried 
out by the government and excusively at its expense, while works belonging to the 
second category — divided into four classes classified according to the average tonnage 
of the goods laden and disembarked — viill be carried out in the case of the first three 
classes by the Government, the Treasury contributing to the cost to the extent of 80 %, 
70-60 % and 40 % respectively, while the remainder will be met by the Provinces and 
Associations concerned ; as regards the 4th class. Which covers harbours doing but Uttle 
business, the Works will be carried out by the Associations concerned and the govern
ment contribution to total cost will be at the rate of 50 %. In the first post-war 
years the Government, after graduating the urgency of the works required for reestab-
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lishing trade currents and after making the plans for their execution, •will not be able 
to avoid the need of carrying them out entirely at its own expense. The question of 
the distribution of the total cost will only become important, under the provisions of 
the existing law, when the time comes for recovering the quotas for which the Provin
ces, Communes and Associations are responsible. 

What we have just said of the harbours can be repeated almost in full for the roads, 
which are also classified in various categories, and for other public works. The build
ing of railways is, on the other hand, an expense which the law places exclusively on 
the Government. 

II. — The notions suggested by the many measures taken for repairing the damag
es caused by earthquakes floods, and land-slips — all too frequent in Italy — are per
haps yet more instructive. When stripped of superfluous details and adjusted to the much 
greater proportions of the losses to be repaired, some of these measures may afford a 
starting point for those which will have to be taken to meet the consequences of the 
war. 

After the earthquake which devastated Sicily and Calabria on December 28, 1908, 
and which is associated with the names of two cities, Messina and Reggio, the Govern
ment undertook to meet the whole cost of rebuilding public buildings and a large part 
of the cost, rising to 92 % in some cases, of rebuilding churches and buildings used for 
charitable purposes. The residual expenses were debited to a fund provided by 
a surtaxes which local government bodies, — Provinces, Communes and Associa
tions — were empowered to add to the government taxes. 

This fund, administered by a Committee set up under the Ministry of the Interior, 
was debited also with part of the expenses incurred for rebuilding works of importance 
to the Communes and Provinces, such as administrative ofiices, hygienic works, water 
supply services and schools. As a matter of fact, the Communes were empowered to 
arrange for loans with the Gasaa Depositi e Prestiti, a State Bank which receives legal 
security deposits, the Post Office Savings Bank deposits and the funds of the State in
surance institutes, and which makes loans to pubhc bodies, in the first place to the 
Government. The loans had to be amortised within a period not exceeding 50 years. 
The Government contributed to the cost of works of local interest to an amount equival
ent to half the annuities, inclusive of interest and sinking fund payments. The local 
government bodies concerned could secure the other half by applying for assignments 
on the fund provided by the sur-taxes. 

By this means the legislator tried to meet at least part of the cost of reconstruction 
out of taxation. When however it proved impossible to levy the sur-taxes and it was 
impossible to count on income of a steady description, the local government body or 
church Was empowered to cover the share of the costs devolving on it by securing a 
loan of which the repayment only was guaranteed by the fund provided by the sur
taxes. Much the same principles were followed by the Government and other bodies 
in providing for the cost of preparing and carrying out town-planning schemes in the 
Communes affected by earthquakes. 

The cost of rebuilding dwelKng houses belonging to persons in the government ser
vice and workmen's dwellings was met by the Government. To well-off persons in rec
eipt of incomes who had sustained losses the Government recognised the right to obtain 
from a special banking consortium loans at favourable interest rates, extinguishable 
in 30 years with the help of a government contribution. The right to such loans found 
its expression in negotiable securities and amounted to a form of indemnity for the 
losses suffered. 
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The costs met by the State m connection with the earthquake of December 28, 
1908, during the twenty years preceding 1942 — i.e. thirteen years after the tragic 
event — can be summarised in the following figures : 

(1) Pubhc buildings Lire 120,000,000 
(2) Churches and buildings for charitable purposes . . » 290,000,000 
(3) Buildings of interest to Communes and Provinces . » 250,000,000 
(4) Town planning expenses » 220,000,000 
(5) Workmen's dwellings and houses for government 

employees » 750,000,000 

Lire 1,630,000,000 
Subsidies in aid of private buildings » 240,000,000 

Lire 1,870,000,000 

III. — The regulations issued on the occasion of that earthquake were subsequently 
modified as the result of other events, as for instance the Marsica earthquake of 
January 13, 1915. The amendments did not affect the basic principles, but they em
phasised the trend to place most of the burden of expenditure on the shoulders of the 
State. Thus the expenditure for reconstructing pubhc edifices required by the Commun
es and the Provinces Was met by government subsidies to the extent of 60 %, increased 
to 75 % in the case of works which had to be completed within a fixed time limit. And 
the bodies which had to meet the residual amounts were given the right to secure loans 
at specially low rates of interest. Here again the State came to their assistance, lighten
ing the weight of the debt by paying half of the annuities, inclusive of interest and 
amortisation. Thus the cost of building and equipping schools was met in full by the 
State in those Communes which had been destroyed by the earthquake and to the 
extent of one half in those which had only been damaged. For the other half, the lo
cal governments Were empowered to secure loans bearing no interest from the Oaasa 
Depositi e Presiiti. 

On the other hand, as incomes rose the government contributions to the cost which 
the well-to-do owners of destroyed or damaged houses had to meet, declined. These 
contributions took the form of percentages; or of the right to secure a loan enjoyed 
by all such house owners ; or of annuities to meet interest and amortisation on loans 
extinguishable in a specified period of time. Thus, for instance, persons with an income 
exceeding fifteen thousand lire per annum received State contributions equivalent to 
60 % of the interest on loans at 4,50 % extinguishable in a period of not more than 
20 years. This brought the State contribution — even in the case of persons with 
means — up to 22 % either of the cost of rebuilding, or of the loan to which the owner 
was entitled. 

Subsequent provisions (1916-1925), and those taken in connection with the earth
quake in the Carnia district (1928) and in the province of Bologna (1929) confirmed 
the principle that with a view to avoiding regrettable delays the Government carries 
out ex officio the Works required in the interest even of persons of means, reserving the 
right to recover the quota for which they are responsible. On the other hand, the mea
sures taken in connection with the earthquake in the district of the Vulture in 1930 
aimed at reUeving the national budget of excessive liabilities. Thus the cost of the 
reconstruction of works of local interest was met by raising the sur-tax ,• government 
subsidies were not to exceed 60 % of the cost of the works ; and the organisations 
concerned were empowered to secure loans on specially favourable conditions to cover 
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the residual amounts from a special Consortium for granting subventions on mortgage 
security opened by the Bank of Naples. 

To sum up, in the case of compensation for damages caused by earthquakes, vol
canic eruptions, floods, and landslips, the State carries out all the works immediately 
required, such as the removal of the wreckage, demolitions, the under-pinning of build
ings which are in a dangerous condition ; and all the works required in cases of urgen
cy, such for instance as the execution of important town-planning works in the affected 
areas, works for removing or consoUdating inhabited areas, the organisation of im
mediate measures of relief, the erection of dweUing houses in pleasing garden-suburbs, 
for injured persons without means. 

The expenses met in connection with all the above-mentioned calamities from 
1908 to 1942 exceeded three thousand million lire, to which not less than 800 million 
lire must be added for subsidies to individuals. It may be objected that not all these 
figures have the same meaning, as the purchasing power of the lira has varied in the 
periods preceding and following the first world war. Nevertheless, in order of size, 
they show the importance of the tasks undertaken by the State. 

I v. — As the result of various vicissitudes (occupation of the home territory by 
warring armies ; dispacement towards the North of the administrative departments 
with the inevitable deterioration of their respective services ; lack of means of commu
nication and transport), the former experience Which Italian legislation had in the 
matter of war losses can now teach us but little. 

The initiative for undertaking the rebuilding and repair of buildings and pubhc 
works of national, provincial and communal interest, and of those used for religious 
purposes is left, under this legislation, entirely to the State, and undertaken at its 
expense ; this is the ease also with buildings belonging to private persons, but only 
to the extent of their value in the month preceding the outbreak of the second world 
war, reduced by the value of any part of them which has not been destroyed. 

By the middle of 1943, the work done by government agencies for repairing or 
reconstructing pubhc works and private buildings already amounted to over two thous
and million lire. With the spread of War operations by air, sea and land, with the 
renewal of attacks on a vast scale against densely populated centres, the amount of the 
losses suffered has reached alarming figures, and should present circumstances be 
prolonged, it will be difficult to estimate the loss even approximately. Anyhow, it will 
be terrific, and the law will have to be amended to meet it. Moreover, to ensure rapid 
reconstruction it will be necessary to revise throughly the administrative and financial 
criteria adopted. 

This is not the place for making a full enquiry into the matter. Nevertheless, the 
experience acquired in connection with public calamities and with the first world war 
shows that ex offlcio execution of the work by the Government is the means best suited 
for assuring the rapid reconstruction of buildings and other works needed as the indi-
spensible premise for resettling the war-devastated districts and assuring the revival 
of national Ufe. In the case of private buildings, the Government might entrust their 
reconstruction to the «Provincial Institutes for Peoples' DwelUngs" (Istituti Case 
Popolari) organised on a uniform basis for supplying the need of possessing in each 
province agencies capable not only of administering their own capital, consisting of 
the houses they have already built, but also of erecting new ones to meet the needs of 
the populations returning to their home centres or else settling in others offering better 
opportunities for employment. 
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But besides the well known difficulties which always attend such assessments, the 
ftovemment, should it undsrtake to execute all the work itself, subect laways to its 
right to collect that share of the costs, which, under the provisions of the law, has to 
be met by those house-owners who possess means. Would have to dispose of huge 
funds which it would be difficult to provide for in the budgets of the first post-war years. 
It would therefore seem advisable to reserve to the Government the direct execution at 
its own expense of all public works of national interest and of those required by local 
government bodies and for rehgious purposes, as Well houses for the unpropertied clas
ses. These might be built by the above-mentioaed Institutes for Peoples Dwellings, 
whose balance-sheets and activities should be carefully supervised. 

It would seem advisable to leave the rebuilding of houses belonging to persons of 
means and of business premises which may be recognised as deserving of government 
help, to the parties concerned and at their expense, the Government assisting them by 
the grant of subsidies which might perhaps be supplemented by bounties to speed up 
the work, granted on the basis of estimates drawn up by the Board of Civil Engineers, 
and of vouchers showing the progress made with the work ; affording private house-
owners the possibiuty of obtaining loans on favourable conditions from credit institutes 
set up to meet that part of the cost not covered by the grants above referred to. 

This huge mass of work, both compUcated and delicate — extending from the re
storation of innumerable pubhc works to the reconstruction of a large part of the real 
estate of the country which has been destroyed or damaged, and in some cases entailing 
the rebuilding of whole cities — will of course centre round the Ministry of PubUc 
Works, which has many decades of experience, specialised knowledge, the habit of lok-
ing facts in the face, all qualities required for undertaking the work without delay. 
It will however be necessary to carry out carefully planned decentralisation and to en
trust much of the work to regional offices ; the technical executive offices will have to 
be reorganised and reinforced ; the several problems will have to be dealt with on uni
form Unes ; and a thorough knowledge of all the consequences ot the poUcies foUowed 
will be required. 

V. — As regards the financial criteria which should be followed, when once the 
respective urgency of the works has been ascertained and the plans for the public works 
have been approved, the following lines suggest themselves : 

(a) the cost of reconstruction cannot be charged to the national income which 
in countries with a low average income level, heavy inflation, and which have been 
severely injured by the war, has been reduced and it is to be hoped will be increased 
"apidly. At best, only a very small part of such cost could be charged to income ; 

(6) it will therefore be necessary to have recourse to national or foreign capital 
to the full extent which the elasticity of the fiscal system and of the economic structure 
of each country will allow; 

(c) if recourse be had to foreign capital as costing less than that obtainable on 
the home market or for the simple reason that the country has no capital, or has only 
insufficient quantities ; then the borrowing country must equip itself in such wise as 
to encourage large export currents of goods and services, thus securing the means for 
settling in due time, and with less difficulty, interest and amortisation payments ; 

(d) if recourse be had to foreign capital, care must be taken to coordinate carefully 
the influx of goods in kind and of the means of payment; the annual charges met 
by the Government inclusive of annuities for pubhc works and the annual charges f or 
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interest and amortisation. These latter expenses can only be met by countries which 
make such good use of the loans that they increase their total real income and can count 
on it for making it possible to return them. It would be a mistake for the national 
budget of a country to incur liabihties for pubhc works for sums equal to those of the 
instalments of the loan it is receiving, unless it can be certain that when the instal
ments cease and interest and amortisation payments fall due, larger exports will supply 
adequate means for meeting the payments it has to make; 

(e) care must be taken thau neither the consequences of carryiag out public works, 
nor those of securing foreign loans, run counter to the pohcies the monetary authorities 
of the country intend to pursue. 

Government activities, whether favoured or not by foreign capital, will only succeed 
in restoring the prosperity of the country if the government is strong -enough to con
vert any charitable help it may receive into lasting currents of production of consump
tion goods. 
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ELEMENTS AND GUIDING PRINCIPLES 
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VI 

S U M M A E T 

PAST I : PLANNING BY INDIVIDUALS. — The notion of planning is considered with 
a view to defining and specifying what it implies. In drawing up an economic plan 
account must be taken of certain elements : marginal values, the discounting of future 
events, direct and indirect insurance against probable risks, market conditions. Al 
these elements enable the individual to ascertain approximately the cost of making 

or revising an economic plan. In planning, the individual may be guided either by the 
principle of economic expediency, or by that of substitution, in substance by the pre
valence of motives other than economic. The present inquiry seeks to throw light on 

the regulating and stabilizing function of planning by individuals in modern economy. 

PAET I I : PLANNING BT GOVERNMENTS OR OTHER PUBLIC BODIES. — The fact, 
that the Government may act either in the interest of the whole community or in that 
of special groups of citizens justiftes the distinction drawn between its intervention in 
the general interest or in that of certain groups. Each intervention implies a cost and 
a result. Consequences of interventions whose cost exceeds the value of the result 
obtained. Contrasting results of the several interventions lead to a rise ia the cost 
of each. Notion and function of planning by governments or by other public bodies. 

ELEMENTS AND GUIDmG PIONCIPLES OF ECONOMIC PLANNING 





PABT I . 

P L A N N I N G B Y I N D I V I D U A L S 

1. — Notion of planning. 

The expression " planning " , " economic planning " is in very general 
u s e ; we come across it nearly every day. Unfortunately the meaning 
attached to it is stiU a vague one. When an economic dictionary — which 
it is to be hoped wiU be compiled with the co-operation of aU students 
of these matters — will reach the letter P , this fact wiU have to be mentioned 
when attempting to fix for the expression a meaning, or several meanings, 
as accurately defined as possible. It does not seem that any reaUy thorough 
scientific enquiry has yet been made with this end in view. The results 
of a personal enquiry are here briefly summarised. 

The need of a plan and the need of properly analysing all it implies 
are at least as old as man's need of acting on rational lines. Whatever 
be the economic system in force — ranging from laizssez faire to collectivism 
(provided this leave at least a minimum amount of freedom of choice to 
the individual) — planning is seen to be an essential requisite for any action 
looking to the future. Considered as instrumental, planning is seen to 
be a logical category of any action having in view future developments 
along lines traced b y the reasoning powers of the individual concerned 
and by the opportunities offered by his environment. 

Self-examination shows that each of us is rooted in the past and bound 
to some extent by what we inherit from it. But day by day each of us 
is freed from some of these bonds — a freedom more or less fuUy secured 
at fixed periods, as, for instance, on the termination of contracts, controls, 
UabUities of various kkids — while at the same time new bonds are being 
formed, as for instance by the acceptance of new contracts, controls, or 
liabihties which more or less crystaUse and immobdise our present and even 
our future activities. At every moment each individual, within the envi
ronment in which he operates, is disposing of opportunities or things 
which are freed from past bonds and of what still survives of present immo-
bdisations. At any moment he can assign these available means for 
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purposes of consumption or investment, present or future (savings), 
guided by that principle of using them to the best advantage which tends 
to secure the best satisfaction of his needs. 

The basis of this principle is the sensibility of the individual concern
ed, which in a first period leads him to see a situation of equihbrium or 
tending towards equihbrium from which he will only swerve if circum
stances should allow of his improving i t ; but which, in a successive phase, 
urge him to consider the means of preserving or if possible improving 
the position attained in spite of aU the environmental and personal 
changes which tend to affect' it adversely. Each individual, though quite 
unable to foresee the situation which will arise and stOl less to fore
see the various reactions, direct and indirect, to which it may give rise 

to do so he would have to have powers of divination which, moreover, 
would not always make his life a happv one) — can ahnost always succeed 
in fixing a hue of future conduct planned on a scale which wiU vary with 
the degree of culture and foresight he possesses which enable hiin to 
conjure up a vivid picture of the future course of events. 

" Planning " may therefore be defined as the projection into a more or 
less distant future of the most satisfactory state possible considering the 
available means — or of a tendency towards such a satisfactory state — 
which wOl comprise one or more aims ; attained in the former case, to be 
attained in the latter. A projection which, favoured by personal expe
rience and by that of others, subject to modifications based on forecasts 
which anyone can formulate, reacting with his sensibihty to the stimuh 
and the changes of his surroundings, answers the more or less conscious 
need of resisting to the currents surrounding him and to the uncertainties 
of surrounding conditions. 

Instead of breasting at each minute the waves of time by which he 
endeavours not to be overwhelmed, and seeking in an ever-changing envi
ronment to direct his efforts so as to procure for himself the things he 
needs, the individual sets himself one or more aims which he hopes to 
realise successively over a period of t i m e ; he directs his efforts towards 
the attainment of these results, even if they be only partial and only 
shortly deferred ; he defends them by using the means required for neutra-
hsing any adverse influences, and gradually adjusts to changing conditions 
the nature of the protective means employed, at least untfl such time as 
the changes which may have occurred in the real situation as compared 
to that which he expected shall require him to modify the objects he 
originally set out to achieve. 
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In 80 doing tiie more earnestly he strives first to preserve and then to 
improve the situation he has already attained, the less will his actions be 
the result of the chance promptings of instinct. 

This shows the intimate relation thus < stabUshed between the faculty 
of conjuring up a vivid vision of the future—so as to provide in time against 
possibly unfavourable influences or take advantage of possibly favourable 
circumstances — and the degree of prosperity which the members of a 
civilized community may attain and preserve. " Planning " is therefore 
the instrument used by the higher faculties of man for attaining, defining, 
and defending a certain level of prosperity which a variety of circumstances 
may increase but which they more often tend to undermine. 

2. — The elements required for making a plan. (A) Marginal values. 

A notion of the elements required for making a plan can be readfly 
deduced from the few points above set forth. 

First of aU, in arranging for conditions to be secured at a future time, 
the element represented by marginal values must supply the basis for secur
ing a notion of stable, imperfectly stable, or even unstable equilibrium — 
as the advent of a series of disturbing causes of such violence as to make 
it impossible to reconstruct the previously existing equflibrium may always 
be expected. 

Marginal considerations in using one commodity (money) for seeking 
another (special equflibrium) or several other commodities (general equili
brium) imply the consideration of a very smaU increase or decrease of the 
thing possessed and of the thing or things of which the possession is 
desired : a consideration which in each case is the only one present to 
our mind and capable of affecting our decision as to the expediency of 
continuing or stopping our w o r k ; it is our guide to rational conduct. 

FoUowing in the footsteps of Pareto, Hicks (1) considers " old 
fashioned " the notion of marginal utility in the selection made by a con
sumer ; and applying the individual preferences and curves of indifference 
already drawn by the ItaUan economist, he has very elegantly replaced 
the law of diminishing marginal utflity by that of the diminishing rate of 
substitution of one commodity by another. Undoubtedely this ample 
tribute paid b y one thinker to another deserves our admiration. Neverthe
less, mindful of the teaching of Pantaleoni, we consider that, notwith-

(16) 



242 INTRODUCTION TO POST-WAR RECONSTRUCTION 

standing the qualifications elaborated by keen enquirers, the notion of 
marginal utihty still retains its function as a valuable instrument for 
economic enquiries, and as far as this study is concerned, as it assists in the 
formation of a notion of equihbrium, it must also be considered as an 
essential element for planning which takes as its starting point precisely 
the notion of equihbrium or of a tendency towards equihbrium. 

As a matter of fact, it is now accepted that for the purpose of attaining 
the maximum possible satisfaction, a consumer distributes his income 
between several commodities whose consumption is governed by the law 
of the equality of marginal utihties divided by the price u n i t ; a producer 
distributes his income or his available means over the factors of production 
which he wishes to combine, in accordance with the corollary of the 
equahty of marginal productivities divided by the price unit. 

At the basis of aU these distributions, of all these relations between 
the markets for the several commodities, including money, we always find 
the consideration of margins. As these margins are first secured and then 
developed by comparing their various utihties in time, the essential founda
tions are thus laid for drawing up, carrying out, and revising a plan based on 
a condition of stable equihbrium which the entrepreneur desires to improve 
in conformity with changed conditions, of an imperfectly stable or unsta
ble equihbrium, which he wishes to change into one of stabihty and then 
to improve as circumstances and individual preferences may suggest. 

3, — (B) Discounting the future. 

Could a state of equihbrium when once attained, or shortly to be 
attained, remain unchanged thanks to the permanency of all the conditions 
leading to it, we should encounter no greater dhficulties in " projecting 
it into the future " — however distant — than those represented by the 
above mentioned marginal distribution of incomes and savings tending 
towards the attainment of maximum satisfaction. As a matter of fact, 
however, the equilibrium attained is subject to a whole series of circum
stances which may affect all the conditions which determined it, such as 
incomes, prices, individual tastes, the state of technical knowledge. " Pro
jection into the future " , is therefore only conceivable if the changes are 
not such as to endanger the position of equihbrium attained by each 
entrepreneur, or if, although endangering it, they are offset by other con
ditions which can re-estabhsh that equihbrium. 

When the individual, freeing himself from the bonds with which the 
past has shackled him, tries to foresee the consequences which may re-
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siilt from changes in a given situation, he is said to « discount the future », 
i. e., he imagines it, and keeping in mind the ends he has in view, he acts 
accordingly. 

In practice, this expectation of the future has a twofold effect on 
the individual who estimates the forecasts he draws in relation to the 
ends he has in view. It affects the actions he takes at the time forecast. 
There follows a redistribution of the available means differing from that 
which he would otherwise have attained. Some at least of the actions 
he would have taken after the occurrence of feared events, are taken 
in anticipation of these. Some at last of the consequences feared 
are thus distributed over the period preceding the occurrence of the 
events instead of being all felt simultaneously. The expectation of the 
future affects the individual's actions after making the original distribu
tion of available means between consumption and savings. Even 
if that distribution was made in view of the aforesaid expectation, as 
the date foreseen for the feared events draws gradually nearer, the indi
vidual can always judge whether the original distribution and the equili
brium thereby attained can remain unaltered, or whether they must be 
modified because the expectation either underestimated or over-esitimated 
the event. 

But we can realize that the distribution of available means is based 
not only on the consideration of existing but also of future conditions, 
the care to see whether, under these changing conditions, the said distri
bution is still in keeping with the ends in view, the haste taken to alter 
it as soon as a change may become desirable, all this is, properly described 
as planning to meet a situation expected to arise, and in its turn confirming 
or correcting that plan as these expectations gradually draw near. By 
inducing the individual to take in advance at least some of the measures 
which otherwise he would only have taken when the feared event has 
occurred, planning tends gradually to replace by discounted incomes, 
prices, and tastes; those incomes, prices and tastes which were current at 
the moment when the forecast was made, i. e., planning tends to reduce 
or multiply — according to the preference shown by each individual, 
for present as compared to future commodities and according to the favour
able or unfavourable nature of the events expected — existing incomes, 
prices, demand and supply. Thus these unceasing efforts secure the project
ion into the future of a state of equihbrium attained or to be attained as 
the result of events the expectation of which becomes a necessity of the 
intellectual activity of each individual concerned. 
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The difficulty of substituting discounted valuations for present valua
tions thus arises, as stated, not only from the many conditions which have 
to be taken into consideration when distributing commodities with an 
eye to the future. It arises also from the many changes to which all the 
conditions to be taken into consideration are subject in the course of time. 
A distribution and a plan which at the start are in keeping with the aims 
of the person who makes them, may well turn out in the course of time 
to be inadequate for securing those aims. But as the fuU attainment of 
the ends in view requires that a plan should adhere as closely as possible 
to real conditions, the need arises for recourse to a third element which 
may be described as insurance, which will make it possible from the start 
to introduce into the plan any modifications which may be required. 

4. — (C) Direct and indirect insurance of possible risks. 

It is obviously in the nature of things that events may turn out to 
be less favourable than had been expected. Each expectation cannot be 
fulfilled to the full extent desired. The measure in which an expectation 
can be relied on finds a hmit marked by the spread of the risk that its 
realisation may turn out to be impossible. This hmit is not an objective 
one. It expresses the opinion of the individual who makes the plan as 
to the probability of being able to carry it out, at least in its main hues. 
This opinion varies from one individual to another, from one time to 
another, and determines both the scale and the duration of the plan 
itself. 

Nevertheless, and within the hmits of scale and time which at first 
seemed reasonable, facts may differ from expectations in a greater or a 
lesser degree and, what is yet more important, they may be more or less 
unfavourable, as, for instance, when the event foreseen occurs on a larger 
or a smaUer scale, sooner or later than was expected. In short, the indi
vidual who looks ahead runs many risks and consequently has recourse 
to many measures for meeting them. He runs the'jisk of events unfavour
able to the enjoyment of an income he was entitled to expect at the time 
when the distribution of the goods was first made. A reduction of the 
present estimate of the value of goods from which the income is obtained 
on a scale larger than would otherwise have been adopted, is the most 
elementary form of insurance against such a risk and is taken at the time 
the expectations are formulated, and this already confers some « elasticity* 
on the plan. 
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But when the future has been discounted and the discounted incomes, 
prices, demand and supply have replaced, in accordance with expectations, 
actual incomes, prices, demand and supply, the plan is still subject to 
other risks arising from the fact that conditions may turn out to be even 
less favourable than had been expected. And should the plan not have 
sufficient « elasticity » to enable it to face these risks, recourse must be 
had to other forms of insurance, supplementary to the first. These, 
in their turn, are carried to the point at which their cost, which has to be 
met by the author of the plan who is exposed to the disturbances caused 
by the more unfavourable turn of events, equals the advantage he would 
secure by eliminating the risk ; a point which, in the last resort, must 
be determined by the opinion the author of the plan has of the losses such 
differences may cause him. 

As the only hmit placed on the insurance represented by a greater 
discount of future events is that placed on it by the sensibility of the person 
who runs the risk affecting the enjoyment of an income ; so likewise the 
only limit to insurance against loss caused by events more unfavourable 
than had been expected is that placed on it by the forecast of said loss. 
The limits considered are always subjective ones. An objective hmit 
could only be approximately established if the behaviour of all persons 
who have had the same training, work under similar conditions, and are 
in a position to form an ^hte as regards the estimation of risks, were to be 
identical. Even then such a Umit would be of historic interest, but could 
never guide the individual's action. 

These limits show even more clearly the efficiency of the A'ariou.s forms 
of insurance selected. Such insurance may be made once and for all, 
or for a specffic number of times ; it may come to an end when the events 
in view of which it was taken have occurred. Therefore, should facts 
more unfavourable than expectations persist beyond the number of times 
foreseen, it would seem expedient to adjust the plan to the new conditions 
by introducing radical alterations rather than to take out new insurances 
against the risks involved in the existing plan. 

5. — Cost of making and revising a plan. 

We are thus able broadly to define the cost of making and revising 
a plan. To look into the future, to make a plan, to take measures for 
insuring against risks related to the enjoyment of income or to the chance 
that events may prove more unfavourable than expectations, implies a 
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cost represented (a) by the renunciation of certain kinds of consumption 
goods and certain investn ents, certain savings, when making a distribu
tion of goods other than that which would have been made but for these 
expectations : this represents the cost of planning as compared to the 
absence of cost (though only temporary) of not planning ; (b) the losses 
and expenses incurred for imparting to the plan the elasticity required 
to adjust it to changing conditions until such time as the cost of the said 
elasticity exceeds that of the least expensive form of direct insurance ; 
(c) the losses and expenses incurred for direct insurances when they are 
taken to supplement the insurance represented by the greater discount of 
future events which takes into consideration risks referring to the enjoyment 
of income or the results of a productive activity. The scale of this enquiry 
does not ahow us to go more at length into the examination of these 
groups of costs. 

When expectations turn out to correspond to facts in a maximum 
degree, or when the elasticity of the plan and the insurances arranged to 
compensate unfavourable differences betwen facts and expectatios, the 
plan may be carried out on the hues laid down without entaittng fur
ther costs for the entrepreneur. But should the several forms of insurance 
prove insufficient to cover the unfavourable differences between facts 
and expectations, or should the author of the plan perceive, when the 
first results are secured, that the insurance guarantees are so affected 
as to justify the presumption that the plan will correspond less and less 
to the real facts of the situation which is developing; the disequi-
hbrium wiU become more apparent and the need of revision, to an extent 
and at dates other than those foreseen, wiU make itseff more strongly 
felt. To guarantee the execution of the plan or at least of it's main features, 
new initiatives will be needed which may entail a new distribution of availa
ble goods, supplementary insurance measures, in short a cost additional 
to that met in drawing up the original plan. 

6. — Guiding principles in making and revising a plan : economic expe
diency and substitution. 

Economic behaviour depends on the psychology of the individual 
which is constantly affected by his selections according to subjective cri
teria. But undoubtedly the more rational the behaviour of the individual 
is seen to be as events change, the more he shows himself inclined to assert 
this rationahty, so much the greater wiQ be the number of goo^is he will 
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be in a position to dispose of for tlie attainment of the ends in view. This 
means a reduction in the cost of any activity he may be carrying on. It 
also implies that the greater the number of persons in a community whose 
behaviour is guided b y reason to the fullest extent possible, the smaller 
will be the cost of the several activities they carry on, as the means of 
which they can avail themselves will be used to the fullest extent allowed 
by the environment in which they work. 

Both in makiag and revising a plan, the principle of economic ex
pediency — that is of the best use of available means — can be applied. 
Often, however, and more especially in the case of revision, a principle 
comes to the fore which, in relation to the exclusive consideration of eco
nomic expediency, may be called that of substitution, as it suggests recourse 
to policies less rational than those which the principle of economic expe
diency would suggest, or pohcies which may even be irrational. 

Even the principle of substitution, however, does not present features 
vhich are fixed and objective. It expresses the recognition by the indi
vidual of other than economic motives, as for instance when he imports 
commodities at a higher price than that at which he could obtain them from 
another country. It entails, for instance, seUing commodities at a smaller 
profit than would be possible, as happens when the entrepreneur exports 
to countries where prices are lower than elsewhere. Perhaps the adoption 
of the principle of substitution even more than that of economic expe
diency, is left to the mutable psychology of the individual which justifies not 
only unfavourable differences between facts and expectations — to neutra
lise which insurance measures might be taken — but divergencies between 
his actual behaviour and that which would be prompted by strict adherence 
to the dictates of reason, even in the conceptual field. 

The degrees in which the individual wiU follow the principle of sub
stitution may diSer. Policies suggested by the principle — e. g., by the 
prevalence of motives other than those of economic expediency, may 
still allow the latter to exist if only in some of its manifestations. But 
when even a residuum of economic expediency disappears — i. e., when all 
insurance against the more serious risks is lacking, and when the irrational 
behaviour is not of a provisional character which justifies the hope that 
compensations may arise from a revi'^'al of common sense, when no attempt 
is made to select the least harmful of the solutions which neglect eco
nomic considerations — then the principle of substitution takes full effect, 
its intensity being indicated by the difference between the results it secures 
and those which would have been secured by following the principle of 
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economic expediency. The consequence is that while the latter tends 
to increase the income of the individual who respects it, the principle of 
substitution tends to curtail it, as it secures a use of available means which 
is inferior to the maximum attainable. As this curtailment of certain 
incomes does not lead to an increase in others, it may properly be said that 
the principle of substitution neglects the best use of available means, 
ca ses the destruction of commodities, and in time gives rise to a smaUer 
income avaUable for consumption, to smaUer savings, to smaUer capitah-
sation. 

Whereas the principle of economic expediency, by assuring the best 
use of available means and tending to reduce costs, brings into action 
economic forces capable of reestabhshing the disturbed equilibrium 
such a trend is not necessarUy found in activities based on the principle 
of substitution which, in its more typical manifestations, often hinders 
instead of stimulating those forces, or even paralyses them when its apph-
cation is insisted on. It wiU be readily understood that the more closely 
a plan is drawn up or revised in conformity with the principle of economic 
expediency the more actively it wiU promote the recovery of equiUbrium 
foUowing more or less serious changes in the original situation, and its 
further projection into the future. On the other hand, the more closely 
a plan is drawn up or revised in conformity with the principle of substitu
tion, the longer wiU be the duration of economic disequUibria, and the 
results which the plan aimed at securing wiU be further than ever from 
attainment. 

7. — The function of planning by the individual. 

Having defined the elements of planning, and the two principles 
by which planning when carried into practice, is guided — both of which 
may be active in varying degree, or one or other may be carried to the ex
treme limit to the exclusion of the other — w e have in other studies tested 
the soundness of the propositions so far set forth b y examining the mo
tives guiding the preparation and revision of consumer and producer plans, 
the " uniformities " met with in their respective Unes of c o n d u c t ; the 
consequences to which they lead, according to the economic system 
under consideration. 

Even without entering into further analyses, the foUowing assertion 
can be made. The consumer makes a plan for regulating consumption 
so as to enjoy with greater security and at dates he foresees the income at 
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his disposal. This income we have identified with consumption goods 
which form the object of the plan, whose purpose is to protect that in
come and distibute it in time. In relation to this purpose, the " unifor
mities " in the consumer' behaviour are ascertained by the consideration 
of aU the said elements of marginal values, discount of future events, 
insurance against risk, adherance to market realities ( 1 ) . 

The producer makes a plan to secure an income by the use of several 
factors whose combination in the course of time tends to be modified. 
While the absence of consumer plans may be conceivable, the absence of 
producer plans, rudimentary though they may be, is inconceivable. For 
the purposes of the enquiry it is advisable to divide producer plans into 
a " plan of costs " and a " plan of prices " . Interconnected by considera
tions related to margins, the two plans are amalgamated into one in the 
intention of their author, i. e., apian for raising to the utmost the income 
to be secured. 

The existence of plans for producing an income entails consequences 
much more far-reaching than those met with in the case of consumer plans. 
A producer's plan assures in the first instance greater regularity to the 
income of the entrepreneur himself, as well as to the incomes obtained 
by aU those who collaborate with him. Secondly, it assures greater regu
larity in the consumption of all these persons and greater stabiUty in the 
whole economic system. 

These consequences tend, on the one hand, to correct the cyclical 
movement of economic life to an extent which increases as the habit of 
making and revising productive plans spreads and improves. On the 
other hand, the possible loss to consumers both of consumption and instru
mental goods, due to a price rise which an entrepreneur may try to bring 
about, wiU be offset by advantages — greater regularity, greater stabiUty 
— which are far from negligeable, at least so long as the said rise is a mo
derate one. 

In the absence of plans, or in the impossibility of revising them when 
they have once been made, however clumsily, human activity would be 
left to the mercy of events susceptible of modifying its conformity to the 
sensibiUty which inspires and directs it. But when individual or coUectivC 
preferences have been accurately ascertained, as well as the action requir
ed for satisfying them to the fullest extent aUowed by the obstacles 
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encountered the discount of future events and the resultant plan, together 
with the various measures of insurance, wiU tend to protect this action 
against possible inconsistencies to which events might try to force it, 
and, as far as economic activities are concerned, it will tend to protect 
the formation, growth and enjoyment of real income. 

As regards insurance against special risks and against the more general 
risk of unfavourable differences between events and expectations, the 
whole plan therefore acquires the function of an insurance against the still 
greater and not hereby identifiable risk that individual activities may 
be overwhelmed by events which restrict the tastes and preferences of 
the individual and, in the last resort, restrict the right he enjoys in a civi
lised community of satisfying them. Thus as the complex relations of m o 
dern hfe give rise to events which may prevent the individual from devot
ing himself to the activity best suited to his tastes and abilities, so plan
ning, as a means of protecting these activities and with them the personal
ity of each individual, asserts its importance and comes to the fore in a 
civihsed community. 

We often hear it said that only a few men possess in a high degree 
the faculty of clearly foreseeing the future course of events ; and that 
even these few do not all attribute the same importance to planning, in 
the real and proper sense of the term, in its relation to present and expected 
conditions. But, viewed from a practical standpoint, if notions related 
to plans for the main economic groups — consumers, producers, pubhc 
corporations who from certain points of view are consumers and form 
others producers with special powers — are being ever more clearly defin
ed and are spreading steadily we have a right to hope that the number 
of persons inchned to make plans wiU increase, and that as a result of 
steadUy improving elaboration and the corresponding development of 
scientific enquiries these plans wiU become the expression of rationahty 
and responsabUity, inspiring the actions both of individuals and of the 
community. 



PAKT II 

PLANNING BY T H E STATE OE O T H E E PUBLK^ BODY 

8. — The essential features of planning by public bodies. 

Of late years pubhc bodies have taken to planning on a much more 
extensive scale than that noted in the case of responsible private individuals 
of ripe experience. They have planned not so much to meet the above 
mentioned needs which they should be the first to perceive in pursuing 
the ends they have in view, but rather with a view to lending support to 
interests which in some cases are so great that they can be practically 
identified with those of the nation, but which are more frequently restricted 
to those of prevailing pohtical groups. Such action by public bodies 
is not always successful, but is certainly a more visible expression of 
the need of making plans. And on these plans, which have among other 
things been pubhshed if only in summary form, the pubhc has expressed 
a certain number of opinions. 

Now, in the plan made by a public body — a plan of production or a 
financial plan — let us take as an example the budget of any State — do 
we find those elements of marginal values, discounts, insurance, adherence 
to reahty, which are essential elements of the logical notion of economic 
planning 1 The answer to this question is important as the actual situa
tion under which the plans of public bodies have to be carried out is no less 
beset with surprises than that under which private plans are carried out, 
and these latter — it is weU not to forget it — are always the necessary 
premise to pubhc plans, as it is only from individuals who are in a position 
to produce an income and who for that purpose more or less consciously 
lay down plans, that taxes can be levied and loans obtained. Now, should 
the plans of pubhc bodies lack the essential elements required for forming 
them, and should they consequently not possess the systematic quahties 
and the refinement which private plans can attain, how can we expect 
them to secure the purposes desired by the community ? And even 
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should they sometimes do so yet they cannot, in the absence of these ele
ments, afford an accurate notion of the cost of making and revising them, 
and therefore the public body will not be able to ascertain whether the 
planhas conferred more benefits than it has brought losses to individual 
consumers and individual producers. 

The purpose of this remark is to call attention to the fact that an 
inquiry into pubhc planning should be made with a thoroughness which 
has not always been sought for. Only if the scientific examination of 
private plans has first defined all the conditions required for drawing 
them up and all the consequences they may involve — including there
fore the possibility of a conflict of interests with aU the losses it may entafl, 
and the possibility of coordinating the plans of the several groups of citi
zens — only then wiU it be possible to examine in the first place whether 
the plans made by pubhc bodies originate as such thanks to the concur
rence of the conditions which are in a position to determine t h e m ; and 
in the second place whether, superimposing themselves on the plans the 
individual is led to make, they can fulfil a useful economic function,! , e., 
whether they can secure advantages exceeding the losses to which they 
may give rise. I t is only when a pubhc plan, conceived vrith a view to 
securing certain ends, improves a situation or at least does not aggravate 
it permanently, that it may be considered desirable, and its prospects 
wiU be favourable in the degree in which the State, under certain circum
stances which arise more especiaUy in a post-war period, is in a position 
to do better work than private individuals or groups. It must however 
first be shown that the plans proposed are logicaUy consistent and can be 
of real use. 

9. — State interventions in the general interest or in that of special 
groups. 

It does not however seem possible to form a clear notion of economic 
planning by the State or other pubhc body unless we first study the na
ture of the activities they display b y means of their various «interventions ». 

In common parlance, any action taken by the State in behaU of the 
community or given groups of citizens belonging thereto, is described as 
an intervention. This notion is a clear one if we conceive community 
life as one in which private activities, individual or associated, are held 
to be prevalent, and State activities, at least originaUy, are held to be 
Umited. But as in modern life for a variety of reasons State activity 
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has gradually expanded, the word «mtervention» has come to mean 
any action taken by the State in eyer wider and more various fields,' 
whatever be the form of pohtical or economic organisation of the commu
nity. It thus seems permissible to speak of interventions in this wider 
meaning of the word even in the case of economic regimes which leave to 
individuals few unportant spheres of action, and in which moreover the 
State may yet see fit to interfere. Intervention may therefore be descri
bed as any action taken by the State to meet aims which it deems advis
able to pursue. 

To guide us in the examination of such a wide field of activities we 
may draw a distinction between State intervention in the general interest 
and direct intervention in the interest of special groups. 

The former tend at securing purposes to which the State can never 
be indifferent, even if their reahsation in the national interest imphes a 
more marked advantage for some groups than for others. First of all, 
the production of the several pubhc services essential to the very ex
istence of the community are seen to be of pubhc interest. Such, for ins
tance, are the defence of the country, the protection of persons and pro
perty against arbitrary action of third parties, the administration of just
ice, and so forth. In the second place. State action taken for modifying 
the distribution of incomes which tends to become increasingly unequal ; 
to improve the distribution of productive activities and population over 
the several regions of a country and as between town and country ; to 
attenuate by means of protection given in view of national interests (for 
instance economic independence) the consequences of a marked division 
of labour ; to correct those individual activities of entrepreneurs which 
are not conducive to equihbrium (for instance, the employment of women 
and chfidren); to bring about an equilibrium which would not otherwise 
be estabhshed (for instance, by fixing a maximum hmit to the fiduciary 
circulation); to supplement the insufficient reactions of individuals; 
to remove obstacles to the rapidity of others ; to correct the inelasticity 
of the demand on the home or international markets for goods and ser
vices ; to regulate the supply of credi t ; and so forth and so on. 

The latter group of interventions tend to secure ends to which the 
community might be indifferent. But as then pursuit secures advantages 
to individual groups which may connect up with the interests of the com
munity as a whole, the parties concerned use pressure to induce the public 
body to intervene. Such are certain forms of customs' protect ion; the 
fixing of the relations between capital and labour expressed in wages or 
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in other contractual agreements ; the assumption by the State of some 
&f the risks incumbent on the factors of production as, for instance, social 
insurances ; all of which are interventions for the protection of special 
interests. 

10. — Notion of cost; notion of the useful result of an Intervention by 
the State. 

From an exclusively economic point of view it is in the interest of 
the community that all interventions in the general interest or in the in
terest of special groups be based on a favourable comparison of the costs 
they entail and the useful results they may secure. 

When making or revising a plan of consumption or production a private 
person may do so without taking into consideration the reactions it will 
have on others. Thus it is hardly likely that a consumer will modify his 
plan because by increasing the demand for a certain commodity he may 
raise its price to the injury of other consumers. Nor is it likely that a 
producer, who is in a position to manipulate the price of a commodity he 
has produced, wQl refrain from doing so because the new price may hinder 
consumer plans and in some cases also those of other producers. 

But the planners of State intervention can never disregard the eflEect 
each intervention may have on consumption and production, and possibly 
also on existing consumer and producer plans. Therefore, the " cost " of 
State intervention broadens out to include the expense it will place not only 
on the State but also on those persons who may be affected unfavourably 
by the reactions to which it will give rise. To ignore such costs in all their 
bearings is to incur the risk of following mistaken or even harmful policies. 

The monetary expression of the cost of an intervention is the one 
which lends itself most readily and with no less useful results than others 
to cost comparisons. It is not however easy to express such costs in 
terms of money. 

It would not seem impossible to express in money the passive results of 
an intervention by the State in the form, say, of bounties or subsidies. But 
it is not so easy to reckon in terms of money the loss the State may suffer 
by levying, for instance, a customs' duty which by reducing or stopping 
the importation of certain commodities either for direct consumption or for 
use in the production of others, will reduce revenue. StiU less easy is it 
to define the importance of the unfavourable consequences both of boun
ties and duties on consumers and producers, who are often compeUed to 
complete their plans by further measures of insurance taken to protect 
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themselves against the risk of a rise in costs and prices, and who are there
fore the first called on to meet the heavier costs entailed in making and 
revising their respective plans. How reckon and express in terms of 
money the various reactions on individual minds, and consequently the 
various measures of insurance in which these reactions tend to find ex
pression ? The number of consumers and, producers is enormous. The 
diSiculty of keeping in touch with then- several actions is indeed great. 

No less great is the difiBculty met with in an attempt to define in the 
case of State intervention the notion and meaning of " useful result " . 
In the first place, the mere fact that the purpose the State had in view 
has been secured m a y b e considered as a " useful result In the second 
place, the immediate or mediate consequences of such action in the shape 
of lower prices favourable to the authors of consumers' plans, or of lower 
costs or higher prices for certain products, favourable to the authors of 
producers' plans, may be considered as "useful results Thus the "useful 
result " may be logicahy considered as a wider category of the aims 
pursued either in the general or in a special interest. And here again 
the result attainable should be expressed in terms of money to aUow 
of direct comparison with the cost of the intervention and with the useful 
result it may secure in different times and in different places. 

But how is it possible to estimate in terms of money the result of 
the attainment of an end ? To settle a dispute between consumers and 
producers or between the owners of various factors of production ; to 
modify the existing distribution of incomes; to develop the resources of 
the national territory b y carrying out pubhc works ; aU these are results 
of interventions which do not lend themselves to rapid estimates, espe
cially in terms of money. Moreover, what standard should we use in 
valuing the consequences of an intervention favourable to individuals or 
to groups T Still greater is the risk run of over or under estimation in 
planning State interventions when an effort is made to estimate their 
value in terms of money ; and the error is hkely to be greater when the 
person planning the intervention interprets and translates into terms of 
money the consequences of such action taken in the interests of certain 
individuals or groups. 

But, in any case, the recognition of these difliculties, serious as they 
may be, is no reason for desisting from the attempt to ascertain all the 
consequences of each intervention by the State or other public body so as 
to obtain, by means of an analysis conducted on hues of increasing thorough
ness, as close an idea as possible of its cost and utility. 
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11. — Consequences of interventions which have not in view economic 
expediency. 

We have already noted that, in conforrnity with the principle of 
economic expediency, private activities destroy present goods with the 
prospect of reconstituting them in larger quantities. Should this prospect 
not be reaUsed, the individual concerned will suffer a loss. No less than 
the action of individuals, that of the State destroys present goods, but 
as such action is not always governed by the consideration of the possibility 
of reconstituting present goods in the future, State intervention may destroy 
them without the certainty of replacing them, at least in hke measure. 
The loss may be only partial and in this case it wiU be felt by the whole 
community. Or the goods may be replaced in like measure in which case 
there will be no loss, or they may be replaced on a larger scale. 

It would be vain to disguise the fact that the complex realities of 
modern Ufe have led to a confirmed habit of caUing for State intervention 
on a large scale. This habit may perhaps be countered b y the prevalence 
of other tendencies, but one should not iUude oneself as to the possible 
effects of such compensatory factors. 

Consequently, should the number of State interventions increase, 
and should their cost — whether accurately measured in terms of money 
or not — exceed any reasonable estimate of the value of their result, 
the serious loss the community might suffer must necessarily claim the 
attention of students and statesmen. 

When, conditions being equal — i. e., leaving out of consideration 
factors which, developing in the course of time, may offset or conceal 
the aforesaid loss^ such as growth of population, increase in the productive 
efficiency of certain factors in combination with others, the more plentiful 
supply of credit, a reduction tn the habit of saving — the flow of consump
tion goods — that is to say the total real income of the community — 
tends to decUne, and with it the store of capital goods and the accumulation 
of capital ; State intervention wiU necessarfly, in the course of time, be 
led back to respect the principle of economic expediency and wiU therefore 
be Umited, at least for the most part, to those interventions which aUow 
of a favourable comparison between costs and results. Otherwise the 
prosperity of the community must suffer a regression or at best wiU not 
develop to the extent which existing conditions would aUow. 

Unless the sum total of the useful results of aU the interventions — 
of those in which the comparison between costs and results is favourable 
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and of those in which it is unfavourable — exceed the sum total of costs 
met by the community to such an extent as to offset the destruction of 
present-goods caused by those interventions in which the said comparison 
is unfavourable ; unless, in other words, the action of the State, considered 
as a whole, — action mainly instrumental for the production of consump
tion goods by private enterprise — becomes so efficient as to cover the 
losses incurred for aU the other interventions entailing a cost in excess 
of any reasonable estimate of the value of the results attained; unless 
these conditions are reahsed, it would seem desirable that State action 
should be contained within those limits which favour the production and 
development of total real income, or which at least do not hinder this 
production over considerable periods of time. 

12. — Other uncovered ctosts of public planning. 

Viewed from an economic standpoint, the conditions under which 
the State operates are less favourable than those under which individuals — 
consumers and producers — act, guided by plans the formation of which 
is coming more and more into general use. This inferiority of the State, 
proclaimed on many sides, would seem to be due in the first place to the 
fact that those who plan State interventions are not guided strictly by 
the principle of economic expediency, and do not take into consideration 
those factors of marginal values, discount of future events, insurance against 
risks, adherence to real market conditions, which are at the basis of aU 
consumer and producer plans. 

Objective and subjective difficulties hinder their consideration. Such, 
for instance, is the objective difiiculty of calculating the risk entailed by 
such social phenomena as strikes or locks-out, the propoitions of which 
are unknown when a State plan affecting private productive activities 
is drawn up ; such, for instance, is the objective difficulty of calculating 
insurance against the risk that national receipts and expenditure may not 
correspond to the budget estimates. Moreover, people think that ii the 
Government makes a mistake it can always cover it by having recourse 
to taxation or loans ; it matters httle whether these measure s will make 
conditions worse. Subjective difficulties are, for instance, those encountered 
in comparing the " marginal utihty " of the various actions undertaken 
to meet the ends the State has in view, such as heavier armaments, the 
stricter administration of justice, the acquisition of supphes to be secured 
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at a distant date, or the extension of pubhc works for developing natural 
resources. 

In the second place, the inferiority of State action would seem to 
be due to the fact that the interventions it is called on to make are many, 
and it may well be that they will clash with one another, thus mutually 
neutrahsing their useful results. 

In such cases a new cause of uncov red costs related to the useful 
result of each intervention, arises and this affords a further reason for 
replacing the principle of economic expediency by that of substitution 
in the case of State action which, tn securing the ends it has in view, en
counters obstacles arising from the development of other State or private 
activities. 

Thus, for instance, in the fiscal field, it is inconsistent to exempt 
incon es below a certain minimum level from direct taxation while at 
the same time levying heavy duties on staple commodities. In the field 
of agriculture, for instance, it is inconsistent to wish to generalise sufiicient, 
and therefore less expensive nutrition for all, while at the same time pro
tecting producer interests by high import duties. 

13. — Notion of State planning: its function is to assist and never to 
hinder the formation and growth of total rfeaj income. 

Hence arises the need that each intervention should be based, as 
far as possible, not only on a favourable comparison between costs and 
useful results, but should also take care to avoid neutralising in any 
way other interventions already taken or planned which represent, in 
substance, attempts to secure other ends the State has in view. Hence 
the need that, in wide fields of national activity, interventions which 
are inter-related should only be undertaken after carefully analysing aU 
their possible consequences, after eliminating possible inconsistencies, 
after preparing State plans which as far as possible are guided by those 
same considerations of marginal values, discounting future events, insur
ing against risks, adherence to real market conditions, which guide private 
activities regulated by producer or consumer plans. 

Therefore the term " planning " by public bodies, and above all b y 
the State, implies not so much the selection of a wide field of action, not 
so much the preparation of vast schemes of work and the execution of 
large-scale productive activities, but rather the consideration of interven
tions whose more or less gradual realisation is projected by the planner 



ELIjMEJtTB AND GUIDING PRINCIPLES OF ECONOMIC PLANNING 259 

into the future, so that he may examine aU the consequences to which 
they may give rise and take measures to protect them against circumstances 
which may endanger the results achieved, and to promote all circumstances 
which may favour them. 

The " plan " of a public body may be hmited to the consideration of 
one single intervention of which it is possible to estimate the cost and 
the useful result with some approximation to truth. But more often a 
" plan " coordinates several interventions which, on the basis in each 
case of a favourable comparison between costs and useful results, are 
directed in their turn to secure either one or more ends. In the latter 
case, a pubhc plan should be characterised by the care taken to avoid 
the pursuit of conflicting aims. It thus becomes apparent that the pur
pose of planning is to provide an instrument of which statesmen, in the 
exercise of their higher faculties, may avail themselves at the time when 
the several purposes the community has in view are being attained to 
favour the growth of total real income, savings, and national wealth, i. e., 
to favour the growth of national prosperity. A pubhc plan achieves 
this by eliminating any inconsistencies firstly between the several pubhc 
interventions considered ; secondly, between State interventions and the 
plans of private producers and consumers which trust not to be wrecked 
by State action, and finally between the several consumer and producer 
plans themselves by promoting as far as possible harmonious relations 
between them. 

It must indeed be admitted that modern hfe, which calls for many 
interventions, ends by demanding of those who make pubhc plans a vast 
number of calculations and an excessively great effort of forethought. 
But we must remember that many individuals now make these calculations 
and forecasts with admirable care. "Why then should the State, actuated 
as it is by a laudable desire to supplement and never to injure private 
action, be the one to disregard the consequences of its actions, excusing 
itself by pleading that a thorough study has not yet been made of the cost 
and the useful results secured by each intervention ? To say that public 
interventions have become too numerous, only emphasises the need of 
limiting them as soon as it becomes apparent that the principle of substitu
tion is hkely to emerge, with the consequent curtailment of total mcome 
and total savings which the efforts of whole generations have succeeded 
in raising to a certain level. The effort required to eleborate more fully 
the plans connected with action by the State or other pubhc bodies should 
not induce us to renounce this task. 
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The several tendencies displayed by managed, regulated, planned, 
manipulated, and controlled economy, — i. e., by economic planning — 
have not always taken care to define their purpose, nor have they always 
taken into account the possibility that private plans may interfere with 
one another, and with public plans. The promotion of enquiries for secur
ing a fuller knowledge of all these facts means for each country an attempt 
to protect itself against wasting its energies, an attempt to develop to 
the utmost its available resources, an attempt — especially for those coun
tries possessing abundant reserves of working power — to obtain therefrom 
the highest returns possible for the work of reconstruction which will 
be carried out to a great extent according to plans. In combination with 
other resources, working power is creative power. Thus it is the fundament
al premise for an enduringly profitable work in the interests of peace. 
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