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Foreword 

This year the Industrial Council for Social and Economic Studies (SNS) 
arranged an international conference in Stockholm, Sweden, from May 31 to 
June 2 with the object of discussing problems connected with economic growth 
in Western society. 

The participants were, in one way or other, all specialists in the fields under 
discussion and the majority of them belonged to organizations with which the 
SNS is in continuous co-operation, such as the Committee for Economic De­
velopment (CED), in the USA; Political and Economic Planning (PEP), in 
England, and the French, German and Italian groups of the Comite Europeen 
pour le Progres Economique et Social (CEPES). 

The main purpose of the conference was to discuss development problems of 
common interest to the highly developed industrial democracies of the West, 
and also to provide an opportunity for the exchange of experiences in the field 
of speeding up and smoothing economic growth. Another aim was to seek to 
establish even doser co-operation between the organizations mentioned above. 

The first part of the conference dealt with the problems of speeding up 
economic growth: "Why must the Western countries speed up their economic 
growth ?" "What are the sources of economic growth ?" Regional development 
was also discussed in this context. - The second part of the conference -
"Smoothing Economic Growth" - was first and foremost devoted to the study 
?f business cycle policy, the labor market and industrial relations in a chang­
rng economy. 

In this book we present the main speeches and parts of the subsequent 
discussions at this conference. I wish, on behalf of the SNS, to thank the 
participants for their inspiring contributions, which we hope will prove of 
interest in future discussions. 

The hospitality extended by Stockholms Enskilda Bank, Svenska Handels­
banken, the Swedish Employers' Confederation, the Federation of Swedish 
Industries and the Swedish General Export Association was of great assistance 
to the Conference Committee. 

The editorial work on this report has been carried out in co-operation with 
the CED. We thank our American colleagues for their invaluable aid. 

Carl J. Kjellberg 
Chairman of the Conference Committee 
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Why the Countries of the West must 

Speed up their Economic Growth 

Introductory Speech by Tore Browaldh 

Human beings have a tendency to 
verbalize their problems in the terms 
of an either-or question. Our brains 
seem to dislike statements that em­
brace too many aspects that bring out 
shades and nuances. W e use the 
black and white technique, compli­
cated issues are cut down to involve 
only two aspects. 

The title of this speech can be said 
to illustrate this either-or approach. 
W e all feel tempted to take it for 
granted that today growth is the over­
riding goal of economic policy, for­
getting that society pursues so many 
aims that are partly in conflict with 
each other and that the hopes and 
aspirations of the common man in­
clude much more than an accelerated 
economic growth. 

History 

Let me first delve into History. Our 
image of aims and issues in the West­
ern society is a product of historical 
developments. It should be viewed 
from an historical perspective. Look­
ing back three decades we note that 
our economic thinking has undergone 
a striking change since before the 
war. Before the Second World War 

economists were mainly concerned 
with the question of how employment 
could be maintained, but since the 
war they have mainly concentrated on 
the question of how we can reach the 
highest possible production growth. 
Both economic theory and economic 
policy have become more dynamic, 
more aggressive than in the pre-war 
period when our ambitions were small 
and our attitude towards the business 
cycle more or less defensive. W e are 
no longer satisfied with maintaining 
present production levels, gratified 
that there is work for everybody. We 
no longer accept the idea of pyramid 
building just to keep people em­
ployed, but we aim higher. W e take it 
for granted that everybody shal! have 
work and our aim is that full employ­
ment shall stimulate a continued rise 
in total production. 

Are we too cocksure in raising our 
aims' When the Dow Jones average 
seems to continue slipping clown be­
low the 600 mark should the title of 
my speech not instead be: Are de­
pressions really extinct I Cassandras 
appear now and then to predict that 
we will soon have a world-wide de­
pression. I do not share this gloomy 
view, but at the same time I also 
believe that the business cycle as such 
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is not dead. Swings in economic ac­
tivity will be our eternal companion, 
but I do maintain that deep and long 
depressions are a thing of the past. 
In my opinion a repetition of the 
catastrophe of the Great Depression 
is practical l y  impossible. There are 
so many reasons why this is so: the 
financial structure in the Western 
world is sound, the scope of govern­
ment expenditure is ]arge enough to 
counteract a sudden decline in total 
demand, better statistics make for an 
early diagnosis of economic illness. 
Above al l ,  the governments are 
pledged to pursue full employment 
policies and have better theoretical 
knowledge of how to counteract re­
cesswns. 

Philosophy 

Let me thus concede that SNS is not 
victim to a common fallacy, namely 
to focus attention on the wrong 
problem. Today unemployment and 
the business cycle is not a very fasci­
nating subject. But I still refuse to 
accept without questioning the impli­
cation of the tit]e of my lecture. I 
will don a philosopher's robe and 
remind you of the metaphysica] 
problem that confronts Man : What is 
the basic goal of Society in the 
economic field ' W e are so eager to 
accept the statement that an ever­
increasing standard of Jiving, in a 
materialistic sense, is the ultimate aim 
of Mankind that we are a]most be­
wildered if someone asks : "Is rapid 
progress really necessary ?" 

In fact, this is not necessarily so 
self-evident. In any case it hasn't been 
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for the arrangers of this conference, 
who have given me the subject "Why 
the Countries of the West Must 
Speed Up Their Economic Growth". 
There is a real reason for the 
question. Even the most ambitious of 
us must, at some time or other, make 
a choice between more productive 
effort and leisure. There is a ]imit 
to how much each one of us can 
reasonably be expected to contribute 
to higher production. Our conception 
of human existence is not only work 
with a minimum of physical and 
mental recreation. Reduced working 
hours on one hand and more goods 
and services at the disposal of the 
consumer on the other are merely 
two aspects of the same basic process: 
increasing the standard of ]iving. It 
has been said that culture first began 
to flower when the human race had 
reached that stage where a !arge 
number of persons gained command 
over consumption goods which tran­
scended the basic needs : foods, 
shelter and clothing. There was then 
time and energy to spare for medita­
tion and that most creative of human 
activity : art. Allow me to quote John 
Maynard Keynes who in a speech to 
the Royal Economic Society in London 
in 1945 said the following : "I give 
you the toast of the Royal Economic 
Society, of economics and economists, 
who are the trustees not of civilization, 
but of the possibiJity of civilization" . 

Economic progress cannot be the 
final goal of the human race, but as 
Keynes says only a means to realize 
other higher aims. We believe that 
there is an optimal distribution of our 
energy between productive efforts 
and leisure time. The question is, 



where does this optimum lie r:- In 
many countries it is obviously con­
sidered that the optimal rate of pro­
duction has not yet been reached, and 
they are trying to step up the rate. 
The Americans, who have the highest 
standard of living in the world-a 
standard which is a distant goal for 
many other countries-are not satis­
fied with this standard and are trying 
to speed up the growth. The European 
countries on the average, have bad a 
higher rate of progress than the USA, 
but we are no longer satisfied with 
this and are aiming at an even more 
rapid progress. The OECD countries 
have set a common goal of an average 
increase of 50/o per annum during the 
1960's. This is considerably higher 
than that recorded recently for these 
countries. Taking the long view, this 
is a very ambitious goal indeed. Let 
us take the volume of production 
during 1962 as 100 and calculate with 
a 5 per cent annual rise in the future. 
In the year 2062, that is af ter 100 
years, we will have a production index 
of over 13,000. This figure is as 
breathtaking as those we hear today 
about the speed of space ships, but 
we need not be frightened by this 
play with figures. Taking the short 
view, we can anyway accept a 5 0/o 
annual rise in production as an un­
doubtedly high but not impossible 
goal. 

Let me now set the record straight 
and summarize our findings : People 
in the West and their elected govern­
ments prefer a high rate of growth 
to the leisurely meditative and es­
thetic life of philosophers and artists. 
,,. Perhaps this optimum implies a slow­
er rate of growth. 

The Stake of Free Enterprise 

For obvious reasons business has no 
hesitation in embracing the goal of 
a more rapid economic growth. In 
fact, a prerequisite for free enterprise 
is dynamic change and continued ex­
pansion. A slowing-down of the rate 
of growth would threaten its very 
existence. 

The first reason then for wanting 
continued growth in the W est is that 
free enterprise has a big stake in this 
aim. Stagnation might provoke re­
quests for nationalization or strongly 
centralised planning, contending that 
free enterprise cannot solve the 
problem of growth. 

People in all countries have become 
used to a relatively rapid and constant 
rise in the standard of living <luring 
the post-war period. There seems to 
be an inexorable law of psychology 
at play here. It appears that we 
human beings disregard the absolute 
level that our standard of living has 
reached while the rate of change is 
all-important. People take mortgages 
on the future and rarely get any 
consolation out of the fact that their 
present standard of living is four or 
five times higher than that of their 
grandparents. 

Party politics seem to be based on 
generosity to citizens. There is a 
search for disgruntled groups and a 
scrambling for those fields that are 
not yet covered by social security. 
Every interruption in this rise in the 
standard of living would be regarded 
as a failure and therefore give rise to 
dissatisfaction and political unrest. 
All the discussion on our production 
goals that has taken place in the press 



and on TV has made everyone ac­
customed to the idea of an accelerat­
ing rise in the standard of living. We 
all have great expectations and it 
would be psychol ogically difficult to 
get people to accept a too obvious 
reduction of the target, once set. 

Ethics 

From business to ethics might seem a 
daring step to take-but to certain 
people there is a moral reason for 
speeding up economic growth in the 
W est. That is the very great poverty 
that still exists in the world. The 
majority of the world's population is 
still living under conditions that we 
in the industrialized countries are not 
willing to accept as fit for human 
beings. This is not a problem only 
for those people living in the develop­
ing countries but for the whole world, 
and not least a problem for the in­
dustrialized countries. We have, in 
all countries, accepted the idea of 
social responsibility which in its tum 
has entailed government measures to 
guarantee a minimum standard for 
all citizens. On the international 
plane, it is only now that such an 
attitude has begun to gain ground. 

We must consider it as an urgent 
task to raise the standard of living 
of the masses in the developing 
countries. It is not solely, and not 
even predominantly, a problem of 
redistribution of income between the 
industrial countries and the develop­
ing countries. Even if we brought 
about a completely uniform leve! of 
income in the whole world, the 
standard of living in  the developing 
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countries would not rise sufficiently. 
Our problem is not one of redistribu­
tion, it is a problem of production we 
are faced with. In order to get the 
desired rise in production under way 
there must, of course, be some "re­
distribution", in the form of transfer 
of capital to the developing countries. 
But it is not through the transfer as 
such, that the standards will be raised, 
but by creating conditions favorable 
to a rapid growth in production in 
the developing countries themselves. 
It is a complicated problem and previ­
ous experience has not always been 
encouraging. A certain scepticism and 
resignation has been noticeable in 
many of those, who previously were 
enthusiastic pioneers in extending aid 
to the developing countries. In this 
resignation lies a great danger. lt 
must not be allowed to spread, be­
cause we need enthusiasm if we are 
going to succeed. 

To sum up : the ethical argument 
for speeding up economic growth un­
doubtedly carries weight. Aid to dc­
veloping countries will <luring the 
next few years certainly demand a 
greater part of our resources than 
before. 

International Politics 

There is a political element in this 
moral obligation on the West to help 
the poor nations. There is competition 
between East and W est, a struggle 
between political regimes even as 
regards aid to develop1ng nations. 
Even though one might say that it 
is not a question of "getting there 
first" but to overcome hunger and 



misery, it is impossible not to admit 
that developing nations might ulti­
mately have to make a choice between 
two ways of living : Soviet planning 
or the welfare state based on free 
enterprise. If Soviet growth con­
tinously surpasses that of the big 
Western nations, the tem ptation 
might become too great for the de­
veloping nations to adopt the Soviet 
economic and political system. The 
next ten years may be crucial in this 
respect. 

Secondly there is undoubtedly a pro­
duction race going on between East 
and West. Many of us might be un­
willing to admit that we are being 
forced into a rapid rate of progress 
solely by the threat of communism. 
Fortunately, we do not need to regard 
the development in this l ight. But 
we cannot shut our eyes to the fact 
that the problem of economic growth 
has some connection with the com­
petition between Bast and W est. The 
political regi mes in the W est must be 
able to offer a satisfactory and sus­
tained rise in the standard of living 
of their citizens if they want to sur­
vive. This does not mean that we 
must raise our production at the same 
rate as the Communist countries. The 
Eastern bloc has a lot to catch up. 
But we must not give Communist 
propaganda the chance to point out 
that the political regimes in the West 
are unable to offer their people a 
satisfactory rise in standards. 

The third political element con­
cerns the Common Market and Euro­
pean integration. The visionary dream 
of a European Market without tariffs 
or trade restrictions is on its way to 

realization. As a European, conscious 

of the position of our Continent be­
tween the two giants, the United 
States and the Soviet Union, I can 
only welcome this development. 

But we must not believe that the 
movement towards a "United States 
of Europe" will continue unimpeded. 
A prerequisite is an economic expan­
sion within the Common Market. 
Stagnation would probably bring 
forth conflicts between member 
countries, jealous of protecting their 
own standard of living. 

There is another aspect of the EEC 
that I would like to point out. It is 
important that the very efforts of the 
Common Market to raise production 
do not obstruct industrialization in 
the developing countries. This means 
that in the long run the Common 
Market will have to reduce its outer 
protectionist tariff walls. The aim cf 
the EEC countries and of the W est 
as a whole must be to erase the exist­
ing walls and see that we discriminate 
as little as possible against the de­
veloping countries. One of the most 
important contributions of the indus­
trial countries to a sound economic 
development in the less advanced 
countries is that we maintain as rapid 
an expansion as possible in our own 
countries, and at the same time keep 
our expanding markets open for pro­
ducts from the developing countries. 

Prospects 

What, now, are our prospects for 
reaching the rapid rise in growth at 
which we aim ? The relatively rapid 
rise in production we have enjoyed 
hitherto in the post-war period has 
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partly been due to certain favorable 
circumstances. In the first place, the 
population in many Western countries 
has increased unusually fast. Secondly, 
there has been a gradual transfer of 
labour from agriculture, where pro­
ductivity is low, to industry. Further, 
many countries bad a reserve of idle 
labour resources af ter the war. W e 
have also experienced what might be 
called a second industrial revolution. 
The technical inventions developed 
for military purposes during the 
Second World War were rapidly 
taken over by civil production in the 
immediate post-war period. 

In many respects, conditions for a 
continued rapid increase in produc­
tion arc not as favorable today as 
they have been up to now. The popu­
lation of Western Europe is now 
growing more slowly. The transfer of 
labour from agriculture has in many 
countries reached a stage where it 
cannot go on at the same rapid pace 
as before. Furthermore, the industrial 
countries, with a few exceptions, have 
reached the stage of full employment. 
Production can, consequently, no 
longer rise through the utilization of 
idle labour resources. W e also note a 
general tendency on the part of the 
workers to prefer shorter working 
hours to a continued rise in real 
wages. Leisure is in itself valuable, 
but it is not included in any produc­
tion index and it cannot be trans­
ferred to the developing countries in 
the form of aid. 

In the competition between East 
and W est, the Western world has a 
serious handicap. Our rate of ex­
pansion is wholly dependent on our 
ability to adapt production to the 
existing demand. In a dictatorship 
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one can, t o  a great extent, decide 
what people shall buy, but in a free 
market economy that cannot be done. 
The capacity which does not produce 
desirable goods is ]ost. Therefore, we 
in the free world run a greater risk 
of making investment mistakes w1th 
their consequent repercussions on the 
development of production. Actually, 
the possibility of making mistakes 
may be no greater in a free economy, 
but it is just that mistakes are pun­
ished much more severely than in a 
centralized dictatorship. The market 
is more ruthless to unnecessary in­
vestments than a dictator who can 
"save' " such invcstments by eliminat­
ing the free choice of the consumers. 

In order to attain as rapid a growth 
as possible it is, therefore, of the 
greatest importance that we produce 
just those goods which the market is 
willing to accept. We must, in other 
words, be very flexible in our in­
vestment policies. This is one of the 
basic cond i tions for avoiding de­
pressions which would jeopardize all 
our good intentions. 

Another condition for rapid growth 
is a satisfactory financial stability, 
both international and national. We 
must be able to avoid international 
liquidity crises, which force individual 
countries into protectionist measures 
and thereby disturb the international 
economic equilibrium. And we must 
maintain a reasonable balance in our 
interna! economies in order to avoid 
the same kind of disturbances. 

The third basic condition for rapid 
progress is that we make full use of 
research and development. 

If we succeed in fulfilling these 
conditions, there is every prospect of 
realizing our production aims. 
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The Sources of Economic Growth 

by Theodore V. Houser 

For an American to speak on eco­
nomic growth to this audience may 
seem a bit odd. Most of your countries 
are enjoying much higher growth 
rates than the United States. Let me 
assure you it is not my purpose to 
tell you how to grow even faster. I 
propose to discuss my own country, 
where, as I shall note, the !imitations 
on growth are in some vital respects 
quite different from those in Euro­
pean nations. 

Economic growth is usually measured 
by the increase in national product, 
measured in constant prices. I shall 
follow this definition. Thus, economic 
growth means the increase in the 
quantity of marketable goods and 
services produced. It is sometimes 
overlooked that this is a long way 
from being a measure of changes in 
the welfare of individuals, which 
should be the main purpose of eco­
nomic activity. Let me give just a 
few examples. 

We Americans devote an enormous 
amount of time, on an unpaid basis, 
to all sorts of nonprofit organizations. 
Every city of any size has a com­
munity chest. Each cultural, educa­
tional, or social purpose has its organ­
izations, and many of them rely 
heavily on unpaid volunteers, usually 
working with a much smaller pro­
fessional staff. Our churches, wholly 

free of government support or con­
trol, are centers for religious and 
community activities conducted by 
their members. The time devoted to 
this unpaid work might be transferred 
to paid employment, where it would 
raise the national product, but this 
way of conducting community activi­
ties appears especially congenial to 
Americans. 

Let me give another example. The 
American Red Cross, supported en­
tirel y by voluntary contributions with 
a budget of $ 95 million, has 2 
million unpaid voluntary workers 
who devote 500 million hours of 
work per year which at a dollar an 
hour-if you want to establish a 
value-is half a billion':- dollars. 

A great part of innovating activity 
in the United States, perhaps more 
than in Europe, takes the form of 
developing and marketing new and 
improved final products-as dis­
tinguished from methods to reduce 
costs of old products. These add im­
measurably to the quality of life, as 
well as to defense capability. But this 
has not contributed to the growth 
rate, as measured. Our calculated 
growth rate from, say, 1929 to the 
present would be unchanged if the 
* Please note that the American word bil­

lion = the British milliard = a thousand 
millions. 
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resources now used for television sets, 
antibiotics, and guided missiles were 
devoted instead to producing radios 
of 1929 mode!, medicines already in 
use in 1929, and battleships. 

The national product thus is not 
a complete measure of the ability of 
production to satisfy our needs. In 
addition, it must be recognized that 
it measures only output. When we 
consider alternative economic policies, 
we cannot focus on output without 
regard to other aspects of economic 
progress. The growth rate tells us 
nothing about the uses to which out­
put is put ; nothing about the narrow­
ing of the income distribution and 
the broad measures adopted to allevi­
ate poverty and provide for the un­
employed and the elderly; nothing 
about the shortening of working 
hours and increase in leisure time; 
nothing about safety in factories and 
mines, or about other aspects of the 
workplace or the job. Furtherance of 
these other aspects of economic 
progress often competes with the 
growth of output. 

Fruitful discussion requires that 
long-term growth of productive po­
tential, the economy's ability to pro­
duce goods and services, be dis­
tinguished from short term fluctu­
ations in the ratio of actual output to 
potential production. In the Com­
mittee for Economic Development 
(CED) we accept the inevitability of 
fluctuation in business activity. We 
believe fluctuations must be held, 
however, within fairly narrow limits. 
We are presently disturbed that un­
employment has been excessive for 
almost five years, although it is 
currently declining. CED has given 
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much attention to employment policy 
and price stability. As one who has 
spent his life in retailing, I am acutely 
conscious also of the longer run need 
to develop markets to absorb what we 
can produce. However, I shall con­
f ine my talk to long-term growth of 
our productive potential, which is a 
very big subject in itself. 

In the past, the long-term growth 
rate of the United States has been 
around 3 per cent a year, whether we 
calculate it over the period from the 
beginning of this century or even 
earlier, or from the twenties, or from, 
say, 195 1 .  The growth rate has fluctu­
ated from decade to decade, but there 
has been no pronounced tendency for 
the long-term rate to change in either 
direction. We sometimes hear refer­
ences to a lag in United States growth 
since 1957, in comparison to past 
periods. But this lag appears only 
because we have been utilizing our 
productive potential less fully. Full 
recovery from the recent recession 
would immediately wipe out the lag. 

In the 1929-57 period, when 
total national product grew at an 
average annual rate of just under 3 
per cent, the growth rate of national 
product per person employed was 1 .6  
per cent and that of product per 
capita was 1 .7. From same standpoints, 
these are more important figures. 

It is sometimes said that a mature 
economy must accept a declining 
growth rate. If we have a mature 
economy, and we do not think we 
do, our experience denies this view. 
Our growth rate thus far has shown 
no tendency to decline in the past 
and I know of no study that antici­
pates a decline in the decades ahead. 



There is much interest in knowing 
why many advanced countries are 
currently experiencing higher growth 
rates than the United States, and how 
long this is likely to continue. To 
arrive at a complete answer, I suspect 
we need to know why productivity in 
Europe and elsewhere is so much 
lower than in the United States. For 
developments in Europe and Japan 
may be viewed as a rapid move to 
eliminate some of the conditions re­
sponsible for the lag of productivity 
behind ours, although this is not the 
whole story. 

International comparisons are haz­
ardous, and I hesitate to comment at 
all in this area. But it does seem 
th_at industrialized countries in which 
productivity is much below the Unit­
ed States should achieve much higher 
growth rates once they establish the 
institutional conditions that make 
them equally favorable to growth. 
They can raise productivity quickly 
and inexpensively by adopting the 
techniques of production and distribu­
tion already being used in the States. 
Improvements in our technique are 
much more closely limited to new 
accretions to knowledge. 

There are additional factors. With 
less capital per worker, the yield of 
a given amount of new investment 
is usually higher. The higher rate of 
return is also a stimulus to more in­
vestment. In smaller economic sys­
tems, such expansion of production 
is automatically reinforced to a greater 
extent by economies of larger scale 
operations. One recognized purpose 
of the Common Market is quick 
establishment of a market more 
comparable to ours in size. In par-

ticular countries other factors are im­
portant-such as the absorption of 
underemployed agricultural workers 
into full-time employment in Italy, 
or the attraction into W est Germany 
of skilled workers from the East and 
from abroad. 

The opportunity to learn from our 
experiente is not confined to tech­
nology, techniques of management, 
and the like. It reaches also to the 
basic structure of law and industrial 
organization. Most Americans are 
convinced that vigorous competition 
among business firms, enforced for 
three-quarters of a century by our 
anti-trust acts, has contributed greatly 
to our relatively high income. 

We can, of course, !earn from 
Europe, and are anxious to do so. 
But our situation, as the country i n  
which productivity is highest, is so 
different from that of other major 
countries as to suggest that the 
sources of growth in the recent past, 
and quantitative opportunities to 
accelerate the future growth rate, may 
differ greatly between Europe and 
America. I hope you will bear this in 
mind in what I have to say next. 

The sources of economic growth 
may be sought at various levels. 
Basically, growth results from the 
use that people make of the resources 
in their control. The · fundamental re­
quirement is that the people who 
control the resources should desire 
growth sufficiently to use the re­
sources in ways that cause growth­
by educating themselves and their 
children, by saving and investing, 
and by seeking ways to do things 
more efficiently. In the United States, 
from the beginning, the control of 
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resources was widespread among the 
people. An intense desire to use their 
resources in ways that would promote 
economic advancement was, and has 
remained, also widespread. There are 
many reasons for this. The most im­
portant is the existence of a social 
system in which the direct benefits of 
efforts at economic advancement are 
gained by the person who makes the 
effort, while indirect benefits are 
shared by the whole community. 
Moreover, economic advance, and 
achievement generally, had a value 
in America that it did not have in 
more stratified societies. Thus, we 
may look for the sources of growth 
in the underlying psychological and 
institutional conditions that motivate 
people to devote resources for growth. 
At a more measurable leve!, we may 
look at the quantities of resources 
that were put into the economic 
process and the ways in which these 
resources were used. 

A recent exploratory study by a 
member of CED's Research Staff, Mr. 
Edward F. Denison, has tried to break 
clown the known past growth rate of 
the real national income of the United 
States among the sources of growth 
in this sense. This is a difficult type 
of inquiry that requires some assump­
tions and judgments. The results are 
not presented as precise, but as rough 
and tentative. Their derivation is fully 
described in the study, which has 
been published by CED. ,:• Let me 

,,. The Sources of Economic Growth in 
the United States and Alternatives Be­
fore Us. By Edward F. Denison. Supple­
mentary paper No. 1 3. New York; Com­
mittee for Economic Development, 1 962. 
$ 4.00. 
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summarize the results for the period 
from 1929 to 1957. Over this period 
the growth rate was 2.93 per cent. 

1) Changes in the number of people 
and in working hours accounted for 
27  per cent of the total growth 
rate. If average hours of work had 
not been shortened, the increase in 
employment would have contributed 
an amount equal to 34 per cent of 
the actual growth rate. But average 
work time was cut by 460 hours a 
year. The study assumes that shorten­
ing of hours did not reduce output 
per man proportionately. Even so, it 
concludes that the shortening of hours 
costs the U.S. the equivalent of 7 per 
cent of the actual growth rate. In 
passing, I might note the need for 
much more information than now 
exists concerning the actual relation­
shi p between working hours and 
productivity. 

(2) The quality of the labor 
force was improved by a great deal 
more education. The average person 
in the labor force in 1957 had spent 
8/10 more days in school than his 
1929 counterpart. The study estimates 
that this 8/10 (80 per cent) increase 
in education raised the ability of the 
average individual to contribute to 
production by 3/10, and that this 
was responsible for 2 3 per cent of 
the total growth of national product. 
A number of other recent studies by 
American scholars also place great 
stress on education as a source of 
growth. 

( 3) The stock of capita! goods 
increased less from 1929 to 1957 
than in earlier periods, and less than 
the national product. The increase in 
the stock of private capita! that did 



occur contributed 15  per cent of the 
total growth rate. This was mostly 
the contribution of more business 
capital-structures, equipment, and 
inventories-although residences and 
international investments are also in­
cluded. Let me stress that this is an 
estimate of the contribution of the 
increase in the quantity of capita! 
only. Structures and equipment in use 
in 1957 were, of course, more ef­
ficient than equally costly types of 
capita! goods that were in use in 
1929. The ability to produce better 
capita! goods is considered to be a 
contribution of the advance of 
knowledge. 

( 4) The advance of all kinds of 
knowledge relevant to production 
contributed 20 per cent of total 
growth. This is the contribution of 
all that has been learned, in both 
technology and techniques of business 
organization and management, that 
permits more end products to be 
produced with a given quantity of 
resources. It does not include any 
contribution for the introduction of 
new and better final products because 
this does not affect the growth rate 
as it is measured, as I indicated 
earlier. This unmeasured contribution 
may easily be as important to the 
improvement of living conditions, 
and certainly to national defense, as 
that which is measured. 

( 5) A !arge economy is more 
efficient than a small one. 9 per 
cent of economic growth from 1929 
to 195 7 is ascribed to economies of 
scale made possible by the increase in 
the size of the national economy. This 
is, of course, a passive element in 
growth made possible by other de-

velopments. Consequently, its con­
tribution could, if desired, be real­
located among the active ingredients. 
This estimate includes the automati­
cally associated increase in the size of 
local and regional markets. But, in 
addition, adaptation by business to 
the widespread ownership of auto­
mobiles and to the increasing concen­
tration of the population in urban 
areas has broadened local markets 
quite independently of the growth of 
the national economy. The resulting 
increased efficiency is credited with 
2 per cent of the growth rate. 

These five sources contributed an 
amount equal to 96 per cent of the 
growth in this period. Other sources, 
such as the increased experience of 
women workers, and the shift of 
workers out of agriculture, also made 
positive contributions. On the other 
hand, increases in certain obstacles to 
efficiency, such as resale price mainte­
nance laws and labor union restrictions 
against use of the more efficient 
techniques, have had a negative 
effect. 

Various developments interact one 
upon another, and any source of 
growth could, in principle, be traced 
to more ultimate influences. For ex­
ample, the ultimate source of part of 
the increase in employment was new 
medical knowledge that prolonged 
life. A larger part reflected greater 
labor-force participation by married 
women, which in tum was made 
possible by the introduction at reason­
able prices of prepared food products, 
mechanical refrigeration, automatic 
laundry equipment, and other aids to 
household work. Part of the contri­
bution of the advance of knowledge 
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could be traced back to the increase 
in the number of scientists educated. 
The amount of capital accumulation 
on the other hand was adversely in­
fluenced by high tax rates. 

Let me tum now to a different 
question. Sup pose the U nited States 
wished to take deliberate steps to 
accelerate future growth, not from 
the past rate, b11t from whatever rate 
will otherwise occur in the fttture. 
What would be necessary to achieve 
any particular increase ? Clearly, the 
way to get more growth is to do more 
of the things that have contributed to 
growth in the past and that are 
contributing to it now. The simple 
answer is that if we put more work, 
more capital, more education, and 
more research into the economic pro­
cess we get more growth out of it. 

One thing that should be clear but 
that is often overlooked needs to be 
stated. It is the simple mathematical 
proposition that an increase from 
3 per cent to 4 per cent is not 
an increase of one per cent but is an 
increase of 33  1 /3 per cent. Roughly 
speaking, it would require an increase 
of 1/3 or 3 3  1/3 per cent in the total 
effort that produces a 3 per cent 
growth rate to get a 4 per cent growth 
rate. This is a big order. 

I can illustrate the dimensions as 
follows : Suppose that our growth 
rate from 1960 to 1980 would be 3 .3  
per cent and we would want to raise 
that by only one-tenth of a point to 
3.4 per cent. This may sound like a 
small difference, but it is really rather 
!arge. It would yield a national pro­
duct in 1980 higher than otherwise 
by about 2 per cent. Put the other 
way round, to change the growth rate 
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over the next 20 years by one-tenth 
of a percentage point requires some 
action that will make the 1980 nation­
al product larger than it would be in 
the absence of that action by 2 per 
cent or about $ 20 billion-more than 
the present national product of Bel­
gium, the Netherlands, or Sweden. 

Suppose we wish to achieve this 
change by increasing the quantity :)t 
average quality of labor. This would 
require an increase of 2.4 per cent in 
the quantity or quality of bbor in 
1980, over and above what it would 
be otherwise. This would require 
some fairly major changes. For ex­
ample, it could be done by preventing 
half the deaths that will otherwise 
occur from 1960 to 1980 among 
individuals less than 65 years of age, 
or by cutting in half the time !ost 
from work because of sickness and 
accidents. Or it could be done by 
drawing into the paid labor force 
one-tenth of all the able-bodied 
persons over 20 years of age who 
would not otherwise be working in 
1980. A workweek one hour longer 
than otherwise would also make a 
similar contribution. To achieve it by 
raising the quality of the labor force 
through more education would re­
quire adding 1 1 /2 years to the aver­
age time that would otherwise be 
spent in school by everyone complet­
ing school between now and 1980, on 
top of the very considerable extension 
of schooling already in prospect. 
Better schooling could, of course, 
have the same effect. 

We could, alternatively, add one­
tenth of a point to the growth rate 
by increasing investment or raising 
productivity, but on investigation 



these rough routes also require rather 
large measures. 

It is not clear that we know how 
to provide incentives that will bring 
forth much more work or much more 
investment, how to achieve a medical 
break-through for radically better 
health, how to accelerate still more 
the advance of knowledge, or how 
to do other things necessary to 
achieve greater growth. The main 
point to be remembered, however, is 
that faster growth does not come free. 
All the quantitatively important ways 
of raising the growth rate impose 
costs. Some, such as those leading to 
more investment in private or public 
capita!, or to a faster rate of advance 
in knowledge through more research, 
require that the nation consume less 
than it otherwise could. Others, such 
as diversion of resources to provide 
more education or better medical care, 
which are classified as consumption 
in the national product, require that 
the nation consume less in other 
forms. Still others, such as longer 
hours of work or enlargement of the 
labor force, require that more work 
be done. 

Costs of this kind are not imposed 
by changes such as the reduction of 
trade barriers that would make the 
economy operate more efficiently with 
its given resources and given knowl­
edge. What is required is frequently 
obvious. From a broad standpoint, 
such changes consequently are par­
ticularly attractive even though their 
possible stimulus to the long-term 
growth rate is measured in tenths or 
hundredths of a percentage point, not 
whole points as is sometimes ima­
gined. Even these, however, require 

some real or imagined sacrifice on the 
part of some members of society. 

Decisions on whether or not to try 
to affect the growth rate by any par­
ticular means cannot sensibly be made 
without full consideration of their 
costs, and their other consequences. 

What I am about to say now does 
not represent a consensus of American 
thinking, for no such consensus exists, 
nor does it represent the view of the 
United States administration. It does 
represent one point of view in the 
United States that I would like to 
place before you. 

It appears likely that, without 
major changes in our society, we can 
anticipate fairly confidently a future 
growth rate at ]east as high and 
probably moderately higher than in 
the last half century. This will enable 
us to continue to raise living standards 
substantially, and to provide the eco­
nomic base needed to meet our inter­
national responsibilities as we can 
foresee them. 

We seek policies that will acceler­
ate growth when the benefits exceed 
the costs, but only when all benefits 
and all costs are considered. Govern­
ment has a responsibility to foster an 
economic environment conducive to 
growth, but the basic decisions as to 
how much and where to work, how 
much to save rather than consume, 
whether to go to college and what lo 
study, and similar decisions as to what 
benefits are worth what costs, are 
best left to the individuals affected. 
We do have reasonable opportunities 
to improve our growth performance. 
Their contribution may be measured 
in tenths of a point in the growth 
rate, but these are significant amounts. 

23  



In our economy steps to raise the 
long-term growth rate very greatly, 
by whole percentage points rather 
than tenths, would impose !arge costs. 
We are not in a position that compels 
us to give the growth of output an 
overriding priority in our decisions. 
We are also concerned with the pre­
servation and expansion of freedom 
in the fullest sense of the word. The 
growth we get is influenced by public 
policy but, aside from maintenance of 
high employment, i s  governed much 
more by individual decisions. We 
hope to keep it this way, to preserve 
the sovereignty of consumers' choices 
of what to buy, to expand the i ndi­
vidual's choice of where and how 
much to work, and how to divide bis 
income between saving and consump­
tion. We want to maintain and 
strengthen a free and competitive 
private enterprise system. We believe 
this wil l  best serve our needs and 
aspirations, and we are not convinced 
that in the long run any alternative 
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approach would even give us neces­
sari ly a faster growth rate. 

We do not consider ourselves to be 
in a production contest with other 
countries. Moreover, we would con­
sider total per capita output rather 
than growth rates to be the test of 
performance. To be considered the 
winner of a race, a four-minute miler 
is not expected to improve bis time 
from the last contest by the same 
fraction as a six-minute runner. 

In actual fact, we applaud rapid ad­
vances in l iving standards in Europe 
and elsewhere and hope for a narrow­
ing of income differentials through­
out the world. \Yl e have tried to 
faci litate growth abroad, have wel­
comed foreign observers of our 
methods of production and distribu­
tion, and wi l l  continue to do what 
we can to assist. But we are far from 
supposing we have all the answers. 
W e hope to learn much from you, 
and are watching your progress with 
the l iveliest interest. 



Reflections on the Causes of Economic 
Development 

by Mario Marconi 

The economic policy of the Western 
world is today focused on the broad 
theme of economic growth. The re­
lations of the west with countries just 
beginning to develop are also influ­
enced by the problems of economic 
growth. To solve these problems, 
both economic and moral, presents a 
challenge to the Western world. A 
challenge with all the implications at­
tributed to that word by Professor 
Toynbee. 

Studies of economic development 
have revealed in some detail the 
nature and rate of this development 
process. W e must not for get the first 
great treatise on this matter, "An En­
quiry into the Nature and Causes of 
the Wealth of Nations". In dealing 
with the dynamics of economic growth 
economists largely agree that it can 
be measured, synthetically, in terms 
of the annual average rate of increase 
in per capita national income. Also, 
in evaluating remedial measures in 
political economy this figure is the 
yard-stick by which the efficiency of 
specific measures can be evaluated. 
One might object, however, that this 
rate of increase is a criterion which 
cannot be used beyond a limited time 
horizon. 

In the opinion of some economists, 
however, the short-run objective of 

economic growth should be expressed 
in terms of the percentage of national 
income that is invested, since only 
an increase in current investinents 
can lead to an increase in future 
national income. Measures adopted to 
increase national income in  the short 
run, which do not substantially in­
crease the percentage of income in­
vested, would in the long run result 
in a lower total increase compared to 
alternative measures which, while in­
creasing national income at a lower 
rate, also increase the percentage of 
investments. The objection to this is 
that it is acceptable only when 
adopted as a condition favoring in­
vestments which are destined to bear 
fruit during a long period. 

The problem of measuring the rate 
of growth is more important in under­
developed regions or countries than 
in more mature economies. However, 
even bearing in mind the question 
of the time limit, the rate of increase 
in per capita national income as the 
criterion remains valid as a basis for 
economic choice. Without this cri­
terion it will not be possible to out­
line a policy of economic develop­
ment, or determine the extent of 
various practical measures. 

On the practical leve!, the problem 
is even more complex. Western 
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cultural traditions imply that a rise in 
the rate of increase to its maximum 
is not the ultimate aim in a process 
of economic development. One must 
take into consideration at least four 
other aims. These may be defined as 
follows : 
1 )  the process of economic de­
velopment must be a means for bring­
ing about full employment (in the 
case of Italy, the Committee for Eco­
nomic Planning has estimated that 
full employment can be reached in 
1 970 when the per capita national 
income reaches an average annual rate 
of increase of not less than 5 .5 per 
cent); 
2) the reduction of the degree of 
concentration in the personal income 
share of national income; 
3) the reduction of regional differ­
ences both in the leve! of gross vo­
lume and in per capita volume of the 
net product; 
4) finally, the process of economic 
development must be the means of 
a cultural elevation making possible 
the discovery and mobilisation of 
talents hidden in human personality. 

The adoption of these four aims 
no cloubt creates problems as to the 
importance that shoulcl be given to 
each in practice. The increase in 
national income, which is the con­
sequence of a given aim, offers a 
quantitative criterion for evaluating 
the welfare achieved. 

If "the Western tradition" in eco­
nomic development is so defined, it 
is essential to underline a second 
problem : the path to be followed in 
this development. Measuring the pro­
cess of economic development in 
terms of economic logic enables us 
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to find progressions common to all. 
This applies even in the case of socio­
economic systems which are different, 
or even opposing, in so far as their 
human and social content is con­
cerned. In fact, the long term increase 
in average per capita income implies 
an analogous increase in productivity 
levels. Thus, the productive com­
binations-the total input ·of a certain 
country-in time, will result in a 
higher output. In general, an increase 
of both the quantity and quality of 
capita! and labor results, but less than 
proportionate to the increase in na­
tional income. The increase in pro­
ductivity is related to a number of 
factors : the increase in the size of 
operations and markets; the process 
of specializing productive activities, 
where this demands a corresponding 
increase in the procluctive structure of 
a country; the combination of grow­
ing quantities of capita! per unit of 
land, labor and output; the formation 
and utilisation of more advanced tech­
nology ; and the readiness of entre­
preneurs, firms and workers to adapt 
themselves to technical and economic 
progress. It is also necessary to vary 
the time horizon within which the 
various phenomena are considered, 
when evaluating the contribution of 
alternative factors. 

Technological progress plays a cle­
cisive role. Directly by increasing pro­
ductivity and inspiring new activities. 
Indirectly by creating new types of 
capita! which incorporate techno­
logical innovations. Also, the im­
provement in the quality of labor and 
the capacity of society to disclose 
enterprising talent becomes a variable 
of strategic value. This capacity de-



pends on historical heredity and even 
more on the limit of ideal and moral 
components in institutional and socio­
logical factors. 

Underlying this progression of 
economic forces we find factors, 
causes and components of an extra­
economic nature. These play important 
roles in determining the birth as well 
as the relative importance of the 
effects of these various forces. 

One might also notice that even 
in societies far removed from Western 
traditions there can be found extra­
economic structures and components 
which favor a rapid growth of eco­
nomic systems. Political institutions 
and ideologies sometimes drive these 
societies towards the maximum pro­
duction of goods. However, these de­
ductions which are valid in the short 
run are not necessarily valid in the 
long run. Therefore, the proof of 
experience is not conclusive. It can­
not be said, however, that comparison 
of short and long run leaves us in a 
weakened position in our analysis. 

Still another fact should be taken 
into consideration. Our socio-economic 
systems have served as a mode!, the 
technical and economic aspects of 
which have been imitated to speed up 
the development of socialist economies 
in the most delicate phase in the take­
off of their growth. 

The extra-economic factors are not 
merely conditions required for eco­
nomic development but also funda­
mental values which the process of 
development seeks to attain as part of 
the total objective. The path and 
means by which economic develop­
ment is achieved are of great im­
portance, for establishing a certain 

tempo or pace. Also and perhaps most 
important, the choice of means has 
a direct impact on the structure and 
values of a society. 

The basic respect for the right of 
the consumer to choose and the right 
of f ree partici pation by all members 
of society in a social and economic 
life, set clear limits which differenti­
ate our type of society from others 
distinguished by alternative values. 

Yet a third feature is interrelated 
with the first two. This is the activity 
of the entrepreneur as a manifestation 
of productive capacity. He makes an 
original contribution to the evolution 
of society, a contribution which is 
free and not pre-determined in the 
process of economic development. 

The entrepreneur has a great re­
s ponsibility. He plays his part in the 
efficient working and development of 
the economy, and, above all, operates 
as a safe-guard of free society. All 
that our American colleagues with the 
CED, and we in Europe with the 
SNS, the PEP, the LECE, the CEPES, 
and other Associations, do in the ad­
ministration of local organisations 
and in other functions of general 
interest, is a concrete answer to this 
responsibility which we feel so deeply. 
In other words, the entrepreneurs to­
gether with men of culture must more 
and more take upon themselves the 
functions that were once the preroga­
tive of the aristocracy. 

Thus, in the aid to underdeveloped 
countries we should set up small and 
medium sized firms next-door to the 
great factories and defend small farms 
and craftsmen by increasing their pro­
ductivity. Only by so doing shall we 
achieve heterogeneous societies com• 
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posed on many varied groups. These 
are potentially free, and economically 
progressive in contradistinction to 
those consisting of few categories and 
classes which are opposed and hostile. 

Economic policy and political ac­
tivity play a vital role, today, in di­
recting individual, local, regional and 
national choices. Tendencies and be­
havior that are not compatible with 
social interest and the aims of eco­
nomic growth may be influenced by 
economic and political forces. The 
three features of "the Western tradi­
tion"-technological progress, the 
role of extra-economic forces, and the 
activity of the entrepreneurs-are fully 
compatible with the operating of eco­
nomic and political policy. 

There is a civil and religious tra­
dition in the West, the components 
of which cannot be given up. Doing 
that would deny our age-long ideo­
logical legacy : the belief in free de­
termination by which history is made. 
We consider the events of history as 
not pre-determined but bom of the 
free action of individuals and social 
groups. This vast multiplicity of atti­
tudes, interests and points of view is 
necessary for the mediation from 
which history flows. The choices 
made by the consumers and the entre­
preneurs constitute a decisive element 
in operating the forces of economic 
development. Economic policy then 
operates to modify these forces and 
integrate them into the broader ob­
jections and values of society. In this 
way, economic development becomes 
a process which responds to the aims 
of societal wellbeing and contributes 
to the achievement of the ideals of 

within the framework outlined to 
examine certain technical conditions 
necessary. The free choice of entre­
preneurs and consumers as well as 
the decisions of economic policy 
which join them together are required 
in this process to satisfy the aims of 
economic development. 

One primary condition relates to 
the formation of capita!. There exists 
a relationship between expenditure on 
consumer goods and expenditure on 
producer goods which will maximize 
the flow of income obtainable from 
a given quantity of productive factors 
employed at a given leve! of techno­
logy. Because of structural changes in 
an economic system during process of 
growth, this relationship tends to in­
crease with a rising level of per capita 
income. As happened in the United 
States around 1925-1929, this re­
lationship tends to decrease once the 
critical level of average income has 
been attained. During the take-off 
and in intermediate stages of eco­
nomic development, the propensity to 
consume may not permit a flow of 
investment corresponding to the leve! 
required for optimum capita! forma­
tion. As a result, the rate of increase 
in national income may be inferior to 
what might otherwise be achieved. It 
will then be the task of economic 
policy to favor greater capita! forma­
tion. On the other hand, there is the 
less likely alternative that the ex­
penditure on consumer goods will be 
excessive in respect to the optimum 
relation between consumption and in­
vestment. 

Whenever there is a considerable 
difference between the actual and the 

civilisation. We shall now proceed optimum relationship intervention 
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may be required, reducing the free­
dom of choice even in a f ree society. 
This assumes the existence of the 
other conditions for development 
which are also essential for an in­
crease of the capital formation. How­
ever, the decision to restrict freedom 
of choice cannot be justified merely 
on the grounds that a greater flow 
of national income may be available 
in the future. The increase in the 
flow of income must be countered by 
measures promoting the other aims of 
economic development, that is to say, 
full employment or something very 
near to it ; and the reduction of inter­
sectoral and regional differences. 
The degree in which such aims are 
achieved will justify and determine 
the correction of individual choices. 

The optimum situation would ob­
viously be one in which a wider dis­
tribution of the national income, ac­
companied by a relative increase in 
expenditures on consumer goods re­
stores the equilibrium with the ex­
penditures on producer goods. This 
is a very likely situation when the 
per capita national income leve! is 
sufficiently high. As a matter of fact, 
a check on the consumer's free choice 
must always be weighed against the 
degree to which the complex of aims 
in the process of economic develop­
ment is achieved. 

To appreciate the role of the con­
sumer's choice, even within the limits 
mentioned above, we should recall 
that expenditure on consumer goods 
is a significant factor in the growth 
of the economic systems. It creates 
the conditions necessary to promote 
technological progress. This, in turn, 

creates new opportunit1es for invest­
ment and accelerates the rate of 
formation of new capita!. The cre­
ation of capital is thus related to a 
rapid increase of national income only 
when it is supported by the pro­
gression of development; the widen­
ing of the horizon of desired con­
sumption; the increase in expenditure 
on consumer goods; and the extension 
of technological knowledge. Thus, a 
balance between the rates of growth 
of the various factors, which con­
tribute to changes in the rate of 
capita! formation, is a necessary con­
dition for the process of economic 
development. 

The progression illustrated can and 
must be expressed in terms of the 
optimum relationship required by the 
conditions for the dynamic equi­
librium of the system. A different, 
and extreme rate does not appear in 
western societies unless the entre­
preneurial factor is operating without 
restriction. The relation between the 
producer's and the consumer's de­
cisions-the f reedom of the entre­
preneurs' action and the consumers' 
choice-are two interdependent fac­
tors. This holds true even though 
there may be momentary set-backs, 
lags, and direct public intervention 
influencing the consumer's choice­
for example by means of taxation. As 
a result of the necessary controls im­
posed by the established economic 
policy there will be two repercussions 
of a dynamic order. In the first place, 
the progression mentioned above will 
be brought into existence through the 
creation of innovations and potential 
demand, and the consequent increase 
of productivity and demand for capi-
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tal. In the second place, also by reason 
of decisions of economic policy, the 
system tends to equate the process of 
economic development with the spon­
taneous choice of society. These 
choices are even more s ignificant 
when they have explicit effects re­
sulting from the employment of alter­
native means of evolution. A quick 
glance at the experiences in the de­
velopment of Southern Italy will 
illustrate this. 

First, what are the reasons behind 
the policies pursued ? In every country 
there are regional differences in the 
levels of per capita net product and 
income. Generally speaking, the dif­
ferences, in terms of per capita in­
come, are minimized by the re­
distribution carried on by public 
finance and money sent home by 
emigrants. However, a reduced ratio 
between the number of persons in 
labor force and the total population 
coupled with widespread unemploy­
ment and under-employment causes 
per capita income to be less than net 
product per worker. It is significant 
that this hypothesis finds confir­
mation in the case of Southern Italy. 
There, the disbalance between regions 
have been and still are remarkable and 
they occur in a country in which the 
leve! of average income, although in­
creasing rapidly, is still modest ac­
cording to West European standards. 
The differentials in average income 
are, therefore, much more noticeable. 
In short, in the various regions of 
Southern Italy and the Islands there 
is evidence of underdevelopment. 
This is most noticeable in the high 
percentage of labor force in agri­
culture ( over 60 per cent) and the 
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very widespread hidden unemplo­
ment. 

Therefore, the simplest j ustification 
for the policy adopted is of a moral 
nature, a duty imposed by the nation­
al conscience. From the economic 
point of view the problem is more 
complex. It is apparent, as a conse­
quence of what has been said before, 
that one should not speak of ob­
j ectives but rather of the limits upon 
policy from an economic point of 
view and of the optimum choice of 
the steps to be taken to achieve this 
aim. Some are of the opinion that a 
concentration of productive activity in 
Northern Italy should be prevented. 
Such a concentration would be eco­
nomically sound from the firms' point 
of view and as a short term policy, 
but would not respond to the social 
interest. In theory one can agree on 
the limits which social welfare im­
poses on the concentration of pro­
ducti ve activities. In 1 950, however, 
when the policy in favor of the South 
had begun, our economy was still far 
from these limits. Further an indus­
trial development as rapid as that 
which was to take place in the ten 
years immediately following, could 
not then be foreseen. 

A policy of regional development 
cannot be correctly planned without 
satisfying two basic requirements : it 
must be effected on the basis of long­
term planning of at least five and, 
preferably, ten years duration. And, 
it has to be incorporated into and co­
ordinated with the objectives, the 
timing and the totality of economic 
policy in a country. 

Neither today nor in the near 
future ( not even in the case of the 



most advanced provinces of Northern 
Italy) is the degree of concentration 
of productive activities un-economic. 
One could, therefore, uphold the con­
venience of a heavy migration to­
wards the northern centres of ancient 
industrial tradition-that is Milan, 
Turin and Genoa. Capital require­
ments would be reduced and improve­
ment in the standard of living of 
those who are now living in the Soufo 
would be speeded up. This argument 
is attractive. However, it was not con­
ceivable in 1950, when the problem 
of the South became acute. At that 
time widespread unemployment and 
under-employment existed also in the 
North. The policy indicated only be­
came possible af ter 195 7 when the 
situation in the North bad been eased 
by the creation of new jobs. 

In the past, even the role of emi­
gration was important and to some 
extent it is still so today. 

Second, mass movements of labor 
also require public and private in­
vestments in streets, houses, public 
services and utilities. For reasons both 
psychological and practical, however, 
emigration cannot be so intense as to 
solve the problem of the South more 
rapidly than regional development. In 
fact, the justification, valid in 1950 but 
also today, remains the mobilization of 
productive factors, human and material. 

The effects of new income and em­
ployment spread over other regions. 
Especially in the early years of the 
programme a large part of the new 
flow of income was spent on imports 
from the industrialised regions. This 
occurred on such a scale that it ex­
ceeded the fiscal burdens required to 
meet the demand. 

As far as the make-up of the pro­
gramme was concerned, during the 
first five years (that is up to 1955) 
investments in agriculture and in 
infrastructures dominated. Credits at 
low interest rates and investments and 
incentives to promote industrial de­
velopment both by the state and 
by the local regional governments 
of Sicily and Sardinia were rather 
limited. The great weight of agri­
cultural activities in the income de­
termination and the decisive role 
played by irrigation in the South 
justified this choice. Experience has 
shown, however, that one should have 
increased the investments in favor of 
tourism, promoted the development 
of a commercial organisation for the 
marketing of old and new agricultural 
products, and improved education and 
vocational training. More thorough 
studies, research and forecasts on the 
potential of economical growth and 
on the ways of developing the dif­
ferent areas should have been made. 
In such a case, the localisation of 
public works and the determining of 
a scale of priority in space and time 
would have been more rational. 

At present considerable incentives in 
favor of industrial development are 
in operation. Areas and nuclei for 
development are being set up through 
investments, to a large extent on the 
part of public organisations. In these 
areas concentration of industrial 
plants is favored, thus reducing the 
heavy and varied investment in infra­
structures. 

The success of this policy of pro­
moting industrial growth may be 
measured by the fact that according 
to a recent estimate about 35 per cent 
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of the total investment in rapidly 
growing industry will be directed to­
wards the South during the next ten 
years compared to about 20 per cent 
ten years ago. On the other hand, the 
per capita income differentials be­
tween North and South have only 
partially been reduced. Owing to the 
rapid expansion of industrial ac­
tivities in the Northern regions, the 
per capita income in Italy has in­
creased by about 70 per cent in a 
decade. In the absence of programmes 
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for the development of the South, the 
difference would have increased even 
more. At the same time, the pre­
requisites for a reduction in this dif­
ference are now in existence. 

Through our experience in pro­
grammes of this nature we have 
realized that, while trying to limit 
investments to short-term fruition, 
frustration of short term often results 
from the difficulties encountered 111 

human character and the Jack of 
knowledge and organising ability. 



Discussion 

Jacques Plassard: 

The speeches we have heard so far 
have dealt mainly with the technical 
aspects of economic growth. The ob­
servations I shall make belong under 
a heading which, in my opinion, 
covers the central idea. 

This idea is that growth is origin­
ated by man' s wish to create better 
living conditions and that the rate of 
growth depends on the intensity of 
this wish. There are, of course, ob­
stacles to this growth. To overcome 
them we have to work; we need 
education, investments, and many 
other things. Of still more vital im­
portance, however, is that we get 
people to accept changes, because to 
increase the national product also 
means to change its composition. In 
other words, we have to conquer and 
change routines and habits, both in 
our productive work and in our daily 
private lives. Thus, habits and routines 
become the most dangerous obstacles 
to rapid growth. 

When France came out of the last 
war, probably more than any time be­
fore in its history the French people 
had a true wish to change their living 
conditions, which were, indeed, miser­
able. This very intensive wish natur­
ally ought to result in a rapid growth, 
especially since we only had one ob­
stacle and that was a political dis­
order. 

At that time, when business and 

industry wanted to make active use 
of capita! (part of which was 
furnished by the U nit ed States) we 
formed in France Le Cormnissariat a11 
Plan. This commissariat was supposed, 
through long range planning to bring 
together the representatives of the 
state, of the labor organizations, and 
of the productive enterprises. In this 
study of the future France, the 
workers, the employers, and the feder­
al administration have come to know 
each other much better and they have 
made progress towards a certain co­
operation. Thus we have been able to 
spread in  the entire country and 
amongst all our enterprises certain 
ideas which were not known before. 
We have been able to sketch a future 
and set forth those measures which 
will have to be undertaken if we are 
ever to reach a happy solution for 
the nation. 

All our enterprises, all our pro­
fessions wish to make such studies in 
order to make the right investments, 
to have that common research policy 
which is necessary to achieve growth. 
The changes necessitated by this 
growth were conceived and described 
in a spirit which we had not known 
before. Earlier we had difficulties 
with labor organizations, some of 
which had little knowledge of what 
was going to be changed, why certain 
enterprises had to close, and why 
there was unemployment. They were 
in a way, conservative, but we have 



been able to minimize the importance 
of this attitude. We have also been 
able to go a little deeper into all the 
administrative sectors, especially those 
concerning the public services, in 
order to introduce into the latter 
sector ( which is also more conserva­
tive than in any other country) a feel­
ing for efficiency and for progress. 

The question which has long been 
most discussed in France is the same 
as the subject of this conference : 
Will our rate of growth increase ? Do 
not we on the other hand risk to loose 
other things ? This animated dis­
cussion is far from closed yet. The 
contacts taken between official ser­
vices have been ratified by the in­
stances on the top level and the pro­
gress of the activity from 1 949 to 
1961 has been estimated to about 4.4 
per cent in terms of national product. 
But the figure ought to be further 
increased because we have had a 
permanent lack of labor force. We 
must have more workers to achieve a 
total progress of 5 . 3 per cent, accord­
ing to the international definition. 

A factor which has to be con­
sidered is the opening of the French 
protectionistic system-the Common 
Market. The Rome Treaty had a con­
siderable psychological effect. French 
firms now all try to find out what is 
going on outside the country, what 
kind of competition they have had 
and how they could take a place in 
a freer market. This confrontation 
was useful and, of course, every con­
frontation leads to certain progress. 
The Rome Treaty has now been ap­
plied progressively and the French 
enterprises that accepted it are mak­
ing real progress. The labor possi-
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bilities inside the Community have 
been increasing, too. Although I 
would not like to mention any 
figures, I am sure that its influence 
on the growth has been considerable. 
Certain parts of the French industry, 
especially the producers of electric 
household equipment, have been first 
to make concentrated rationalizations, 
because the Italian firms mean great 
competition to them. 

What factors speed up the growth 
elsewhere than in France ? When wc 
look at the rates of growth in the 
OECD countries we find that they are 
2 or 3 times as high as they used to 
be. We might even ask ourselves i f  
there is anything essential changed 
in the history of the world. One thing 
is sure : In the middle of the 20th 
century one profound change- on the 
technical and human level-has been 
of great importance : we have got 
fantastic means of communication. 
Above all I think of Africa, where 
I have been some time ago. There 
are now French schools and many 
people know France very well ( in 
fact they know our civilization better 
than my great-grandparents knew 
Paris) .  And as they get to know 
highly developed civilizations like 
this, they wish to get away from the 
old habits and culture and become 
like the others. 

Thus, the underdeveloped countries 
now experience a change which they 
did not have before. This as far as 
the desire for progress goes. But they 
also have technological measures at 
their disposal, to cope with greater 
difficulties. W e are willing to teach 
them and also, possibly, to put capita! 
at their disposal. 



This creates a great problem of 
economic competition between two 
civilisations. I am rather sceptical of 
the idea that the mast advanced 
countries should do all they can to 
advance even more. Instead, I think 
they should try to integrate into the 
Western system these countries which 
are still underdeveioped but approach­
ing the threshold of civilization. 

The great development in Western 
society during the last years has 
shown itseif not only in the countries 
which were ruined by the war, but 
also in countries like Italy where the 
southern part now is on a good way 
to catch up with the north. There are 
also countries like Spain, Greece, 
Turkey, Mexico, which to a certain 
extent are still underdeveloped but 
able to make relatively good speed. 
If they can develop fast and reach 
civilization in the spiritual and ma­
terial sense of the word, the West 
will assume a dimension which will 
show that its ideas will triumph in 
the near future. 

Nils Kellgren: 

As far as I can see, Mr. Houser gave 
a very optimistic view of a free 
market system. I hope he is right, 
but I am not sure. 

When we discuss economic pro­
blems we often start from this point : 
all the factors of production are easy 
to change; we live in a market with 
free mobility of labor, with free 
change of products and of capita!. 
I think it is true for the market of 
private consumption. W e can change 
from one household product to an-

other, from one brand of canned fruit 
to another. But the problem in a 
modern, highly industrialized society 
is not merely private consumption, it 
is the market of education, of medie­
al care, of society planning so that we 
can get pure water and air, places to 
park our cars and enough space for 
our children to play in. 

To finance the fields of common 
interest is all over the world a 
problem of tax paying. There is of 
course a very ciose relation between 
the private and the public sector. Mr. 
Houser mentioned that investments ia 
education were responsible of about 
half-1 calculated about 40 per 
cent-of the total increase of pro­
duction, including investments in 
vocational training but also invest­
ments in the common education in 
schools, societies and such. Similar 
studies in Norway, Britain an,_d 
Sweden have given the same results : 
education is a very important factor. 

However, I have an impression tha! 
Mr. Houser underestimated the diffi'. 
culties for the market to function it\ 
the right ways, especially in thes\;! 
fields of common consurription. Le� 
me take only one example, from the 
labor market. If the labor market is 
to function, we need a retraining 
of adult people. Our estimates in 
Sweden are that we need to retrain 
about one per cent of the total labor 
force or about 35,000 persons a year. 
At present we are retraining about 
20,000 persons a year and the cost of 
this is about $ 12  million. I do not 
know how Jnany people are being re­
trained in the United States, but a 
similar American program would 
affect around 650,000 persons a year. 
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This figure might even be too small 
because the Swedish program is very 
easy to carry out. W e take our shoe­
workers and textile workers and re­
train them for meta! work, which 
happens to be a field of great ex­
pansion. But, as I understand it, in 
the United States the engineering in­
dustries are not in such state of an 
expansion, because there are other 
fields of the American economy that 
must expand. Therefore the figure 
650,000 might be too small. Perhaps 
it should be one million people. And 
such a retraining program will cost 
about $600 million. 

Without such efforts the society 
will not function, at least not the 
labor market. Another area where we 
Swedes underestimate our ability to 
accomplish good things is in vocation­
al training at the plants and factories. 
We estimate that about 10 per cent 
of the total working time would 6e 
necessary for educational purposes in 
l! firm, for both workers and mana­
gerial employees. I think so far there 
is only one firm in Sweden that has 
started such a program. That is 
Svenska Handelsbanken. This bank 
will support all kinds of education 
that somebody in the bank is inter­
ested in, and it cancerns people on 
all levels. I think that every firm, 
every factory should invest in human 
ability and human efficiency. This is 
the greatest motive power for our 
economic growth in the long run. 

If we do not start from this point 
to really make the different markets 
free to expand (I have here only 
mentioned the labor market), to take 
away all kind of obstacles and to 
make the partial mar ets to function, 
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we will never achieve a growth of 
3-4 per cent a year. As I see it, we 
must start with the labor market, with 
retraining, and with educational pro­
grams. Administrators within the 
Soviet bloc have understood this 
better than we and I think we should 
learn as rapidly as possible. 

Erich Schneider: 

I take it for granted that we, being 
members of the Western world, have 
made a final decision, the decision 
which was expressed by Mr. Houser 
thus : "W e are concerned with the 
preservation and expansion of free­
dom in the fullest sense of the word. 
We hope to keep it this way, to pre­
serve the sovereignty of consumers' 
choices of what to buy, to expand 
the individual's choice of where and 
how much to work, and how to di­
vide his income between saving and 
consumption. We want to maintain 
and strengthen a free and competitive 
private enterprise system because we 
believe this will best show our needs 
and aspirations." 

The sources of economic growth in 
such a system-this was also indicated 
in Mr. Houser's speech-are the same 
as they always have been since the 
countries of the Western world began 
to develop : labour, capital, and know­
how. But the driving forces of 
growth are different in the public 
sector than in the private sector. It 
is very easy for the state to say : We 
want to have certain rates of growth 
within the different branches of the 
public sector and to establish certain 
goals. In the private sector it is 



different : the economic process is a 
result of the decision of private indi­
viduals (private entrepreneurs, private 
households), who work on millions 
of uncoordinated plans. Within this 
part of our economic system the State 
can only act upon the conditions for 
growth, not more; the State cannot 
force upon private entrepreneurs a 
certain rate of growth. Consequently 
it is difficult even to say : W e want 
to have in the private sector a rate 
of growth of 4 or 5 per cent. Because 
in the private sector the rate of 
growth is, as Mr. Houser rightly says, 
the test of the performance. Within 
the public sector you can work with 
fixed targets for growth rates ; and 
you can do something to reach it. It 
is very difficult to do the same in 
the private sector. 

But what can we do within the 
private sector ( which is still the 
largest in the Western economies) in 
order to accelerate growth ? First of 
all, it is necessary for all of us to 
preserve full employment. (By the 
way : a Common Market is impossible 
between economic systems which are 
in a state of depression.) This does 
not mean that we will not have 
temporary deviations from full em­
ployment. I quite agree with Mr. 
Houser that the business cycle is not 
dead. And it will never die in a 
system like ours. It is deeply con­
nected with the whole process of 
growth. However, what we can do is 
this : W e can smoothen the trade 
cycle by means of monetary and fiscal 
policy and other policies which are in 
har mo ny with the rules of a f ree 
market system. 

Next : the rate of growth can be 

accelerated by the creation of greater 
markets. I quite agree with Mr. 
Plassard who said that the existence 
of the Common Market alone is an 
important psychological factor in pro­
moting economic growth. 

And last, but not least, we need 
to intensify our education. That is by 
far the most important thing. 

Wihelm Paues: 

I would like to make a remark in 
connection with Mr. Kellgren's inter­
vention, as seen against the back­
ground of Mr. Houser's speech. 

We have to remember that the 
economic and productive structures of 
the different countries which we may 
compare are so different and that also 
the size of a country, of the labor 
force etc. can be of importance to 
this difference. 

I presume that the United States 
now can offer some 65 million j obs, 
so there are great chances for some­
one who has lost a job in one sector 
of the economy to go to another. 

Further, if you have a big market 
-as the United States has to-day, and 
Europe may have in some years' time 
-you also have rather specialized 
jobs in each firm. At a relatively 
small Swedish workshop with e.g. 
thousand wotkers, the machines may 
have to be reset every two hours or at 
least twice a day. That means that 
the worker who is tending that 
machine has to be more qualified and 
versatile than if he is working on a 
specialized product which you can go 
on producing maybe for months. The 
average American worker can and 
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probably has to be trained on the 
specific job, and when the production 
changes he can be retrained in fairly 
short time. 

Of course there is also a much 
greater mobility of labor and of the 

.whole population in the United States. 
I remember a figure from the years 
1945-1955 when you had 190 
million people changing addresses in 
America, which means that every 
person moves more than once in ten 
years. In Sweden and in Europe there 
is more of a long term mobility trend 
from agriculture into the urban areas, 
which enables us to direct, to some 
extent, our labor reserves into fields 
where they are wanted. 

That is why I believe that we can­
not directly apply Mr Houser's facts 
on our small countries with their 
lower grade of productivity etc. We 
have somehow to transform these 
figures to find out what problems we 
have. They may be bigger because we 
are smaller. 

Neil Chamberlain: 

It seems to me that our discussion has 
rather quickly boiled clown to a 
question of the roles of the private 
tndividual and of Government and 
the respective contributions which 
each has to make. While it is true 
that at any moment of time these may 
be competitive functions in the sense 
that each may be seeking to draw 
on the same revenues of the moment, 
i think it is unfortunate we should 
consider these competitive roles over 
a period of time. The more important 
thing is that we should try to isolatc 
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or define the respective contributions 
which each may make. 

The point which seems to emerge 
from the emphasis which Mr. Houser 
places upon the role of the private 
market is that it encourages the ac­
tivity of the individual. It is a motiv­
ational factor that is involved, it 
creates an incentive for activity that 
leads to economic growth. And this, 
of course, is something which all of us 
desire. But there is another aspect of 
the problem of economic growth 
which seems to me to involve peculi­
arly a role for Government. This is 
to help develop the capacity for indi­
vidual growth and this is quite a 
different matter from the motivational 
problem. 

Here we do move into such areas 
as education, health, the cultural con­
tributions which lead to the richness 
of a people's lives, that stimulates 
their imaginations, and makes possible 
the individual contributions of a 
people. So it would seem to me that 
we are not in any sense playing clown 
the importance of the role of the 
individual and the opportunities that 
should be opened to him to make his 
individual contributions, and the im­
portance of motivating individuals by 
allowing them to seek and achieve 
their own personal objectives, if at 
the same time we realize and under­
score and perhaps even place equal 
stress upon the social responsibility 
for attempting to realize or to im­
prove the capacities of any people for 
exercising their own personal initia­
tives and abilities in the achievement 
of their objectives. And if we lay 
these two kinds of contribution along­
side of each other-not that these are 



necessarily the exclusive contributions 
of each sphere-then it seems to me 
that we can think in terms of an 
appropriate balance between the ex­
penditures of the particular functions 
of these two spheres-the private 
market and the public sector. W e may 
conclude that it is as important to 
emphasize the improvement and the 
expansion of a people's capacities as 
it is to allow free scope for the initia­
tives and the abilities of an individu­
al, the incentive to perform to the 
level of those capacities. 

Herbert Stein : 

Somebody has already mentioned this 
number of 650,000 people represent­
ing the need for retraining and there­
fore by some means the need for a 
retraining program by the Federal 
Government. 

What perhaps may not be ade­
quately appreciated is the extent of 
educational effort exerted by private 
enterprises in America. There have 
been attempts to measure the amount 
spent for this. The numbers are very 
large even in relation to the total 
amount of public expenditure for 
education in the United States and 
probably more than $ 1 0  billion per 
annum. We have in the United States 
some experience with Federal pro­
grams, not for retraining but for 
initial vocational training and where 
we are about to embark on a new 
Federal program of retraining our 
past experience with the vocational 
training program financed by the 
Federal Government is nowadays a 
happy one. 

The program started during World 
War I, concentrated mainly on the 
training of agricultural workers and 
still continues in areas of very large 
surplus agricultural population to 
concentrate on teaching the young 
high school students how to be better 
farmers-but that is probably the last 
thing we need. There is, of course, 
considerable political pressure. The 
Senator from Virginia thinks it is 
very important that there should be 
an adequate supply of trained apple 
pickers. Since he happens to be in 
that business that is the thing t_hat is 
taught in the Federal vocational 
program in Virginia. I mention this 
only as a warning against leaping to 
the conclusion that the recognition of 
a problem of any kind is automatic­
ally a recognition of the need for 
Federal action to deal with them. 

Further I would say something 
about the role of the individual in 
economic growth which I think has 
not been quite clear. Discussion has 
concentrated on the role of the indi­
vidual as a source of growth, as a 
provider of growth, but there is an­
other point which I think is also 
implicit in Mr. Houser's talk and that 
is the role of the individual as thc 
proper determinant of the desirab!e 
rate of growth. 

The situation, at least as I see it, 
is not that we require a social de­
cision that there should be a certain 
rate of growth and then somehow 
to motivate or qualify the individml 
to produce that rate of growth. The 
concept of an optimum rate of 
growth itself seems to me not to have 
any clear meaning except as the sum 
of the rates of growth that the indi-
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viduals have chosen for themselves. 
A basic question is whether this dc­
cision is to be taken over and that 
there is, somehow, to be determined 
a national optimum rate of growth 
which is distinct from the sum of the 
individual optimums that have been 
freely chosen. 

Theodore V. Houser: 

First of all Jet me say how indebted 
I feel to Mr. , Schneider and Mr. 
Chamberlain for their clarifying ad­
ditional thoughts to the remarks that 
I roade. I rather deliberately did not 
define what should be the area of the 
public sector as compared with the 
private sector. I question whether any­
body can say with any degree of 
certainty what that should be, but my 
paper dealt with protecting the 
free market and free choice concept 
for the private sector, however !arge 
or however small it may be. There is 
no doubt that the results of scientific 
inquiry and research and study are all 
tending to enlarge the legitimate 
sphere of the public sector. It shows 
itself essentially in defense efforts. 

A very important part of the re­
search in the United States is carried 
on by the use of public money even 
though the research may be in private 
corporations or more likely-anå 
where most of it is-in institutions 
set up in collaboration with an exist­
ing educational institution like Massa­
chusetts Institute of Technology or 
California Institute of Technology. 
The same thing is true in the field 
of medicine and health, with great 
programs financed by Federal money 
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and carried on in connection with 
medical institutions. I also believe 
that our country neglected for too 
long the proper sphere of the Govern­
ment intervention in some aspects of 
our development. Our cities for the 
most part assumed their shape in the 
early part of this century or even 
earlier. It would have been much 
better, had there been more city 
planning, more regard for open 
spaces, for protecting waterfronts for 
public use instead of for steel milis 
and industrial purposes. Chicago i s  
an  exception with 2 5-30 miles of 
lake front preserved for the public 
through the intervention of private 
businessmen who had a civic sense of 
responsibility. 

Now, at the 11th hour vast sums 
are being spent to recreate what might 
have been done much more properly 
and effectively earlier. So I recognize 
very clearly a revaluation, a reapprais­
al that goes on all the time as to the 
function of the interest in the public 
sector. I think that, as we in our 
country at least go along, one of the 
great decisions that the public wiil 
have to make is to recognize what is 
the proper boundary between public 
interest and private interest. W e had 
this incident in the steel industry, 
first the settlement of the wages and 
then the matter of pricing. There has 
been, I think, a general feeling that 
possibly Government overstepped it­
self somewhat in posing the power 
of Government on the matter of price 
determination. So I am sure that 
Government will back up a bit on 
that type of encroachment on the 
private sector. So by mistakes and 
correction, by debate, by argument as 



through a democratic process this 
boundary line, or perhaps ratlrer 
dividing zone, is being determined. 
But, wherever that boundary may find 
itself, we feel that the sum total of 
millions of individual decisions is a 
safer basis for the determination of 
what the total effort should be than 
is a Government functionary, who 
thinks it ought to be different. Just 

because a man is in the Government 
it does not endow him with any more 
imagination or any more brains or 
any more education than he had when 
he had some other occupation of 
work in the private sector. So there 
is no magic or no greater ability to 
express a desirable goal, as I see it, 
in one place than in another. 

,1 [  



Regional Policy 1n Britain 

by Thomas Wilson 

I. The Nature of the Problem 

The desirability of special measures 
designed to foster the development 
of the less prosperous regions within 
a country may be considered under 
three headings. 

First, the objective may be the 
relief of hardship, and regional de­
velopment policy may thus be re­
garded as one of the functions of the 
welfare state. Structural unemploy­
ment is the hardship that has received 
most attention in British development 
policies. While it is sometimes re­
cognised that income per head may be 
lower in these areas, this is still 
usually regarded as an incidental 
consequence of unemployment. In 
some other countries, however, the 
lower standard of living has received 
some direct emphasis. Thus the fact 
that income per head in the South of 
Italy is only about one-third what it 
is in the North is regarded as a reason 
for developing the South on the 
ground that such a difference is, in 
some sense, unjust. 

Secondly, the development of in­
dustry in these areas may help to re­
lieve congestion elsewhere. The grow­
ing concentration of population in the 
South-East of England is sometimes 
held to involve excessive incon­
venience and military risk. The growth 
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of Paris has been deplored on similar 
grounds. 

Thirdly, regional development may 
be encouraged as one part of a gener­
al policy of raising the level of out­
put in the country as a whole. 

It is with the third of these ob­
jectives that I shall be mainly con­
cerned. I must begin, however, by 
emphasising that up to a point there 
may be no conflict between these 
three aims. Industrial expansion in a 
depressed district will not only bring 
social benefit to that area but may 
also imply less congestion elsewhere. 
Moreover by giving work to any who 
would otherwise be unemployed, and 
perhaps in other ways too, such a 
policy may raise the general standard 
of efficiency with which the country 
uses its resources. Everything may 
work together for good and the task 
of the policy-makers will then be 
greatly simplified. 

Conflicts may, however, occur. The 
diversion of industry to a depressed 
district may achieve the first objective 
of relieving hardship but it will not 
be warranted, under the third head­
ing, if the district is unsuitable for 
efficient industrial growth. Unfortu­
nately, there is apparent at times in 
Britain a regrettable tendency to 
suppose that any district with structur­
al unemployment has a natura! right 



to new industries, however improb­
able the location. Up to a point the 
rest of the community may, indeed, 
be prepared to accept some sacrifice 
of national output and to pay the 
higher taxes needed to subsidize in­
<lustry in such places. There will al­
ways be some support for the view 
that various local communities should 
be kept in being even at national 
cost. More important, perhaps, the 
<lepressed areas may be able to form 
politically effective lobbies while the 
general body of consumers and tax­
payers are unorganised and scarcely 
aware that they must meet the cost 
of such a policy. At some point, how­
ever, a limit must be reached. In­
dustrial development cannot be speci­
ally fostered in any and every part of 
the country with no regard for ef­
ficiency ! 

Moreover, when labour is fully em­
ployed in the rest of the country, 
migration affords an escape from 
structural unemployment; it may often 
be more appropriate to assist the 
migrants by removal grants, retrain­
ing facilities and the like rather than 
to foster industrial growth in their 
native areas. W e may note, in passing, 
that in Britain, and probably in some 
European countries, migration has 
really done more to relieve structural 
unemployment than has the opening 
of new factories under official 
schemes for regional development. If 
this fact is not much emphasised in 
public statements, the reason may be 
that it is likely to provoke political 
resentment in the areas that have !ost 
population. The emphasis on migra­
tion in official policy is probably 
stronger in Sweden than in most 

European countries; but in most places 
migration has really been very im­
portant in the event. 

Let us now tum to the second 
objective, the relief of congestion. 
Firms that are prevented from ex­
panding or setting up new factories in 
the London area may possibly tum to 
the depressed districts, but they need 
not do so. There are, after all, !arge 
areas of the country that are neither 
depressed nor crowded. Moreover, 
while too much congestion may bring 
industrial as well as social loss, there 
may be cases where firms would be 
severely handicapped if denied ex­
pansion in, say, Greater London or 
Greater Paris. In France, in particular, 
the facilities for technical training and 
research are so greatly concentrated in 
the capita! that firms in certain in­
dustries may have a legitimate claim 
to be allowed to expand in Paris, or 
as close to it as may be. A further 
complication arises when a depressed 
district is itself highly congested. 
Glasgow is the outstanding example 
in Britain. Other examples could be 
given of the ways in which the pur­
suit of one objective may conflict 
with the pursuit of another. 

Althougb in tbis lecture I shall be 
mainly concemed with tbe third of 
the objectives I have described, I do 
not wish to imply that the other 
objectives must be regarded as il­
legitimate. What I should like us to 
assess, however, is the extent to which 
a policy designed for regional de­
velopment can be defended without 
invoking special so:::ial considerations 
under the first two headings, and I 
want to speculate about the form such 
a policy should take. Altbough our 
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approach must therefore be critical 
and discriminating, I shall try to 
convince you that a plausible case 
can sometimes be made. 

What I am really asking you to do 
is to consider the desirability of 
special measures for regional develop­
ment not only from the point of view 
of the regions that claim to be in 
need of such development but also 
from that of the nation as a whole. 
There are then four ways in which 
the nation can benefit. 
• Some structural unemployment is 
likely to persist in certain areas even 
if manpower is scarce in the rest of 
the country. I do not want to suggest 
that most of those who are structur­
ally unemployed are simply content to 
subsist indefinitely on unemployment 
benefit rather than face the bother 
of moving. There may be a few ma­
lingerers of this kind, but it is re­
levant to note that, even in the de­
pressed districts of Britain, most of 
the unemployment is short-term. The 
choice is often between migrating or 
facing the risk of being out of work 
more frequently, though for short 
periods each time. Regional develop­
ment will reduce such unemployment 
and will thus bring an addition to 
the nation' s employed labour force. 
In the British case, however, the 
addition would at best be small. 
• If structural unemployment could 
be reduced it would be possible to 
operate with a lower level of total 
unemployment without incurring the 
penalty of inflation. If, as in Britain, 
the Government and electorate are 
extremely sensitive to small increases 
in unemployment of a half or even 
a quarter per cent, less structural un-
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employment may be a considerable 
help in coping with inflation. About 
a third of British unemployment is 
in the special development districts 
as compared with only an eighth of 
the labour force. 
• The participation ratio, i.e. the 
ratio of the number normally  em­
ployed for gain to the total popula­
tion, is liable to be low in depressed 
districts just as it is low in the 
economy as a whole during recessions. 
In Scotland, for example, the po­
tential rise in this ratio would imply 
a larger addition to the country's 
manpower than would the absorption 
of structural unemployment. Thus, if 
Scottish unemployment had been re­
duced in recent years to the British 
average, only about an extra 30,000 
workers would have become available; 
a rise in the Scottish participation 
rate to the average British figure 
would have meant about three times 
as many more workers. ( It must be 
noted that a calculation of this kind 
depends partly upon the way "unem­
ployment" is defined. In the U.S.A., 
for example, changes in the partici­
pation rate would appear less im­
portant to the extent that some of 
those who, in Britain, would be 
deemed to be leaving or joining the 
labour force would be described as 
leaving or entering employment in 
the U.S.A. 
• Regional development must not, 
however, be regarcied as simply a 
way of increasing the country's em­
ployed manpower. For the efficiency 
of those already employecl may be 
raised with benefit to the country as 
a whole. This is the central propo­
sition in the most recent report on 



regional policy in Britain-the Report 
of the Committee of Inquiry inta 
the Scottish Economy.':• The main 
emphasis is on fostering a more rapid 
growth of regional output. While the 
reduction of unemployment is still. an 
objective, it is not the sole aim. Un­
employment will naturally fall with 
a sufficiently buoyant rise in pro­
duction. Long views must be taken 
and it will not do simply to look for 
more j obs immediately of any- kind 
without regard to cost or to prospects. 
These arguments in favour of help­
ing the laggard regions to advance 
are not, of course, conclusive. In same 
areas there may be substantial off­
setting disadvantages as a consequence 
of remoteness, insufficient skilled 
labour, a lack of experienced manag­
ers, and so on. Regional policy should 
be selective. W hat is req11ired is not 
Jhe general dispersion of industry 
over the whole country-an abmrd 
idea-but the building up of new 
indmtrial complexes or "zones of 
growth". But how is the selection of 
such areas to be made ? How can 
reasonably selective criteria be ap­
plied in practice ? 

JI. The Main Lines of Policy 

The mast important determinant of 
regional development is usually the 
state of prosperity in the country as 
a whole. Thus the strong pressure of 

,,. The Committee was appointed by the 
Scottish Council (Development and In­
dustry) and its Report appeared in 
November 1961 .  The Chairman was Mr. 
]. N. Toothill and the author of the 
present paper was Vice-Chairman. 

demand for manpower and output 
has done more to help the less 
prosperous areas in Britain than any 
measures specifically devised to aid 
them. 

Among the more specifically re­
gional measures is an improvement in 
the regional infrastructure-e.g. the 
supply of power, better road and 
better rail and air services, suitable 
housing for staff and skilled workers 
who have come from other areas, and 
so on. It should be noted that this 
need for a better infrastructure, which 
is frequently emphasised nowadays, 
may not always be easy to reconcile 
with what used to be a familiar argu­
ment in favour of regional develop­
ment. This was the argument that 
such areas had valuable social capita! 
that would not be fully used if the 
population fel! with migration. It 
was believed that the total cost of 
development in terms of social as 
well as industrial capital might well 
be less in such areas than in new 
industrial centres elsewhere. There is 
clearly same validity in this conten­
tion but it must not be exaggerated. 
For the infrastructure of the de­
pressed regions is often inadequate or 
obsolescent. The improvement of the 
infrastructure of the Mezzogiorno 
has, of course, been a major objective 
of regional policy in Italy and the 
heavy cost of doing so must be set 
against the gain to be anticipated 
from the subsequent expansion of 
output in that territory. In Britain as 
a whole the infrastructure is also in­
adequate in many respects but the 
differences between prosperous areas, 
such as S.E. England, and depressed 
ones, such as N. Ireland, are often 
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slight. The additional cost of develop­
ing these more remote British regions 
may therefore relate mainly to the 
transport services, and this cost must 
be set against the economy of being 
able to use some existing social 
capita!. 

Much of the discussion of policy 
in Britain has centred around the 
problem of bringing new manu­
facturing industries to the depressed 
districts often in order to compensate 
for the decline of older industries. 
This may mean "diversification" ( in 
some sense of the term) but the really 
critical consideration is that the more 
rapidly growing industries will be 
more strongly represented. How best 
can this be done 1 

We must dismiss the proposal that 
certain firms should be legally com­
pelled to go to the depressed districts. 
Such a procedure would involve gross 
inequity between finns. Moreover it 
would probably  need to be supported 
by legislation to permit the d irection 
of labour if the conscripted factories 
were to get the managers and key 
workers they would need. Indirect 
pressure, however, may be applied 
and, in Britain, firms are required to 
obtain Indttstrial Development Certi­
ficates before expansion of any size 
will be permitted. Firms may thus 
be diverted to the development 
districts by making it difficult for 
them to expand elsewhere. This in­
direct pressure could also be danger­
ous if applied so strongly that the 
preferences of experienced manage­
ment for particular locations were be­
i ng disregarded by the government 
officials. A compromise must, as 
usual, be sought, but it can at the 
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very least be claimed for this policy 
that firms may be forced to consider 
locations that they might otherwise 
have neglected from habit, ignorance 
or prejudice. 

Apart from this pressure to go to 
the development districts, firms are 
offered certain financial inducements. 
Factories are provided from official 
fonds and let at subsidized rents. ,:­
Loans and grants are offered on 
reasonably favourable terms. Britain 
has not, however, offered tax in­
centives as is done, for example, in 
Italy, France and Eire. 

How is eligibility for such as­
sistance determined ? The criterion in 
Britain is still the possibility of ex­
panding employment. The develop­
ment districts are chosen with regard 
to the number out of work ( initially 
4'12 per cent or more) . The assistance 
provided to a particular firm within 
one of these areas roughly depends 
in turn upon the number of new jobs 
it expects to be able to offer. The 
British legislation has, therefore, been 
framed as part of a general policy for 
full employment and the question 
arises whether such arrangements 
would need to be modified if the 
emphasis were shifted to accelerating 
the growth of output. This was one 
of the issues discussed by the Com­
mittee on Scottish development to­
which reference has been made. 

It has already been suggested that 
there is a case for fostering expansion 
in "zones of growth" where the lo-

,,. Between the end of the War and the 
end of 1 96 1 ,  1 94,000 jobs were provided· 
in state-financed factories. Of these jobs,. 
71 ,000 were in Scotland. 



cational factors are reasonably promis­
ing. Moreover with new industrial 
ventures largely concentrated within 
certain zones, external economies of 
scale will accrue that could not be 
obtained if the firms were widely 
scattered. It is, therefore, natural to 
conclude that the Government should 
select such zones and should direct 
all its ef forts to their development. 
There would, however, be strong 
political protests if other districts with 
substantial unemployment were denied 
financial assistance. Anyhow same 
firms may well be able to establish 
themselves satisfactorily enough in 
locations that <lid not appear to the 
civil servants to qualify as "zones of 
growth".  The present procedure of 
choosing the development districts 
by reference to unemployment can, 
in fact, be reconciled with the build­
ing up of new industrial complexes, 
if appropriate adroitness is used. One 
aspect of official policy is the es­
tablishment of industrial estates, same 
of which are linked with_ new towns. 
In choosing the location of these sites 
within the development districts, the 
government can encourage expansion 
at what appear to it to be particu!arly 
promising centres. Same firms will, 
of course, prefer to go elsewhere 
within the development districts and 
should be left free to do so. After 
all their judgment may be as sound 
as that of the civil servants. The 
centres of industrial expansion will 
therefore be partly selected on the 
basis of private judgment. Finns 
would be unlikely to go to really un­
suitable locations unless, indeed, par­
ticularly !arge financial inducements 
were offered. Occasiona!ly it has been 

suggested that the inducements should 
be substantially larger for the very 
difficult areas-that is to say, that 
the size of the inducements should be 
inversely correlated with the suit­
ability of the locations ! Although 
there is already some implicit con­
cession to this idea in the induce­
ments currently offered in Great 
Britain, ::- it is not on so !arge a 
scale as to be a really decisive factor. 
We can, therefore, envisage a firm 
making its choice over a wide range 
of development districts. So long as 
it can reasonably be assumed that 
these development districts include 
within them some plausible economic 
locations, this procedure need not be 
inconsistent with one of expanding 
total national output. 

So much for the choice of sites. 
When these have been selected the 
amount of assistance offered to firms 
within these districts depends roughly 
upon the amount of additional em­
ployment they hope to be able to 
provide. While this is principally the 
consequence of the emphasis placed 
upon employment policy, it is also 
fair to point out that the arrange­
ments have been devised to help ex­
pansion but are not intended to 
provide finance for the modernisation 
and replacement of equipment by 
existing finns. Of course moderni­
sation and replacement are extremely 
important and special encouragement 
may even be appropriate. But it has 
been thought convenient in Britain 
to separate this problem from that of 

* That is to say in the formula for de­
termining assistance with the renting or 
building of factories. 
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encouraging new expansion within 
the development districts. 

No doubt other measures of ex­
pansion, apart from the prospective 
increase in employment, could be 
devised. Additional employment in 
the short-run could, indeed, be an in­
adequate criterion but, if a long view 
is taken, there need be no serious 
conflict between the expansion of em­
ployment and the fostering of growth. 
It should also be noted that it would 
be wrong to favour only labour in­
tensive projects in these areas simply 
on the ground that they are areas 
with a surplus of employment. If, in 
fact, the aim is to build up new 
industrial complexes, some highly 
capitalistic concerns may well be ap­
propriate. 

In Great Britain the assistance 
offered relates in the main to capita! 
expenditure rather than running costs. 
The principle behind this ruling 
seems to be that the firms assisted 
should be able, in due course, to 
carry on without government help. 
More generally this assumption is 
necessary if the whole policy is to be 
justified by the severe test of its 
effect on total national output. It is 
necessary to believe that help of this 
kind will finally permit a break­
through in the regions that have 
benefited. Indeed it is necessary to 
go further and to suppose that ex­
pansion in these areas will ultimately 
be more promising than expansion in 
what are now the more prosperous 
areas. 

Clearly the whole policy may be 
called in question on the ground that 
if firms in the rapidly growing indus­
tries such as electronics, are diverted 
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to the development districts, the gain 
to these areas will simply be offset 
by the loss elsewhere. This may 
sometimes happen. On the other 
hand, the more depressed districts 
may not only offer greater reserves 
of manpower but may be capable of 
achieving an industrial renaissance if 
some growth industries can be made 
to take root. The case for special 
measures to foster regional develop­
ment rests therefore on the assump­
tion that these local communities are 
capable of responding" to such a 
stimulus. The needs of the new firms 
may bring more work to local con­
cerns that can manufacture com­
ponents, etc. Moreover the new firms 
will bring a knowledge of techniques 
and markets not previously possessed 
in these areas. If the new firms can 
be persuaded to bring part of their 
research and development with them 
they may later become an important 
source of supply of entrepreneurs 
who will set up new firms on their 
own. 

Let me repeat that our objective is  
to see how far the case for regional 
development can be sustained as part 
of a general policy for growth with­
out introducing special welfare con­
siderations. We must, then, think in 
terms of temporary assistance de­
signed to permit a breakthrough, not 
of continuing subsidization. It might 
be desirable to emphasize more 
strongly that help should be given to 
the development districts only for a 
limited period. But political reper­
cussions inhibit frankness and the 
welfare considerations, provisionally 
set aside in this analysis, must of 
course be taken into account in any 



final assessment. It needs scarcely be 
said that, while it is important to 
encourage newcomers, the firms al­
ready in these areas also deserve 
encouragement. A whole range of 
measures is available for rapid growth, 
many of which will benefit both 
existing cancerns and newcomers. 
Many of these measures will be ap­
propriate in other parts of the country 
as well and it may often be impossible 
or improper to discriminate in favour 
of particular districts. I can do no 
more than mention one or two ex­
amples. 

First the taxation of personal m­
comes and profits should be so de­
signed as to do the least possible 
harm to growth. In Britain, the right 
to claim an allowance against tax 
corresponding to a percentage of ex­
penditure on new industrial capita! is 
an encouragement to investment in 
the development districts as in other 
parts of the country. The allowance 
is, however, at a uniform rate and 
should probably remain so. The intro­
duction of a payroll tax with a corre­
sponding cut in direct taxes might be 
favourable to growth and, in this 
case, regional differences might well 
be introduced. 

Another example is the need to im­
prove the air services within Britain, 
for rapid personal communication is  
of immense importance to manage­
ment. Many parts of the country 
would benefit but some of the more 
slowly growing districts might benefit 
most. There is reason to believe that 
a significant improvement might be 
made without subsidizing the services. 

Other examples could be given 
such as the need to improve the 

reliability of the railway freight 
services, or the desirability of im­
proved training facilities and techni­
cal schools or of better arrangements 
for strengthening the links between 
science and industry and better fa­
cilities for advising managers about 
new methods and about marketing. 
Each of these topics might be dis­
cussed at length. 

While many of these improvements 
must be the responsibility of the 
central government, the whole oper­
ation depends upon the readiness of 
the local governments, the business­
men, and the trade unionists within 
these areas to co-operate and even at 
times to take the initiative. One of 
the most important examples is the 
need for better industrial relations 
and for the relaxation of restrictive 
practices imposed by trade unions as 
well as by management. Regional 
self-help is indispensable. A serious 
objection-and it is not, as we have 
seen, the only one-to the proposal 
to force firms by means of legal 
sanctions to establish themselves in 
these depressed districts is that the 
need for regional self-help might 
then be obscured. There would be a 
potential danger in strengthening the 
belief that each district would be 
rescued from its difficulties by out­
side help from the central planners. 
This is not really the way to build up 
the psychology of growth. 

You may feel that I have said too 
little about "planning", but this is 
a very ambiguous term. If "planning" 
means the preparation of detailed 
targets for the output of individual 
industries, then I am somewhat 

49 



sceptical about its usefulness even i f  
the targets relate to  the nation as a 
whole, and I am particularly sceptical 
about industrial targets for each 
region, although I am aware that the 
French are experimenting in this way. 
Moreover I am inclined to doubt 
whether the more ambitious proposals 
for regional input-output analysis 
have much practical significance. A 
"plan" may, however, be taken to 
mean a number of concerted measures 
adopted in  pursuit of a particular 
aim, in this case more rapid growth. 
These measures may range from 
better air services to better technical 
schools, from the siting of industrial 
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estates to  assistance with research and 
development, from enticing new con­
cerns to establish themselves in par­
ticular areas to providing adequate 
housing for key workers, from the 
relaxation of restrictive practices to 
tax reform. An so on. 

The object of such measures would 
be to create an enviromnent that 
woztld be more f avourable to growth, 
and if the various measures are con­
certed with this objective in mind, 
they can properly be said to constitute 
a "Plan". This, indeed, seems to be 
much the most important meaning 
that can be attached to the expression 
"a Plan for Regional Development' ' .  



Econo1nic Development in Southern Italy 

by Andr-ea Nuvolari 

My purpose is to give you a brief 
description of our experience in de­
veloping economic growth in the de­
pressed areas of southern ltaly. We 
try to do it with maximum respect 
for the market economy and without 
adopting compulsory measures. As 
many of you know, the territory of 
the Italian Republic may be divided 
inta two great areas according to the 
average income per head. The first 
includes central and northern ltaly, 
the second southern ltaly, each with 
its own economic, geographic, socio­
logical, and ethnological character­
istics. The economy of the central­
northern part approaches that of the 
"mature" states with a high average 
income per head. Industry there is 
rapidly expanding, and agriculture 
works with a high leve! of pro­
ductivity and widespread subsidiary 
activities. 

In sharp contrast with this, the 
economy of the south shows all the 
signs of an underdeveloped economy, 
not only because of the low average 
income per head, but also because of 
the structure of its embryonic indus­
try. The lack of organization in agri­
culture explains the fact that the 
population of the south, which re­
presents 38 per cent of Italy's total 
population, produces only 2 1 -22 per 
cent of the national income. 

The unification of the peninsula 
which finally ended political dualism 
left the dualism in the economy un­
touched, and so it was to remain for 
nearly a century. It is true that even 
before 1900 there existed a policy for 
the south, but this policy had limited 
effects. At this point one may recail 
a series of special laws promulgated 
between 1900 and 1906 which pro­
vided for the carrying out of public 
works, fiscal concessions and sub­
sidies. 

In the years just before World War 
II a number of !arge scale actions 
were taken by the state. Italian eco­
nomic policy was directed toward 
economic self-sufficiency and the 
intervention in the south was directed 
not only toward the introduction of 
new crops ( e.g. cotton) but also to­
ward the cultivation of grain in vast 
areas with a low yielding rate. The 
results of this economic policy, how­
ever, were on the whole modest for 
two principle reasons : 
• the fundamental causes of the 
economic backwardness of the south 
were not dealt with; 
• the dynamics of the national 
economy were toa modest to permit 
interna! emigration to the north while 
the emigration abroad <luring Musso­
lini' s time was discouraged. 

At the end of the war a large part 
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of the country was laid waste by 
military operations ; communications 
did not exist; the industrial apparatus 
was partially destroyed and technic­
ally outdated ; further there was a 
widespread social unrest. 

1945-1950 became the period of 
reconstruction. Economic measures 
were directed at restoring the primary 
sources of income-with !arge con­
tributions of aid from the United 
States. The steps necessary to combat 
the very serious inflation ( which had 
begun in 1943) were taken in 1947. 
Between 1948 and 1950 the interna! 
machinery of production began to 
work again. Export and import were 
able to start again under the impulse 
given by a policy of gradually restor­
ing the freedom of exchange. 

Already in 1949 the first signs 
were to be seen that Italian economic 
policy was directed not only toward 
the reconstruction of the country. It 
turned out to be a policy of develop­
ment, a policy of securing full em­
ployment of the available resources 
and increasing the per capita income. 
Its means was the mobilisation of 
public spending and of !arge scale 
investments. Although measures in 
favor of popular housing date from 
this period the primary action of the 
state in 1950 was directed toward 
agriculture through two special laws. 
The goal was a real reform of the 
agricultural structure in the south 
and to a certain extent of the central 
parts by means of !imitations imposed 
on the extent of landed property, the 
excess portions of which were ex­
propriated and distributed among the 
agricultural workers. 
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Other measures may be noted ; es­
pecially those in favor of industrial 
reconstructions, e.g. creation of new 
industries in the south, an increased 
activity at the shipyards, an intensi­
fied search for fuels, and vocational 
training for unemployed workers. But 
these were all measures of a sectional 
nature, and not a part of a coherent 
policy of sectional and territorial di­
stribution of investments which would 
have ensured a balanced development 
of Italian economy. 

It was not until the creation of the 
Southern ltaly Development Pund in 
1950 that the basis was laid for a less 
tied and restricted economic policy. 
In fact, it was the explicit task of the 
Fund ( which is a state agency) to 
co-ordinate public and private invest­
ments with the aim of obtaining the 
social and economic development of 
the underdeveloped regions of the 
south. 

The programme of the Fund runs 
to 2,077 thousands of million lire. It 
was originally planned to last ten 
years but it was later extended to fif­
teen from 1950-1965.  It envisaged 
a direct action on the scale of public 
investments, and indirect action on 
that of private investments, with the 
aim of creating the infra-structures 
and basic services, which were to make 
the local resources and the prevailing 
economic activities in the south more 
effective. The aim was to achieve, 
through setting up industrial nuclei, 
the structural transformation of south­
ern economy with its consequent re­
percussions on the economic develop­
ment of the whole country. 

The economic recovery of the 
country and the consequent benefits 



of the various programmes of aid 
brought about those conditions of 
maturity which in 1954 made possible 
the formulation of the "scheme for 
the development of employment and 
of income in the ten years 1955 to 
1964." That was the so-called "Van-
noni Plan". 

By this plan the Italian policy of 
economic expansion got the first 
weapon possible to direct in its choice. 
With the aim of inserting inta an 
organic whole the sectional inter-

vention, by co-ordinating specific and 
general aims, the development of the 
south, together with the creation of 
new j obs, was adopted as the funda­
mental goal of Italian economic and 
social policy. 

The action of the Fund tending to­
wards the creation of basic infra­
structures, viz. the necessary con­
ditions for stimulating "induced" 
private investment, has been dis­
tributed to the following sectors : 

Distribution of the funds entrusted to the Southern ltaly Development Pund 

( in thousands of millions of lire) 

Sector concerned Fifteen year plan per cent 

Agriculture .. . . . . . .. . . . .. . . . . .  . 1 , 150 55.4 
Transport and Communications .. . . 259 12.5 
Water supply and sewerage .. .. . . . . 3 1 2  15 
Industry . ... ... .... . .. ..... . . .  . 245 11.8 
Home industries . .. . . . . .. . . . . . .  . 5 0.2 
Tourism and hotel credits . .. . . .. . 56.5 2 .7  
Fishing ... . . . . .. .. .. . .. ..... . . 5 0 .2  
Schools for professional education .. 43 2 . 1  
Institutions of a social nature . . ... . 2 .0 0.1 

Of the 2,077.5 thousand million lire 
1 ,564 (75 . 3  per cent) are destined 
to the financing of the basic infra­
structttres. 468,5 thousand million lire 
are destined to the encouragement of 
private enterprise, in the form of sub­
sidies for increase of capita!, credit 
for improvements, industry (245 
thousand million lire or 11.8 per 
cent of the total), fishing, craftsman­
shi p (home industries), hotel credits; 
45 thousand million, or 2.2 per cent 

2,077.5 100 

are destined for other ttses-schools, 
vocational training and social welfare. 

The specific improvements which 
correspond to the investments given 
above may be summarised thus : in 
agriculture-modification of the agri­
cultural structure over an area of 23 .3  
million acres. Of this 4,2 million acres 
are being changed inta agriculture 
land. The plan for the laying of 
water-mains will allow supply of 
drinking water for all the 2,600 towns 
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or villages of the south. In the field 
of communications and transport the 
Fund has provided for carriage roads 
8,285 miles of which are covered with 
tarmac. Further 1,600 miles of new 
roads have been planned and built, 
and much work has also been done on 
the railways. 

The Fund has also financed im­
portant works designed to promote 
tottrism, including roads, archreologic­
al research, and restoration of ancient 
monuments. These projects, although 
they do not require large sums of 
money, are of considerable importance 
in starting a process of increasing in­
come. Recent experience has shown 
that tourism is destined to expand 
rapidly, mainly in the south. 

Finally, various subsidies have been 
granted to private enterprises. Special 
attention has been given to the indus­
trialisation of the southern regions, 
either indirectly, through public in­
vestments which have created the 
conditions necessary for the growth 
of industrial plants, or directly by 
means of credits granted on favour­
able terms for the formation of capi­
ta!, or again, through special fiscal 
concessions for the industries in the 
south. 

Special institutes operate in the 
mainland of southern Italy, Sicily, and 
Sardinia to grant medium term fixed­
interest loans to small and medium­
sized industries. They can now get 
loans up to 1,500 million lire over 15 
years at a rate of 3 per cent. 

An important development has been 
the establishment of institutions tak­
ing up ordinary shareholdings in 
southern enterprises. The most im­
portant is one in Sicily; another is 
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on the mainland of southern Italy. 
Through these institutions the banks 
are getting more closely involved in 
the risk of southern investments. At 
the same time there is  a movement to 
integrate financial with technical as­
sistance in order to remedy the scarci­
ty of enterprise. In 1957 the Fund 
was allocated 1 30 billion lire for 
equipment subsidies to be made to 
small and medium sized enterprises, 
in towns with less than 200,000 in­
habitants to cover up to 20 per cent 
of the costs of plants and machinery. 
The Fund can also contribute to the 
costs of infrastructure works in the 
underdeveloped areas through special 
consortiums set up for this purpose. 

The two most important tax con­
cessions to firms investing in southern 
Italy were introduced in 1957. These 
are the exemption from profit tax of 
industrial profits in southern Italy for 
up to half the profits of any enter­
prise and half the amount of any in­
vestment, and the exemption from 
profit tax for 10 years of the profit 
on any new investment in southern 
Italy. Other concessions include a re­
duction in the registration and mort­
gaged taxes, a lower level of turn­
over tax, and reduced freight charges 
on building materials and machinery 
for factories constructed in southern 
Italy, as well as exemption from 
customs duty on imported machinery. 

Also the local administrations, like 
the regions of Sicily and Sardinia, 
give other facilities to the industries 
that a_re going to establish themselves 
in the south. 

But the problem of industrialisation 
of the south also concerned the lo­
calities in which factories were to be 



built. For this purpose, "areas for 
industrial development" were pro­
jected, conceived as poles of gravi­
tation for the industrial development 
in relation to the entire territory of 
the south. Beside such areas, "indus­
trial nuclei" are distributed, of various 
size-these too with infrastructures 
and services on charge to the State. 

The measures mentioned above 
have led to nearly 5 ,000 medium­
term industrial investments for a total 
of 340.2 billion lire by December 31, 
1961, out of a total investment of 
695 .3  billion lire. Of this 1,500 were 
made for new establishments, the rest 
for enlarging already existing plants. 

New investments have been made 
mainly in Campania and Sicily. These 
are directed not only towards tra­
ditional local industries (the trans­
formation of agricultural and garden 
production) but also to new activities 
such as chemical, petrol, mechanical, 
metalworking, textile, and paper-mak­
ing industries. 

The action taken by the industries 
of central and northern Italy has been 
of great importance in the industri­
alisation of the south. What have 
been the results, in economic terrris, 
of these efforts ? They may be 
summarised by the following figures. 
Per capita income in Italy between 
1951 and 1960 (counting in lire with 
eons tant purchasing power) has in­
creased aboztt 50 per cent. The aver­
age per capita income in the sottth 
during the same period has been in­
creased with about 30 per cent. The 
annual rate of increase during these 
ten years therefore has been about 
3 per cent in the south and about 5 
per cent in the north. 

These results have been achieved 
by investing throughout the entire 
country in these ten years nearly 30 
thousand million lire (at constant 
1954 prices) of which 6 thousand 
in the south. The rhythm of invest­
ment in the south has gone from 451 
thousands of millions in 1951 (1954 
lire) to 1,079 thousands of millions 
in 1960, an increase of 140 per cent. 

To complete the picture given by 
these figures one may mention the 
fact that, at the moment, about one­
third of industrial investment tends 
to be localised in the south. 

An examination of the distribution 
of the income by activity shows that 
there have been profound changes 
since 1950. Income derived from 
agriculture has been relatively re­
duced, while income derived from 
industrial and subsidiary activities has 
been considerably increased. 

On the whole the tendency has 
been for the secondary and tertiary ac­
tivities to develop at a faster rhythm 
than the primary activities and there­
fore the income deriving from them 
has increased in both the relative and 
the absolute sense. 

What conclusion can be drawn 
from these figures ?-No doubt the 
policy of development begun in Italy 
in 1950 has brought about some con­
crete results, which only a few years 
back were unthinkable. The per capita 
income has increased, the unemployed 
are gradually being absorbed, the 
balance of payments is out of the red 
( thanks to the demand for Italian 
goods abroad and to the "tourist 
boom"), consumption has increased 
qualitatively as well as quantitatively, 
and savings deposited in banks and 
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the money market are continuously 
mcreasing. 

However, the difference in the 
rhythm of development between the 
cent�al-northern and southern Italy 
contmues w1th a tendency to increase. 
This is due to the fact that a !arge 
part of the investments made in the 
sector of southern agriculture have 
been done for technical reasons of 
d�ferred mat�rity, consequently �hey 
wdl _produce mcome after a period of 
:"a1tmg. The industrial development 
111 the south could not possibly be 
rapid, because the measures have 
recently been completed and the 
so�thern consumer markets do not yet 
enioy_ an mcome level high enough to 
perm1t the absorption of possible 
!arge increases in local industrial pro­
duction. However, one can assume 
�hat the difficult starting phase soon 
1s over and that the process will now 
continue more rapidly. 

Another reason of the slow ex­
pansion rate of southern industry is 
the lack of skilled manpower. W e 
may say that we have to make farmers 
out of peasants ; and sometimes these 
peasants are_ illiterate while actually 
entrepreneunal and managing know­
how is needed. The problem of vo­
cational training is maybe the most 
important one; it is a bottle-neck in 
the development not only of the south 
but of the Italian economy in general. 
!he public sector is now busy work­
mg on th1s problem through ordinary 
administ_rative procedures and through 
extraordmary measures, especially 
through the Southern Italy Develop­
ment Fund. The private sector is do-
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ing a lot of  work through schools 
attached to the factories, and through 
other initiatives. 

The principal attention had been 
given to the preparation of skilled 
workers for industry, at inter-firm 
training centres, the organisation of 
which is entrusted to local associ­
ations, in which are represented not 
only the Fund and the Ministry of 
Labour, but also the industrialists of 
the area. 

This formula of collaboration be­
twee� public and private undertakings 
has given excellent results. Some diffi­
culty, however, has arisen in associat­
ing small and middle sized firms with 
the inter-firm centres. 

To accomplish this task also the 
Italian Group of CEPES has mobi­
lised every Government Agency, every 
public and private cancern interested 
in this effort to constitute an organ­
isation called the "Centre for Edu­
cational Progress" (Centro per il Pro­
gresso Educative-C.P.E.) ,  which re­
presents a platform for cooperation 
on which all may stand. Local affili­
ations of the C.P.E. are becoming real 
"committees of public welfare", em­
bracing all the best local forces avail­
able for the struggle against igno­
rance. This war is going on both in 
silence, and through mass propaganda, 
with the support of newspapers, radio 
and television, as best suited to local 
conditions. 

But the weapons do not change : 
they are the same everywhere, and 
consist of audiovisual media, speci­
ally designed for the purpose. Of 
these : 
• some are p reparatory, for vo­
cational guidance and psychological 



impact, for entertainment; firm view­
ings offer an occasion for initial 
meetings where broad contacts are 
started off, to get these people to talk 
about what they need, what they 
want, their general outlook; 
• others are teaching material in the 
true sense of the word, for training 
in certain basic skills. 

These audiovisual facilities are ac­
companied by very simple written 
texts, closely co-ordinated with the 
film version. W e produce them and 
show them in groups of peasants in 
the remotest villages. The results ac-

complished have proved that the 
method and the sponsoring formula 
we have chosen fully answers our 
purpose. W e have reached these re­
sults with a population and in situ­
ations that are rather similar to those 
which many of you will meet in your 
efforts to promote the development 
of underdeveloped countries : I think 
in particular of United States operat­
ing in South America. So we hope 
that our experience may tum out to 
be useful also for international pur­
pose. 
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U .S. Regional Development 

by John H. Nixon * 

I will focus on the use of manpower 
resources as a key factor in regional 
development. 

During the past century in the 
United States the free movement of 
workers to locations of greater oppor­
tunity and of employers to locations 
of lowest cost have been counted on 
to provide full use of manpower. The 
result has been an impressive tendency 
toward equalization of per capita in­
come among the various parts of the 
nation. In 1880 the effective range 
was from 50 per cent below the 
national average per capita income to 
40 per cent above the national aver­
age::-,:- The low area was the South­
east, formerly a slave-holding cotton 
plantation economy which was slowly 
recovering from civil war devastation. 
The high area was the industrial 
Northeast. By 1960 the range was 
much narrower-from a low of 28 
per cent below the national average 
(again for the Southeast), to 18 per 
cent above for the Middle Atlantic 
and rapidly growing Pacific Coast 
areas. Particularly since 1930 the 

,:- The views expressed are Mr. Nixon's 
personal views and not necessarily those 
of CED, or any of its Committees, or of 
its staff. 

,,.,,. Harvey S. Perloff, "Why a Region 
Grows", unpublished mss. Resources for 
the Future and CED. 

58  

Southeast has increased its per capita 
income faster than the national aver­
age and than all other regions. 

The major reason for the tendency 
toward equalization has been personal 
migration out of occupations and 
areas of less to occupations and areas 
of greater opportunity. In 1870, 50 
per cent of the national labor force 
was engaged in agriculture while to­
day less than 9 per cent is. The aver­
age income in agriculture is still con­
siderably below the average non-agri­
cultural income and this migration 
from the farm continues. 

In the Southeast, the most pre­
dominantly agricultural region, the 
population in 1870 was less than 10 
per cent urban, but by 1960 it was 
more than 50 per cent urban. The 
Southeast and the Plains States ( also 
a heavily agricultural area) have 
experienced the greatest rates of out­
migration throughout the past 60 
years. 

The regions with the highest per 
capita income have been the Middle 
Atlantic States and the Pacific Coast. 
They are the only two regions with 
net in-migration for each decade from 
1900 to 1950. In the past decade, 
from 1950 to 1960, the Middle 
Atlantic Area grew less rapidly than 
its natura! rate of increase, showing 
a net out-migration, while the Pacific 



Coast grew considerably more rapidly, 
showing net in-migration. Same of 
the rapid expansion of the Pacific 
Coast area is due to the heavy con­
centration of defense industries there 
during the past decade. 

It is noteworthy that average per 
capita income in each of these two 
areas varied from the other no more 
than 2 percentage points in the 
Census years of 1920, 1940, 1950 
and 1960. This suggests that the more 
rapid growth of jobs on the Pacific 
Coast than in the Middle Atlantic 
States between 1950 and 1960 was 
matched by a shift in the migration 
pattern which helped maintain an 
equality of per capita income. 

Several factors have contributed to 
the extent of migration in the past 
30 years-a common language, a 
common currency, almost universal 
primary education, low-cost private 
transportation ( first provided by the 
Model T Ford and later by inex­
pensive second-hand automobiles, 
coupled with a network of paved 
roads stretching inta every hamlet) , 
and finally, the gradual replacement 
of regional by national cultural 
patterns as the result of general family 
ownership of radio and television. 

While farmers and other workers 
leave regions of low income for those 
of higher earning potential, manu­
facturers for whom labor is a major 
element of cost are expanding em­
ployment in the low-wage areas. Th'e 
share of manufacturing employment 
and of value added have gone up in 
the Southern States from 1900 to 
1950 while the share has declined 
slightly in the high income Middle 
Atlantic States. In the decade ending 

m 1960, manufacturing employment 
111 the United States as a whole in­
creased only 10 per cent, while in the 
South it increased 25 per cent. Even 
so, the South's share of manufactur­
ing employment (20 per cent) , is 
still considerably below its share of 
the national population ( 28 per cent) . 

Despite the mobility of people and 
of capita!, the difference in economic 
opportunity among regions still is 
!arge. Average per capita income in 
the South is almost 40 per cent below 
that of the Middle Atlantic States 
and the Pacific Coast. The income of 
the Southern Negro farmer is even 
farther below. The regional inequali­
ties largely reflect the very low in­
come earned by one-half the farms. 

In the past decade the United 
States has also become aware of a 
number of industrial areas with high 
and persistent unemployment, even 
during times of general national pros­
perity. Many industrial workers have 
been stranded by competition from 
rival firms or products, by changes 
in consumers' tastes, by substitution 
of machinery for human labor, or by 
shifts in the location of industry. In 
1961 ,  100 such areas with almost 10 
per cent of the U.S. population had 
over 16  per cent of total industrial 
unemployment. 

Mast of these areas have had net 
out-migration in the past decade and 
same have had a population decline, 
but the obstacles to mobility have 
prevented a rapid adjustment of the 
unemployed population to the decline 
in local opportunity. Same of these 
unemployed lack an adequate basic 
education. Others lack a marketable 
skill, particularly if their occupation 
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is no longer in demand. Other de­
terrents to mobility have been lack 
of knowledge of job opportunities 
elsewhere, age, social ties to the local 
community, and in some cases, owner­
ship o( local property. 

Since the end of W orld W ar II 
each of the 50 states has set up an 
economic development agency, and 
over 2,000 local communities have 
established organizations to induce 
manufacturers to locate new planfs 
in their communities. The objective 
has been more employment, and more 
business for local service industries. 
This has been a critical need in the 
depressed areas, but it has been con­
sidered desirable by most communi­
ties. The primary aim has been to in­
duce new manufacturing plants to 
locate in the communities. A second­
ary goal has been to secure a larger 
share of the tourist dollar which is 
of growing importance. Techniques 
to induce location of plants have in­
cluded provision of information, some 
probably useless advertising, provision 
of loanable fonds outside of normal 
commercial channels ( occasionally at 
subsidized low-interest rates) ,  pro­
vision of industrial sites, the con­
struction of shell plants, and rn a 
few cases, local tax concessions. 

The results have been more plants 
in some of the depressed areas. In 
the coal mining centers in Penn­
sylvania there has been a steady in­
crease in manufacturing employment, 
but unfortunately the decline in coal 
mining employment has been even 
more rapid than the increase in 
manufacturing employment. Other 
communities such as Burlington, Ver­
mont, and Utica, New York, have 
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shifted from the manufacture of 
textiles to the manufacture of electron­
ic components and machine tools. In 
total, however, these programs have 
had a minor impact on the great 
number of depressed areas. Not 
enough new employment opportuni­
ties have been provided to utilize the 
unemployed workers. By the end of 
1960 it was apparent that the state 
and local programs and the out­
migration together were not making 
use of the surplus manpower in the 
depressed industrial areas. 

In 1961 a new Federal program 
was established to help provide j obs 
in these industrial areas of chronic 
high unemployment and also in the 
agricultural areas of unusually low 
income. The Area Redevelopment Act 
signed in May, 1961 places its primary 
emphasis on incentives to industry to 
locate new plants in these areas. It 
provides loanable fonds at lower than 
market interest rates. It also provides 
aid to communities to provide neces­
sary infrastructure, chiefly water and 
sewer facilities but also access roads, 
which will be needed by new indus­
trial plants. Aid to communities may 
be loans at nominal interest rates or, 
in some cases, outright grants. A pre­
liminary requirement for eligibility is 
that each community must study its 
own situation and must prepare its 
own local program for economic im­
provement. Technical assistance is 
provided to communities to assist in 
the local analysis. In addition, the 
Act makes provision for vocational 
retraining for long-time unemployed 
in these areas, with subsistence al­
lowances to cover living expenses 
during retraining. 



At the end of one year the Federal 
government has defined over 900 
areas as eligible for assistance. These 
include 19 per cent of the population 
of the United States, and 30 per cent 
of the unemployment. The large 
number of areas classified as "eli­
gible" has created administrative diffi­
culties. 

What accomplishments have there 
been in the first years ? Several 
hundred communities have prepared 
local economic development plans. 
These have proved of value in educat­
ing local leaders about the problems 
their communities face. In many 
cases, localities have been able to solve 
some of these problems themselves 
without further recourse to the Feder­
al government. In other cases the 
local plans have laid the basis for an 
appeal to the Federal government for 
sizeable grants. 

Vocational retraining programs 
have been started in 1 00 communities 
with an average gross cost of $ 1 ,000 
per worker retrained. Approximately 
8, 500 workers have been or are in 
the process of training. Training 
programs for 1 5,000 workers are ex­
pected to be in operation by the end 
of June. Seventy-five per cent of the 
workers who have completed retrain­
ing have been placed. 

So far, only 19 loans have been 
made for industrial projects. In these 
cases several dollars of local and 
private fonds are put up for every 
dollar of Federal government money. 
In addition, 2 1  loans or grants have 
been made to local communities to 
assist with the provision of infra­
structure. The total of these loans and 
grants has been $ 1 1  million of Feder-

al fonds and they will contribute to 
the establishment of about 1 1,000 
direct new jobs. The rate of approval 
of these projects is stepping up 
rapidly and it is expected that all the 
projects approved by the end of June 
will provide for 30,000 new jobs. 
This is only a small beginning con­
sidering that the goal set by the 
Administration is almost one million 
new jobs in these 900 areas. 

In 1962 the Federal government 
took a forther step to promote the 
ability of workers to find jobs in a 
dynamic economy. The Manpower 
Development and Training Act of 
1962 established a nationwide system 
for retraining workers. The program 
is being developed by the Federal 
government in cooperation with the 
state and local governments, local 
educational systems, and private indus­
try. The number of men to be re­
trained will grow from 160,000 in 
the first year to 570,000 in the third 
year, or eight-tenths of one per cent 
of the U.S. labor force. 

I was interested in Mr. Kellgren's 
comments that we should try to re­
train one per cent of the labor force 
this year. Inside of three years we 
will have experience with something 
close to that number. The adminis­
trative problems in establishing an 
effective system have yet to be solved 
in the U.S. Such retraining will con­
tribute to the capacity of these 
workers to find jobs in their own 
communities or in communities with 
higher rates of employment. For the 
long-term unemployed subsistence al­
lowances equal to the average weekly 
unemployment compensation payment 
in the state will also be provided. 

61 



The Act provides no fonds for mov­
ing allowances. This is politically 
difficult in the United States since no 
Congressman wants to pay a voter to 
leave his district; but with moving 
costs being quite low, the lack of 
moving allowances is not expected to 
be a serious deterrant to necessary 
mobility of retrained workers. 

The United States is j ust beginning 
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to develop the public institutions 
which will adequately stimulate and 
assist the movement of workers from 
these depressed industrial and agri­
cultural areas and will attract em­
ployers to take advantage of the labor 
supply in such areas. These measures 
should contribute to a folier use of 
the labor force and thus to the growth 
rate. 



Discussion 

Wilhelm Paues: 

I think we should realize a few 
problems of size before we start our 
discussion. The United States covers 
an area which is about three times 
that of Western Europe, so the United 
States regional problems often cover 
the same area as a national problem 
does in Europe. Secondly, the United 
States has a population of more than 
180 million people. Our countries 
vary between 1 30,000 in Iceland and 
about 5 2 million in the biggest 
countries of Western Europe. The 
task of the Americans is also compli­
cated by the fact that the number of 
so-called unemployed (which is a 
doubtful term, anyhow, in the United 
States) seems to be about twice as 
great as the total number of unem­
ployed people in Western Europe. 

I would like to ask three questions. 
First : How do you make this in­
formation about facilities, about train­
ing programs, about labor in different 
parts of the country, available to 
managers who may want to move ? 
We rather have that problem in 
Sweden, but how should we help 
these enterprises to escape from the 
congested areas with overemploy­
ment ? 

The second is, as Mr Wilson 
mentioned, the restrictive practices of 
the trade unions, which of course may 
vary between the countries. One good 
remedy-if you have a limited amount 
of public capita! to put down in new 

enterprises-is shift work, which can 
be an immense help to create better 
employment opportunities without 
spending too much money. 

Thirdly a problem which I have 
been waiting for but have not heard 
yet: What happens in the different 
parts ? I suppose that in southern 
Italy there is still a fairly normal age 
grouping, so that you have a balanced 
population in those parts, according 
to age. But in some of the states in 
America I should believe that an 
emigration makes age grouping a 
rather awkward problem to tackle. 
You have to reeducate, retrain people 
maybe 45-50 years old which means 
large educational investments for the 
relatively short remaining part of their 
active life. 

Alfred Neal: 

With serious unemployment in a 
region one would expect that wages 
there will be lower than elsewhere. 
I would like to know how the situ­
ation is in Italy ; is the wage rate in 
southern ltaly lower ? If not, how do 
you manage to overcome a national 
economic force ? 

Secondly : How much of the im­
provement in employment in southern 
Italy came about through people leav­
ing the region to obtain jobs else­
where and how much through the 
creation of new jobs there through 
development ? 
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Andrea Nuvolari: 

We have in Italy a system of salary 
which is composed roughly of two 
parts. One is the basic salary which 
is the same all over the country, and 
the other is the prodttctivity premium 
which varies according to the pro­
ductivity level. That makes the premi­
um minor in the south of Italy. As 
for the emigration I do not know if 
I am really replying to your question. 
W e have this emigration to the north 
because people in the south have not 
enough jobs. But the south is, indeed, 
developing its industrial structure, so 
we expect to reduce the emigration 
to the north. 

In Italy top economists and enter­
preneurs are deeply concerned with 
this problem : Is it worth while, in 
a small country like ltaly, to build 
new industries ( e.g. a shoe industry 
in the south) ?-Well, if you send 
truck-loads of shoes from Milan to 
Palermo, what would that mean in 
costs per a pair of shoes ?-Practi­
cally nothing, while building up a 
new plant in Sicily will cost a lot, 
partly because you have not available 
all the things that are needed to make 
the shoes, while this supply is very 
easy to get in Milan or elsewhere in 
northern Italy. 

The indu�tries that have replied to 
the call for establishing themselves in 
the south are big industries ; we must 
admit that the small industries do not 
go to the south. The reasons are 
simple. First of all, southern ltaly it­
self is not a good market and never 
will become one. So the industries 
usually establish themselves in the 
south to get a platform for an ex-
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pansion toward nearby countries in 
the Mediterranian areas. Only big 
industries can afford investments 
which bring no profits for a long 
time. Secondly I may say even this : 
In Italy there is a rather friendly 
fight going on between private and 
public initiative in the economy. This 
may be a good way to increase the 
understanding so that when the state 
is implementing a large program of 
railways in the south, a big industry 
might be interested in going clown 
there. 

Finally I would like to mention 
that the state industries are compelled 
ro make 40 per cent of their invest­
ments in the south. 

Alf Liining: 

One question to Mr. Wilson : When 
is it necessary to have a payroll tax 
in connection with the Common 
Market ? 

Thomas Wilson: 

A payroll tax is a tax on the amount 
paid to the employees in the factory. I 
understood that the Treaty of Rome 
was aiming at a certain harmoniza­
tion of fiscal systems and with the 
payroll tax important in at least some 
of the Common Market countries 
( certainly Italy, not in Germany ap­
parently) must there not be a tenden­
cy to bring this in ? I may be wrong 
here, but it looks likely. Whatever 
happens on the Common Market, this 
particuJar tax on the earnings could 
be applied with regional differences. 
From the point of view of regional 
policy it is a convenient tax. 



Pierre Bernard Couste: 

I should like to give you some ob­
servations I have made in the field 
of regional development. The Paris 
area attracted too many people, a fact 
which became more and more obvious. 
This was considered a very danger­
ous phenomenon, so groups which 
before would not cooperate decided 
to cooperate for the economic de­
velopment of this specific area. Later 
the private initiatives became Govern­
ment policies, the Government took 
over and gave support to projects of 
zone development. In different zones 
they received ca pi tal, equi pment etc. 
for their social fonds and learned 
how to make necessary reforms. 

All this was accomplished through 
fees which made it impossible to 
build in the Paris region. A great 
number of enterprises left the Paris 
area and that made the situation much 
easier; it was not so difficult any 
more to find space in Paris. 

The enterprises that left Paris for 
new provincial areas actually changed 
the situation so much that we got a 
lack of labor instead of the previous 
unemployment. Many factories actu­
ally had to look for workers whom 
they could train for the new activities, 
although perhaps the rate of wages 
was somewhat lower than in the 
Paris region. Certain frontiers were 
thus opened and the various com­
munities came into very strong com­
petition with each other concerning 
the location of those new industries. 
In general it has been possible to 
place the enterprises where there have 
also been people available. 

In the national planning one has 

divided the country into 21 regional 
action fields which can make their 
own plans, in cooperation with the 
local authorities. The coordination of 
national and local growth promotes 
an exchange of ideas between the 
managers of the local enterprises and 
the local authorities. Often one has 
arrived at solutions which have been 
very favorable both for the regions 
and for the whole country. 

Göran C-O Claesson : 

Should there really be any regional 
development programs at all ? I am 
not sure of that. In fact I think there 
are strong reasons for a negative 
answer. 

In Swedish newspapers you find 
competing advertisements from differ­
ent provinces telling the industrialists 
that if they come to their particular 
region they will get free land, free 
railway tracks, and many other kinås 
of subsidies. In American magazines 
you find similar ideas, although ex­
pressed in a more refined way. They 
mention the beautiful surroundings of 
the city, the exquisite golf course, etc. 

There is a romantic notion that all 
parts of a country should be popu­
lated approximately as they have been 
before, perhaps even more. I wonder 
whether it is a sound policy to try to 
speed up all kinds of regional de­
velopment. I believe it would be better 
to try to depopulate areas which have 
difficulties in employing the popu­
lation. This would give us an industry 
distributed geographically according 
to the real transportation costs and the 
real advantages and disadvantages. 
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Axel Iveroth : 

We are told that the Rome Treaty 
and the EFT A agreement aim at an 
equalization and a harmonization of 
competitive conditions, the balancing 
of advantages and disadvantages, in 
brief a generally more stabilized com­
petitive picture. Now, there is a 
chance that too many measures of the 
type we are discussing will eventu­
ally create a situation where the 
abolishing of tariff barriers and 
others will be replaced by other 
measures to further industrial de­
velopment-subsidies of all kinds. 
Now we are talking of southern Italy, 
northern Sweden etc. but it is very 
easy to foresee a stage where you talk 
about the necessity of furthering 
regional development in one, two or 
three countries. 

To what extent can we, in our 
regional development, use subsidies 
to locate industries in areas with weak 
natura! resources ' How far can we 
go along that line without upsetting 
the competitive picture as a whole ' 
There must be a limit, and I con­
sider it extremely important to know 
where that limit should be drawn. 

\Valter Bauer : 

The questions of Mr. Claesson and 
Mr. lveroth lead to an important 
problem of the Common Market, the 
very idea of which depends upon 
getting things produced at the !owest 
costs without considering discrimi­
nation and national barders. This idea 
would be turned into the COfltrary if 
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we, under the pretext of regional 
claims, would not allow these ad­
vantages to function. The regional 
advancement must not be made an 
excuse for the national. W e, there­
fore, in our work towards European 
integration need certain norms and 
methods for carrying through both 
European regional progress and 
national regional development. 

There would be districts which, 
from the European point of view, are 
underdeveloped. As a national ex­
ample I should like to mention the 
Soviet occupied part of Germany, 
which is entirely cut off from its 
hinterland. There are regions which, 
under certain conditions, must be sub­
sidized by the Federal Government. 
In the Common Market we must de­
velop, in some kind of Joint Com­
mittee, rules, norms and methods 
showing how this real competition be­
tween regional advancement and the 
prohibition of national subsidizing 
can be carried through. 

In the background we have an­
other problem : the whole area with­
in the Common Market needs a 
common economic policy because only 
by means of a common economic 
policy we can make the right de­
c1s1ons. 

Theodore V. Houser: 

I hate to bring this discussion clown 
from the lofty levels of state sover­
eignty to the grubby level of a specif ic 
business, but some of our experiencies 
may be of value in the emerging 
Common Market. 

In the middle thirties Sears, Roe-



buck & Co* was doing around 
S 600-700 million, covering the en­
tire country. We bad in mind a very 
!arge investment program in retail 
stores, and we could not help but 
notice the wide disparity of income 
or of consumers' buying power in 
various part of the country. W e 
thought that we should take on a 
program of our own in an effort to 
try to counteract this. In New Eng­
land we purchased three times as 
much as we sold, in the south-east 
we purchased one third of what we 
sold. 

Now, how to attack that problem ? 
-We recognised that if one starts 
a new company with an administrative 
set-up, a research program, finance 
departments, billing and accounting 
etc., it takes a fairly !arge unit to 
support such a wholly integrated 
operation. However, if one established 
a branch plant of an existing compa­
ny and put it strictly on an operating 
basis with all of the overhead func­
tions carried on at one place, it 
changed the picture. 

So we set up a fairly !arge engi­
neering group to analyze the problem 
of how small can a factory be on a 
strictly operating basis for each of 
these hundreds of different things 
that we sold. Thus we developed the 
minimum sized plant for each of all 
these different kinds of manufacture. 
Then we undertook to encourage 
wherever we had the volume in each 

* Maybe it should be mentioned that 
the sales of Sears, Roebuck & Co. are 
about 1/3 of the Swedish national in­
come and that their outstanding re­
ceivables are slightly higher than the 
Swedish national debt. 

of the so called underdeveloped 
regions to support this minimum 
sized plant. W e tried to convince our 
existing source that a branch should 
be established. In many cases this 
meant being able to go into a com­
munity with only 100-120 em­
ployees and to be as efficient as a 
much larger corporation. 

Our principal shoe manufacturer 
to-day operates some 30 factories and 
in each factory they make just one 
quality shoe. In the meantime we have 
grown from 600-700 millions to 
4½ billions, which is incidently only 
7 per cent of the nation's business in 
the kind of goods we handle. Our 
purchases in New England are exactly 
equal to our sales. Our purchases 
from the south-east are 1/a more than 
our sales. I will give you the figures 
from 1 937, when this program was 
launched, to 1957, because we made 
a very thourough survey at that time. 
In Mississippi we sold in 1937 for 
about $ 7 million, and purchased 
one half of a million dollars. In 195 7 
we sold $ 70 million and purchased 
$ 105 million, from half a million to 
105 million in twenty years. In Cali­
fornia we purchased about 15 per cent 
of our requirements in 1937, we now 
purchase about 60 per cent. 

You notice that we have had a great 
evening-up process which means that, 
as far as possible, each region pro­
duces the goods that is consumed in 
that region. The economy of minimum 
of transportation of both raw materi­
als and finished goods is quite obvi­
ous. I venture to make these comments 
primarily to give you this concept of 
analyzing how small a strictly operat­
ing unit can be and then search for a 
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locality that can consume that amount 
of product. 

Wilhelm Paues: 

Maybe it is the purchasing managers, 
not the sales people who are the real 
forces in changing the channels or 
purchases location of plants etc., if 
they have a combination of a very 
vast purchasing power or distribution 
and also take the trouble to study it. 
, I have seen something like this in 
England. Marks & Spencers go around 
to all the small knitting shops around 
Leicester and lay out their orders. 
Sometimes they can keep a small firm 
busy for a year or more with just one 
article. When a small manufacturer 
bf e.g. 30-40 different articles gets 
a huge order and has to compete with 
other firms, he will really look at his 
costs. Perhaps he finds a solution im­
possible, saying : I will be ruined if I 
take such prices ! But when he has 
worked with a firm which specializes 
he usually finds after a month that it 
is quite feasible. Tims many manu­
facturers in same countries in Europe, 
where you have had !arge distribution 
units, have learned to produce for a 
mass marl<et in long runs. 

But in other countries we find a 
different policy and a development 
inta !arge manufactures. 

Theodore Yntema: 

One of the questions that has occured 
to me is the function of exchange 
rates. You might, if you want to, look 
upon the United States as a distressed 
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area to-day. In a way there are similar 
problems in the Common Market. 
One of the interesting questions is : 
whether or not in the Common 
Market you should have a common 
currency because there are rigidities 
in wages. Detroit for example was an 
area of very rapid growth for a period 
of time, now the automobile industry 
does not grow as rapidly. In the 
period of rapid growth we built up, 
of course, very high wage rates in 
order to attract people. Now we have 
the high wage rates but we do not 
need the people. I just like to ask 
about the development of the Com­
mon Market. Do you want to have 
a common currency, or do you want 
to have the possibility of adjustment 
through changes in the exchange 
rate ? 

Jacques Plassard:  

A move towards one single currency 
in the Common Market must be a 
long term project, because for quite 
some time we will have to keep our 
own fixed currencies and then see 
that it will change very little if we 
go over to a common currency. Be­
fore we have accepted such a common 
currency we will probably realize that 
competition gets tougher with a mixed 
currency, as our wages are not identi­
cal. Although the wages per hour 
have been rising very much <luring 
the last year, we still have great dif­
ferences. Therefore perhaps we should 
all have made more careful economic 
calculations. But a Europe torn to 
pieces by wars did not have time to 
do this. 



One of the problems of economic 
calculation is to know what economic 
value a certain region has, its real 
efficiency (which does not depend on 
folklore and romantic aspects). In 
France we have considered the south­
west of France economically difficult. 
But we have also observed that peopie 
leaving their country, leave behind 
certain empty public buildings. We 
have schools and town halls which 
nobody needs. And all these peopie 
go to Paris-where we have to build 
for them. With the fiscal charges 
adopted to the real costs of public 
services, it would be easier to place 
people and we would be able to 
avoid many of the present difficulties. 

Theodore Yntema: 

Some of the areas with an ex­
cessive unemployment may be areas 
that are relatively inefficient. But 
there may be other areas that need 
development; they are not funda­
mentally inefficient but there has 
been lag in the adjustment of wages 
and prices. 

This does have some bearing on 
the exchange rate situation. Detroit 
overdid it in wages for example; it 
is a good place to live and work in, 
but the wage rates are too high in 
relation to the employment situation. 
It is hard to get new firms to come 
into such a high wage area. 

But there are different kinds of 
problems here. In agriculture, obvi­
ously, we have to move people out, 
because there are too many farmers in 
the United States.-But I am not sure 
that we are to move people out of 

Detroit. We probably need a dif­
ferent kind of a solution. 

Nils Kellgren : 

In Sweden we have very few ex­
pansive areas. One consists of a belt, 
some 150 miles wide, between 
Gothenburg and Stockholm. Other 
expansive areas are the small region 
in the southwest of Sweden and a 
few other places in the north of 
Sweden. The rest of Sweden is losing 
population, mainly to this belt I first 
mentioned. We have also, just like in 
the U.S. high wage areas, e.g. in the 
north of Sweden, where it is very 
difficult to get a new factory estab­
lished. What is our solution ? There 
is research going on in a parlamentary 
committee, but its work is not finished 
yet. So far our only solution seems to 
be some kind of subsidies to the 
factories, e.g. lower taxes for 5-10 
years, perhaps with the municipalities 
giving subsidies to factory buildings. 
Further we must choose cities and 
places where we believe that com­
munity life will continue and then 
invest in those communities. We have 
hundreds of places to choose between, 
but we must make such decisions. 
Then we have to build up the busi­
ness life to avoid unemployment and 
to keep the people there. "We" stands 
for the Labor Market Board and 
business together. There exists a sys­
tem of voluntary negotiations between 
our Labor Market Board and our 
Federation of Swedish Industry­
that is the so called Location Co­
operation. W e collect all the statistic 
material about a place, its population, 
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its labor force, taxes, education, train• 
ing possibilities etc. We give this i n• 
formation to the industry that wants 
to move. Thus about a hundred firms 
have moved some 70,000 workers 
from overpopulated plan�s. This i s  
not a compulsory system but a form 
of voluntary cooperation. I am not 
sure that this system is the one and 
only solution, but for the time being 
there exists no better. 

Wilhelm Paues: 

There is also the mobility aspect. 
Some industries are shrinking while 
others are expanding. Tlius retraining 
might be necessary in whole sectors 
of industry. In Sweden, as i n  most 
other countries in Europe, this has 
happened to the cotton textile in• 
dustry. 

What happens in such a situation ? 
A manufacturer finds that be cannot 
go on because he is losing too much 
money. The general philosophy is that 
he had better fold up as s0011 as 
possible so that he can take care of 
the old workers at least and give 
them a pension. But first of all he 
has to give a warning to the Labor 
Market authorities, to the industrial 
organisations. Then comes something 
like a fire brigade, i f  it is a "fire" 
of some size. You may have a labor 
exchange put up in the plant to find 
out what kinds of skills different 
people have. You may try first of all 
to get someone else into the empty 
factory buildings with workers from 
the surroundings. But, if this proves 
to be impossible, the whole retrain­
ing of these people is done in co-
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operation with the labor market 
authorities and private industry. 

One of the reasons for our Trade 
Unions to push for a structural change 
of industry is that they have forgotten 
the 1 930's and the unemployment 
(which the British workers have not) . 
And of course they prefer to have less 
Trade Union members i n  i ndustries 
which are going badly and more 
members in prospering industries. 

John H Nixon: 

I would instinctively agree with the 
suggestion that we must create an 
environment where development can 
take place. This has been the basic 
development policy in the United 
States over 1 50 years because most 
of our real development efforts have 
been in transportation and in educa­
tion which covered the entire country. 
1 50 years ago we were building 
canals, then turn•pikes, and then we 
subsidized the construction of rail­
roads. Since about 19 10  we have had 
a vast Government and Federal 
Government program to construct 
highways for all kinds of automobiles. 
There has been a tremendous develop­
ment of roads to bring agricultural 
products doser to their market. 

All this construction of transporta­
tion has facilitated the migration of 
people. A century ago we established 
land.grant colleges which would pro­
vide at very low costs higher educa­
tion to young people from rural areas. 
We also provided financing for re­
search programs . in these colleges. 
Recently several professors from dif­
ferent agriculture colleges told us 



that of all our students who came 
from farm areas to these colleges only 
22 per cent of the graduates went 
back into agriculture. 

The rest discovered in college that 
they could move to another kind of 
vocation which would have a higher 
yield over their lifetime. But the re­
search facilities of these colleges have 
promoted and contributed to develop­
ment in many areas. In the debate 
between no regional programs what­
soever and very heavy Federal region­
al programs, the United States at the 
present time has taken the middle 
ground. So we still encourage a great 
deal of migration but also develop 
new programs to find ways of at­
tracting industry to places where the 
industrial manager feels it should be 
located. W e are putting a very small 
amount of subsidy and we are trust­
ing the judgement of the industrial 
managers not to make an uneconomic 
location in some of these distressed 
areas. 

Thomas Wilson: 

There is an enormous contrast be­
tween, say, the Italian problem and 
the British problem. In Italy there is 
a big difference in output per head 
between north and south, while un­
employment, much of it concealed 
perhaps, is heavy in the south. In 
Britain there is not such a wide differ­
ence in income per head between 
different areas although I must admit 
that our knowledge on this point is 
limited because the statisticians have 
not yet worked out figures in detail. 

Unemployment in the less prosper­
ous districts of Great Britain is cer-

tainly not very heavy by Italian or, 
let us say, American standards for 
such areas. Therefore the whole scale 
of the problem is different in Britaio 
and the kind of measures one may 
wish to see adopted may be milder 
than may be thought appropriate for 
the south of Italy. 

Whatever the country, however, I 
am sure that mobility is bound to be 
important. Measures designed to help 
workers to move are, therefore, neces­
sary. However, mobility may not be 
enough, and something more may have 
to be done as well. 

I deliberately ruled out two motives 
for assisting the laggard regions : one 
to relieve the hardship of the un­
employed and the other to cope with 
congestion in certain other parts of 
the country. I did so deliberately not 
because I regard either of those 
motives as being necessarily illegiti­
mate, but in order to concentrate at­
tention on growth-the subject of 
this conference. 

One very important factor is the 
adequacy of monetary demand in the 
country as a whole. What has made 
the regional problem much less seri­
ous in post-war Britain has been the 
freedom from general slumps such 
as characterised the inter-war years. 
Labour has been scarce in most of the 
country, and this has been the most 
important part of the battle. 

Finally, I would emphasize again 
that throughout my discussion I was 
assuming that there would be certain 
districts even in the relatively de­
pressed areas that were capable ulti­
mately of self-sustained growth. The 
whole argument is based on that as­
sumption. 
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Smoothing the Growth 





European Business Cycle Policy 

by Erich Schneider 

Professor Harald Jiirgensen, University 
of Hamburg was originally assigned to 
speak on this subject. 'Due to illness Mr 
Jiirgensen was not able to take part in 
the conference. His colleague, professor 
Schneider, University of Kiel was kind 
enough to take his place with very short 
notice. 

Let us start with a look at the world 
as it was before 1914-that world 
which Stefan Zweig has described so 
wonderfully in his book "The World 
of Yesterday" (Die Welt von ge­
stern) .  In this period we had a free 
world-wide market system, or better 
a system of market economies with 
its two centers-Great Britain in 
Europe and the United States 011 the 
other side of the Atlantic. It was a 
world with free mobility of labour, 
free mobility of capita!, multilateral 
trade with free convertibility. We had 
the gold standard as a monetary 
system which reflected all these free­
doms. As you all know, it was a 
monetary system with fixed exchange 
rates; it was a world without em­
ployment difficulties, without balance 
of payments difficulties. The mechan­
ism of the golcl standard always 
established or tended ( via price level 
variations and income variations) to 
establish the equilibrium of the ba­
lance of payments. This mechan­
ism worked because we wanted 
it to work, because we volmztarily 

accepted all the rules necessary for 
the working of this monetary system. 
We renounced deliberately an autono­
mous business cycle policy. W e ac­
cepted the balance of payments as 
the governor of the international 
economic relations. We were confi­
dent that all of us would follow 
the rules and we enjoyed a long 
period of political stability and peace. 
During this period we lived with the 
business cycle and we dicl not worry 
about it. Business cycles were con­
sidered to be necessary deviatiofö 
from the path of progress. Indeed the 
progress itself was regarded as being 
deeply connected with the business 
cycle. 

Look at the books of that time : 
The chapter on business cycles was 
always the last chapter, e.g. in Gustav 
Cassel"s "Theory of Social Economy". 
And in thc work of Alfred Marshall 
you find a few words on growth but 
you will not find much about the 
cycle. Nobody talked at that time 
about business cyc!e policy. 

Then came the break-clown of this 
worlcl on the 1st of August, 1914-
the day of death of the world market 
economic system. After 1918 it wa5 
believed that one could simply return 
to "the world of yesterclay". W e tried 
to reconstruct the working of the gold 
standard. Great Britain made the first 
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attempt and other countries followed. 
But it was only "Ein letztes Aufflak­
kern". In 1931 England left the gold 
standard. It was the end of "The 
Golden Age". 

Why was it impossible to bring 
about a revival of "the world of 
yesterday", to reconstruct a world 
market economic system based on the 
rules of the gold standard ? Because 
we wanted no longer to accept the 
rules. We did not want to renounce to 
a national business cycle policy. We 
<lid not want to let our own national 
economy be influenced by variations 
in economic activity in other countries. 
It was the experience of the great 
depression which gave rise to move­
ments away from the world market 
economy and towards more national 
economic isolation-towards a world 
with bilateral agreements, currency 
restrictions, controls, a world which 
Hayek has described so well in his 
book "The Road to Serfdom". In this 
new world the balance of payments 
no longer governed the international 
relations. We were governed by 
national economic goals and activities, 
without regard to what happened in 
the outside world. At that time 
we invented national business cycle 
policy. This presupposes, of course, 
that we have an idea about the causes 
of variations of greater amplitudes in 
the economic activity. You know that 
it was the great British economist, 
Lord Keynes, who in his famous book 
"The General Theory of Employ­
ment, Interest and Money" raised the 
following central question : What 
determines at any time the level of 
economic activity and the level of 
national income I Nobody before him 
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had asked this important question. 
We had some business cycle theories; 
but nobody had given an answer to 
this central question which could be 
compared to his. On the basis of his 
theory we developed new business 
cycle policies which could make it 
possible to avoid the mass unemploy­
ment which we experienced <luring 
the thirties. It was the beginning of 
thinking about possibilities of mone­
tary and fiscal policies as means of 
business cycle policy. And then came 
World War II. 

Already <luring the last years of 
World War II some people discussed 
the following problem : Can we have 
full employment at home-not full 
employment for its own sake, but full 
employment which enables us to have 
economic growth at the same time­
a balance of payments equilibrium 
and a fairly stable price level ? Can 
we have all these three things at the 
same time ? Can we reconcile inter­
national business cycle policy which 
aims at full employment within a 
nation, with all these other things 
which we had under the gold 
standard 1 

There are only two ways to reach 
these three goals at the same time. 
First, one accepts flexible exchange 
rates; then you can have your own 
international economic policy, and you 
will never experience balance of pay­
ments difficulties. Second, if we make 
a decision for constant rates of ex­
change, balance of payments equi­
librium and full employment can 
only be reached by a coordination of 
national business cycle policies. Then 
one must give up autonomous business 
policy. 



Now, most countries of the free 
world have made the decision for 
constant rates of exchange within the 
1imits set by the International Mone­
tary Fund. The central problem is 
then, how to coordinate business cycle 
policy ( and "coordinate" is an am­
biguous term, like the word "plan­
ning" as Thomas Wilson rightly said 
yesterday) .  How to coordinate the 
national business cycle policy in order 
to achieve these three goals : full em­
ployment, balance of payments equi­
librium and a fairly stable price level ? 
How to accomplish that between the 
7 1  nations which belong to the lnter­
national Monetary Fund ? It is quite 
clear that this is impossible. The only 
way is to approach this goal gradu­
ally. In Europe we have chosen to 
create larger regions by economic 
integration of a smaller group of 
nations, in the hope that we later 
can enlarge this area. The creation of 
the International Monetary Fund on 
the one side and the creation of the 
Common Market ( what we call now 
The Six) on the other side are the 
two great achievements after the end 
of World War II. Do not forget 
that the Common Market is more 
than a customs union ! A customs 
union, as it is said in the Rome 
Treaty, is only the beginning. The 
final goal is expressed in articles 1 03 
and 104 : The member states regard 
their business cycle policy as some­
thing of common interest ; and the 
member states conduct an economic 
policy which is necessary for the pre­
·servation of a high degree of employ­
ment, stable price level and equi­
librium of balance of payments. This 
requires the cooperation of the fiscal 

authorities, of the Central Bank 
authorities, and of the entrepreneurs 
and the workers. All together have to 
contribute to reach these goals : full 
employment, stable price levels, and 
balance of payments equilibrium. 
That means that economic policy in 
Europe today is no longer only 
business cycle policy, it is economic 
policy in the broadest sense of the 
word. 

I could end my lecture by saying : 
There is not yet such a thing as a 
European economic policy. There are 
beginnings of it, but no more. You 
know, that the Common Market 
since 1 9  5 7 has a transition period of 
1 2  years and only after this transition 
period, the member states will always 
act in full agreement : "Nach Ablauf 
der Obergangzeit gehen die Mitglied­
staaten in den internationalen Orga­
nisationen mit wirtschaftlichem Cha­
rakter bei allen Fragen, die för den 
Gemeinsamen Markt von besonderem 
Interesse sind, nur noch gemeinsam 
vor". At that time, af ter 1 2  years, 
there will no longer be separate 
national economic policies, there will 
be but one economic policy for the 
group. In any case, this coordination 
is essential for the six member 
countries. It is our hope that the 
number of member states will increase 
and that some day we will have a 
real European economic policy. But 
first we must solve many difficult 
problems. W here is the cooperation to 
achieve these goals easiest to accom­
plish ?-Between the central banks ! 
Because between them there exists al­
ready a very close cooperation. 

On the other side, the most diffi­
cult task in Europe will be the co-
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ordination of fiscal policies, because 
most of the national governments 
will regard, for example, the increase 
or reduction of taxes as something 
which is untouchable. And even the 
wage policy will be regarded as some-

thing that belongs to the inner sphere 
of a nation. We have to overcome 
these difficulties if we want to reach 
our goal: European economic unity 
and-through economic unity-po-
1 i tical unity. 



Business Cycle Policy in the United States 

by Herbert Stein 

I shall discuss the business cycle ex­
perience of the United States since 
1957, and the responses of govern­
ment policy to that experience. 

The period since 1957 was not one 
of large fluctuations in key economic 
variables. Unemployment has re­
mained within a narrow range, 
seldom less than 5 per cent or more 
than 7 per cent of the labor force. 
Total production, as measured by the 
gross national product at constant 
prices, has increased rather steadily. 
The two recessions of this period have 
been mild. The average per cent de­
cline of production in the 195 7 and 
1960 recessions was 3-1/2 per cent, 
as compared with 3 per cent in the 
1948 and 1953 recessions. The aver­
age per cent rise of production in the 
first year of the recoveries that began 
in 1958 and 1961 was 7-3/4 per cent, 
as compared with 8-1/4 per cent in 
the 1949 and 1954 recoveries. 

Moreover, prices have been rather 
stable during this period. The average 
of all wholesale prices in May 1962 
was at almost exactly the same levd 
as in January 1958. Wholesale prices 
excluding farm products and foods 
rose at the rate of .3 per cent per 
annum over the same period-and 
this is probably the price index most 
relevant to our foreign trade. Our 

most comprehensive pnce index, 
which includes services, rose at the 
rate of 1-1/2 per cent per annum. 

Despite this stability, the economic 
performance of the period since 1957 
has been unsatisfactory. There were, 
as I see it, four unsatisfactory aspects 
of the performance since 1957. One 
of them was real and, in my opinion, 
serious. One was real, although of 
uncertain magnitude and, again in 
my opinion, not terribly serious. The 
third and fourth are somewhat specu­
lative, but are probable, and their 
seriousness is a matter of viewpoint 
and judgment. 

The first, and most senous, un­
satisfactory aspect of the period was 
the excessively high unemployment. 
While the rate of unemployment was 
rather stable, it was stable around an 
average of 6 per cent, as compared 
with an average of 4.2 per cent in the 
period 1948-57.  You should not 
interpret these numbers by reference 
to European statistics. By European 
definitions and methods of measure­
ment, our unemployment rates would 
be lower than they are, although still 
higher than present European rates. 
However, by our own experience and 
expectations our unemployment rates 
are too high. 
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This is serious first and most im­
portant because of the people directly 
affected. The difference between 4 
per cent and 5 per cent unemployment 
is about 700,000 people, with families 
of about 2 - 1 /2 million. Despite the 
unemployment compensation system, 
these people suffer considerable in­
come loss and insecurity. Moreover, 
the presence of excessive unemploy­
ment casts a pall over the whole 
economic and political system. It 
creates obstacles to economic adjust­
ments that we should be making. If 
continued, it could raise doubts about 
the value and meaning of the free 
system we wish to preserve in an in­
different or hostile world. 

The second unsatisfactory feature 
of our performance has been the loss 
of production that we might other­
wise have had. This is rather difficult 
to measure. According to estimates 
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by the President's Council of Eco­
nomic Advisers, actual production in  
the four years 1958  to  1 961 inclusive 
was about 6.3 per cent below our 
potential production at high employ­
ment. They define high employment 
for this purpose as employment of 96 
per cent of the labor force. Using the 
same definition of high employment, 
some of us in the CED staff find that 
actual production was about 3. 7 per 
cent below the potential. 

One must, of course, make one's own 
judgment about how serious this is. 
I must say that on our estimate, and 
probably also on the CEA estimate, 
it does not seem very serious to me. 
The losses are equivalent to about 
two years growth in production. It i s  
as i f  we were living in 1 962 with the 
real incomes of 1 960. In the long 
sweep of history, this does not seem 
alarming to me, although some people 
make a great deal of it in my country. 



A third, and somewhat speculative, 
aspect of our situation is what might 
be called the latent inflation. W e 
have not had very much actual in­
flation in the past four years. In 
fact, the rate of measurable inflation 
is probably within the range of bias 
in our measurement procedures, so 
that the actual inflation may have 
been zero. 

But we have not been operating at 
high employment either. There is  
concern that we can only have this 
degree of price stability when we 
have excessive unemployment and 
that we would have more inflation if 
we had high employment. Among the 
185 million people in the United 
States there are some who maintain 
the contrary and who say that we 
would have less inflation if we had 
high employment because productivity 
would be higher. This seems unlikely. 
But on the other hand, how much in­
flation we would get at high employ­
ment, and how seriously we should 
regard it, are unclear to me. I think 
we are in danger of elevating our 
195 5-5 7 experience of the relations 
between high employment and in­
flation into an eternal law. 

A fourth unsatisfactory feature of 
our recent situation lies in the relation 
between the rate of unemployment 
and the size of our balance of pay­
ments deficit and gold loss. There 
has been concern that if we had high 
employment our international fi­
nancial position would be even worse 
than it is. This is almost surely true 
as to direction, but again the quanti­
ties involved are uncertain. With the 
higher real national income that we 

would have at high employment, our 
imports would be larger. The magni­
tude of the effect would depend upon 
the distance that actual national in­
come has been running below the 
high employment potential. I have 
already indicated that estimates of 
this vary substantially. Also, if high 
employment causes higher prices, this 
will hurt on the export and the im­
port sides. 

No American in his right mind, at 
least when standing on European soil, 
can say that he is not worried about 
the loss of gold. But at least he may 
be permitted to ask what it is he must 
worry about-Is the tendency to lose 
gold at high employment a sign of 
something seriously wrong with our 
domestic economic system or a sign 
of something wrong with the inter­
national financial system ? 

Let me mention briefly two alterna­
tive views of our recent performance 
before turning to a discussion of the 
policies adopted or under discussion. 

On one view of the record which 
has much evidence behind it, our 
trouble has been mainly due to an 
accident and an error that made the 
1960 peak of economic activity ex­
ceptionally low and short lived. The 
recovery from the 1957-58 recession 
proceeded at a normal pace for one 
year. The decline from the 1960 peak 
was short and shallow. Real output 
is already about six per cent higher 
than two years ago, at the 1960 peak. 
If full employment had been reached 
in 1960 and had been followed by a 
recession and recovery on the scale 
we have just been through, the record 
of the past four years would have 
looked entirely different. 
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Two immediate causes can be as­
signed to the incompleteness of our 
recovery from the 1957-58 re­
cession. One, the accident, was the 
1959 steel strike. The other, the error, 
was the abrupt increase in the re­
strictiveness of the Federal budget at 
the end of 1959. 

The other view of the source of 
our difficulties is more complicated. 
On this view, while our problem took 
the form of a submerged peak in  
1960 this was only the manifestation 
and not the cause of the problem. 
Even if it had been possible to pump 
the economy up to a high level in  
1960, the high level could probably 
not have been sustained for long and 
certainly could not have been sus­
tained or even reached without seri­
ous consequences for the price level 
and the balance of payments. 

This view has, as I understand it, 
four related but not inseparable ele­
ments. I state them as propositions 
held by some thoughtful people in 
the United States, not as necessarily 
proved. 

1 The structure of the demand for 
labor, in terms of the distribution of 
workers demanded by location, indus­
try and skill, is so out of balance 
with the supply that high employ­
ment tannot be achieved at all or 
can only be achieved at the cost of 
substantial inflation. 
2 The rise of wage rates is so sensi­
tive to the leve! of unemployment 
that we would get substantial in­
flation as we approached high em­
ployment. 
3 Partly because of the upward 
pressure of labor costs, partly because 
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of overcapacity in some industries, and 
partly for other reasons, profit 
prospects in America are too poor to 
support a high leve! of business in­
vestment. It is worth noting that 
private fixed investment, excluding 
housing, did not regain the 1957 leve! 
in 1960 and has not yet regained it 
in  1962. This makes high employ­
ment bard to reach, at least in a 
form consistent with longer-run ob­
jectives. 
4 Foreign financial sentiment is 
highly sensitive to expansionist fiscal 
policies in the United States, so that 
attempts to pump up our economy by 
fiscal measures would accelerate the 
outflow of gold. 

It is not my purpose to evaluate 
these ideas but to report the nature 
of the problem with which business 
cycle policy must contend. Business 
cycle policy always contends with un­
certainty, and these are some of the 
uncertainties in our present situation. 

What is the business cycle policy 
of the United States I This is a diffi­
cult question for me to answer, for 
two reasons. The first is that we do 
not have anything distinguishable as 
a business cycle policy. We have a 
number of decisions that the govern­
ment must make, or in any case does 
make, in which business cycle con­
siderations are important but always 
mixed with other considerations, of 
international or domestic politics 
and of other economic objectives.­
Second, I have no pipe line into the 
thinking of our Administration. I can 
only deduce their policy from what 
they say and do. This is bard in an 
environment where the line between 
saying and doing is unclear. 



However, let me give you my inter­
pretation of the government's view 
and policy. I think the government 
has a view of the problem that makes 
it quite difficult to solve. This does 
not mean that the government has a 
pessimistic view. Our present Ad­
ministration seems exceptionally con­
fident of its ability to overcome 
difficulties. 

The government's view of our 
problem I would j udge to contain the 
following elements : 

1 We are a long way from the rate 
of proauction we would have at high 
employment. It is doubtful that the 
economy will reach this production 
rate, or sustain it for very long, with­
out more stimulus than the govern­
ment is now providing. 
2 We want not only to regain high 
employment but also to accelerate our 
growth rate. This requires, as one 
step, an increase of private invest­
ment. Therefore the stimulus to the 
economy should take a form that 
will encourage and not discourage 
private investment. 
3 The balance of payments is a 
critical problem. Because our pro­
duction and income would be so 
much larger at high employment than 
it is now our balance of payments 
problem would be much worse at 
high employment. The balance of 
payments problem must be solved 
within the framework of the present 
system of fixed exchange rates and 
limited expansibility of international 
reserves. 
4 There is a strong built-in tendency 
for labor costs and prices to rise when 
we are in the near neighborhood of 

high employment. This results from 
inadequacy of competition in labor 
and product markets. 
5 While structural unemployment is 
probably not a major factor in our 
present situation, it is nevertheless a 
factor and efforts to reduce it are 
worthwhile. 
6 Balancing the budget is im­
portant-whether because the Ad­
ministration thinks so, or because 
other people at borne think so, or 
because Swiss bankers think so, is 
unclear. 

This eclectic view of our problem 
leads to a many-faceted policy. The 
main ingredients of the policy are 
measures to increase demand, measures 
to reconcile high employment and 
price stability and measures to reduce 
the conflict between our domestic eco­
nomic objectives and our international 
financial requirements. 

On the stimulation side, the re­
strictiveness of the Federal budget 
has been substantially reduced as 
compared with 1960, mainly by in­
creasing expenditures. There is can­
cern to prevent the budget from be­
coming more restrictive again as 
growth of the economy increases the 
revenue yielded by the existing tax 
system. Apparently this would be 
done, at least in part, by a reduction 
of tax rates. At the same time the 
government would like to avoid pre­
senting a budget that would have a 
deficit at high employment. In view 
of the flexibility of the definition of 
the budget and of the estimation of 
high employment revenues this is not 
a rigid limit, but it is some. 

Further to increase the government's 
ability to use its fiscal influence in a 
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recession-not this one but the next 
one-the Administration has asked 
for power, on its own initiative to 
cut taxes and increase certain expendi­
tures. Congress has not acted on these 
proposals . 

To promote private investment the 
government has proposed a tax credit 
for new investment. This requires 
Congressional action, and for a 
combination of reasons too complex 
to report here, the outcome in  
Congress i s  uncertain. In  addition, the 
government is taking administrative 
steps to accelerate the charge-off of 
depreciation permitted for tax pur­
poses. 

The main move to reconcile high 
employment and price stability has 
been the enunciation of a set of guide­
posts for price and wage behavior. 
The government hopes for voluntary 
conformity to these guideposts by 
business and Jabor. However, it has 
shown some willingness, at least in 
cases it regarded as critical, to use its 
powers to enforce adherence to the 
guideposts. 

As measures to deal with the 
problem of structural unemployment, 
the government has established a 
program to assist redevelopment of 
depressed areas and has authorized a 
manpower retraining program. The 
Administration has also proposed a 
program of public works for de­
pressed areas, but Congress has not 
yet acted on this. 

The steps to try to control our 
balance of payments problem without 
giving up too much employment and 
national income in the process have 
been numerous and are probably well 
known here. Generally they may be 
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described as ad hoc measures to hold 
the line until the tide tums. 

You do not need to be told that 
this combination of policies does 
not command unanimous support. 
Nothing does in the United States. 
I shall not try to report all the di­
vergences in view that you would 
find in the United States. Instead I 
will briefly describe one contrary 
view, not because it is representative, 
which it is not, but because it is mine. 

The basic problem, as I see it, is 
to form some judgment as to the 
terms of trade, that is, how much of 
one we have to give up for the other, 
among four objectives, and then to 
decide what our scale of priorities is 
among these objectives. The four 
objectives are high employment, price 
leve! stability, balance of payments 
equilibrium within the framework of 
the present international financial 
system, and avoidance of government 
control over the private economy. Any 
business cycle policy for the United 
States today will be determined 
largely by valuations of these ob­
jectives. 

In my opinion, the amount of 
price leve! stability we would have to 
give up in order to get high employ­
ment in the American economy is not 
!arge. Many people whose opinions I 
respect would disagree with this and 
I have to recognize the uncertainty of 
my own judgment about it. I think 
my preferences for policy do not de­
pend exclusively upon the judgment 
that the conflict between high em­
ployment and price stability is not 
great. My policy preferences depend 
even more upon the belief ( a) that 
high employment is very important to 



us after almost five years ot not hav­
ing it, and (b) that the extension of 
government control required to sup­
press the conflict, if the coriflict 
exists, would be large and highly un­
desirable. Also, I <lo not think that 
the addition to our balance of pay­
ments deficit that would result from 
regaining high empLyment would be 
large in relation to our existing defi­
cit. But here too, my policy prefer­
ences rest less upon a judgment of 
the magnitude involved than upon a 
belief that if balance of payments 
equilibrium and high employment are 
imcompatible under the existing inter­
national financial system, this is so 
much the worse for the international 
financial system which would badly 
need reform. 

On the basis of this credo I erect 
a rather simple policy program. I 
think we are not very far from the 
production level at which we would 
have high employment, and I think 
there is a good chance that we will 
get there within about a year without 
any extraordinary measures, but we 
should be prepared to take stimulat­
ing measures through the budget if 
the recovery lags and particularly that 
we should be prepared to cut taxes 
to prevent the budget from generat­
ing a ]arge surplus as a result of 
economic growth. This is likely to 
mean a tax cut of greater or less 
magnitude early next year. I would 
hope to see this tax cut concentrate 
on a reduction of the rate of corpo­
rate profits tax which seems to me 

from all stand points, other than 
the political, the worst tax in our 
structure. 

This is about all of my pos1t1ve 
domestic program. I would like to 
see the government get out of the 
business of enforcing guidelines for 
price and wage behavior and would 
hope that the guidelines could be 
restored to the status of description 
of the way a competitive economy 
would work rather than having the 
status of moral law or government 
edict. I think there is a good deal that 
needs to be said and done about 
strengthening competition in labor 
and product markets in the United 
States and increasing the geographical 
and occupational mobility of the labor 
force. I would not regard these as 
making a primary contribution to 
business cycle policy but I believe they 
would be beneficial in their effects 
even in that sphere. 

This leaves me with the problem of 
reconstructing the international finan­
cial system. Fortunately my assignment 
does not explicitly require me to <lo 
this and I have about exhausted the 
time allowed to me. However, I be­
lieve that the general lines of policy 
would not be impossible to formulate. 
I am sure that we could make some 
improvement over an international 
financial system that has required the 
United States, which is about one­
half of the free world economy, to 
operate under wraps for almost five 
years in a row. 
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Discussion 

Nils Kellgren: 

The Swedish discussion on this sub­
ject started just after the war. The 
trade unions had the same goals as 
Mr. Stein but with one very important 
exception : we should have full em­
ployment, stable prices and balance of 
payments. W e now have all this, but 
in order to get it we had to give 
the government, the public sector, 
enough money and enough power. I 
can express my first more severe 
criticism of Mr. Stein by asking : Why 
are you in  the United States so afraid 
of the government, a government 
elected by a democracy ? 

Then, to another problem. We be­
lieve, of course, in  an integrated 
European market, also in the trade 
unions but these must have a greater 
influence, and of course also greater 
responsibility. I believe that most of 
the European countries must learn 
that the trade unions represent a new 
force in economic life-if you want 
to reach all these goals mentioned 
here, full employment, stable prices, 
and the balance of payments. 

Russell J. Clark: 

May I make just a few general ob­
servations on what we heard this 
morning, particularly from the British 
point of view. I thought that Pro-
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fessor Schneider oversimplified the 
Golden Age of monetary management 
to which he looked back in  the years 
prior to 1914, in one sense at least, 
when he omitted-I think-to say in 
effect that although i t  was called a 
gold standard it really amounted to a 
sterling standard. In other words, 
people throughout the world were, 
very largely, prepared to conduct their 
current business in sterling and were 
prepared to obey-he <lid say this­
the signals that the Bank of England 
chose to make when it raised or 
lowered bank rate. I have some sym­
pathy with countries' desire to break 
away from that system when I con­
sider the errors of judgment of which 
our central bank has been guilty from 
time to time. And it seems to me 
that a system, such as we or rather 
our grandparents enjoyed is very 
much dependent on the existence of 
a single, dominating financial center 
which the rest of the world is pre­
pared to obey. Quite obviously that 
condition no longer exists. 

There was also, at that time, that 
curious accident of history, known 
then as the British Empire and later as 
the Commonwealth. It was not with­
out its effect on this system of free 
trade and payments. The Common­
wealth, of course, is another thing 
that is evolving and in the process of 
evolution is resulting in a number of 
new and separate nations. The first 



task of any new nation, having estab­
lished its own airline of two air­
planes, is to establish a central bank 
and its own gold reserve, thereby re­
ducing international liquidity a step 
further. 

But to come a little doser to the 
present discussion and our own 
management of cydical policy, we 
have been, whether by design or ac­
cident, outstandingly successful in the 
objective of securing full 'employment, 
and our problem throughout the post­
war period has hinged on the balance 
of payments. The great problem that 
we have had to try to solve, and we 
have by no means solved it, is that 
om externa! position and the require­
ments of the externa! position are so 
often in complete conflict with what 
is desirable at home. It has been a 
fundamental tenet of the Treasury 
tbrougbout most of tbe period tbat 
in order to secure a favourable bal­
ance of payments you must depress 
tbe home economy. Thus, at tbe first 
danger signal from an outflow of 
gold or an adverse balance of pay­
ments, tbe immediate reaction has 
been to damp down on tbe domestic 
economy. Now, wbile it is quite ob­
viously true tbat if you bave a boom­
ing home economy some of your 
goods tbat migbt otberwise have been 
available for export will be consumed 
at borne, it does not follow tbat i f  
you prevent tbem being consumed at 
borne tbey will automatically go for 
export. That undoubtedly was the 
theory at one stage of the battle, 
though the autborities have now to 
some extent lost faith in it. 

From the point of view of British 
balance of payments, because of Great 

Britain's tremendous dependence on 
imports, whenever we damp down on 
the domestic economy there is an im­
mediate or almost immediate response 
in a curtailment of imports. So that, 
broadly speaking, we have tended to 
put our balance of payments right in  
a rather negative way by  depressing 
the total level of trade. 

Throughout the early part of the 
period-the immediate post-war peri­
od-the economy in general was 
subject to physical controls, partly be­
cause of the post-war situation, partly 
as a result of the philosophy of the 
Labour Government that came to 
power after the war. Then the con­
servatives came into office in 19 5 1  
and immediately monetary policy be­
came the thing. Everything could be 
solved by monetary policy and, in 
particular, by changes in the bank 
rates. So within a month of their 
coming to power tbey made tbe first, 
or effectively the first, change in bank 
rate since 1932 .  This was going to 
accomplisb wonders; but somebow it  
did not. It did not deliver the goods 
and, speaking from the point of view 
of a commercial bank, we felt tbat 
we got tbe rough end of the stick over 
most of that period. Then, <luring the 
last few years, partly perhaps as a 
result of the deliberations of the Rad­
diffe Committee, it has come more 
and more to be recbgnized that mone­
tary policy alone is not sufficient ; and 
we are moving now to the idea that 
fiscal policy, mpported by monetary 
policy, will perhaps do the trick. 

We are also-1 think-coming to 
a condusion, and tbis I think chimes 
in with something that Mr. Stein was 
saying, that it does not necessarily 
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follow that if you establish a reason­
able rate of growth, your balance of 
payments will suffer dramatically or 
that your price leve! will necessarily 
get out of control, though these have 
been fundamental tenets over the past 
years-with the result, as I have sug­
gested, that we have restrained the 
economy mast of the time. 

Because Britain has the good 
fortune, or the misfortune, to be 
holders of one of the key currencies, 
we are particularly interested in recent 
developments in  the ca-ordination of 
international monetary arrangements. 
The Triffin Plan, the Stamp Plan 
and other plans aroused a good deal 
of interest in Britain. It looks as 
though any grandiose plan now is to 
be shelved for same time, but the 
arrangements made between central 
bankers referred to earlier this mor­
ning, seem to be bearing fruit. The 
ad hoc arrangements for supporting 
the key currencies-the dollar and 
sterling-certainly seem to be doing 
a great deal of good. Under the 
leadership of Per Jacobsson, the 
Monetary Fund, too, is providing a 
part of the answer to the problem of 
insufficient international liquidity and 
thus giving countries a longer period 
of time before they have to take 
drastic action to control an adverse 
balance of payments ; and our belief 
is that the co-operåtion will continue. 
We also have same hopes that should 
we enter the Common Market-not 
more than a six to four chance, I 
would think, at the present time­
these arrangements will develop still 
further. 
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Tore Browaldh: 

During these last ren years econom1c 
policy makers have reached a point 
where they are suffering from "em­
barras de richesse" .  They have so 
many aims that they run inta con­
flict with each other, and they are 
also suffering- in a way-from an 
embarrassing number of instruments 
in economic policy. Today we have 
not only monetary and fiscal policy, 
but also labour market policy, wage 
policy, price policy, investment stimu­
lus policy and so forth, housing policy 
not to be forgotten. And I fear that 
when it comes to coordinating these 
policies on a European or world­
wide scale, we may really get inta 
trouble. 

I do agree with Professor Schneider 
that the field where it is easiest 
to attain a coordination that goes 
beyond national barders is in mone­
tary policy. In fact, as Professor 
Schneider also stressed, we have al­
ready an institutional set-up in the 
Basel meetings once every month 
where I understand that our Governor 
of the Central Bank picks up a lot of 
both bad and good ideas from his 
colleagues. And I also understand 
that is has become a set policy now 
for representatives of the Federal 
Reserve Board in Washington to at­
tend these meetings. 

But I believe that the difficulties 
are growing in geometrical pro­
gression when you enter the field of 
fiscal policy. Here you do not only 
enter the realm of political economy 
but of politics, because fiscal policy 
is used for so many things other than 
keeping up full employment and 



stimulating growth. It is being used 
for redistributing income and capita!, 
helping underdeveloped countries, 
furthering growth in a particular part 
-of the country. And once you enter 
the political field, you are to stumble 
upon many obstacles. For this reason 
I believe that coordination of fiscal 
policies will be very difficult to attain 
on an international scale. Here co­
operation has to be carried out by 
politicians, who for national reasons 
may have very different ideas about 
various fiscal measures. Perhaps we 
will have Adenauers in certain 
countries and Gaitskells in others and 
Kennedies in third countries and it 
will be very difficult to get them to 
agree on the formation of united and 
coordinated fiscal policy. 

I believe that similar political 
problems also crop up in other fields, 
for instance in the coordination of 
labour market policies, when it comes 
to wage policy and so 011. W e may 
well talk about harmonization here, 
but whenever we enter the realm of 
politics, wc are bound to run into 
difficulties. This does not mean that 
I do not want to have more of collabo­
ration between the various countries. 
But I do believe it is necessary to 
realize that it is mainly in the field 
of a monetary policy that we can 
11ope for coordinated economic policy. 
All other instruments that we at pre­
sent have at our disposal are heavily 
tinged with political considerations. 

Professor Lundberg and many 
others (like Mr. Kellgren) believe 
that there is an optimum profit 
margin that should not be surpassed, 
and the reasons given are very inter­
esting. I also take up this particular 

problem because Mr. Stein said that 
reduced profit margins in the United 
States is one of the obstacles prevent­
ing full employment to be reached, 
because private investment in industry 
cannot be stimulated enough. In 
Sweden we had high profit margins 
during the 1950's. The corresponding 
high degree of self-financing stimu­
lated private investment, which made 
Swedish industry very efficient. 

But now my Swedish friends here 
point out that with too high a degree 
of self-financing you have certain dis­
advantages too. First of all the Trade 
Unions are stimulated into demand­
ing much too high wage increases 
when they see the profit yields. 
Secondly, if you have profit margins 
which are too high, inefficient compa­
nies can continue in activity for too 
long a time. And as labour is in very 
short supply in Sweden, it is a good 
thing that inefficient companies are 
hit as early as possible so that labour 
can be shifted over into more effi­
cient plants and sectors of industry. 
Thirdly, too much interna! financing 
creates watertight compartments on 
the capita! market, and hence you do 
not get the capita! out onto the market 
where all sectors of industry and all 
groups of society can freely compete 
for it. Fourthly, and this is an aspect 
of the problem stressed in particular 
by Mr. Kellgren and his colleagues, 
high profit margins mean a distribu­
tion of income and capita! in society 
that is not acceptable to the Trade 
Unions, because it means that the 
shareholders get too much. 

However, I remain unconvinced by 
these rather divergent arguments and 
I do not believe that it would be 
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possible to coordinate the profit rate 
policy of Mr. Stein and the profit 
rate policy that we now seem to be 
aiming at here in Sweden. This is 
just another illustration of the great 
difficulties i nvolved in coordination 
over national borders. 

Jacques Plassard : 

Political problems are always difficult 
but still we have to solve them; we 
must not avoid them. The phenome­
non of business events can be treated 
as an international system on the 
basis of monetary systems, which in­
deed have a political factor in them­
selves. 

I appreciate Mr. Schneider·s hints 
of "the great revolution" of 1 9 1 4  
when the universal monetary system 
was replaced by national systems. W e 
have now arrived at some harmoniza­
tion of business policy which is not 
made consciously but is due to the 
fact that we have a monetary system 
which has a certain international co­
herence with a degree of convertibility 
which has become higher and higher. 
The most important question for the 
future of our Western systems is 
whether this monetary system of uni­
versal character-which despite its 
imperfections has 3i ven almost satis­
factory results-is a system of quite 
reliable solidity. Mr. Schneider men­
tioned the monthly Central Banks' 
meetings in Basel as a basis for our 
present system. However, this basis 
must be very fragile as the men who 
meet in Basel have no organisational 
power in their borne countries. The 
Central Banks are subject to the state 
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power but it is not certain that the 
financial authorities will follow their 
advice. We have seen the Governor 
of the Bank of France who was per­
fectly conscious of the international 
needs but who did not succeed in the 
interventions because the political 
authorities were against him. 

The central problem of the harmo­
nization of business policies is to get 
a universal monetary system which is 
stable. If we now consider the actual 
weaknesses of our monetary systems 
we find at least a lack of dollars 
which cannot go on for ever in its 
present pace. This i s  where we run 
into essentially political problems, be­
cause the lack of dollars is not a 
deficit which is a result of the lack 
of balance i n  private payments. What 
France obtains from the Americans i s  
to  a great extent placed on private 
business. 

The other problem comes up in 
connection with military expenses, 
etc. J think the mast important and 
crucial problem for our system is that 
we cannot speak of the economic 
integration, if in a few years we can 
meet accidents of the same kind as 
those of 1925 ,  which were due to 
a disagreement in monetary policy. 
I was surprised to see that there are 
very few studies of allowances to 
solve this problem except those which 
have been presented by monetary ex­
perts who dream of replacing the 
universal monetary system which is 
enforced upon each of its members, by 
monetary systems which will offer 
possibilities to generalize an inflation 
which we Frenchmen have too great 
experiences of not to fear it. I think 
this is a problem which could be 



treated in a Western frame but so far 
I have seen no serious efforts. 

Herbert Stein:  

I would like to respond to a few 
points raised here. Fi rst, Mr. Kell­
gren's question why we arc afraid of 
our Government-are we not a demo­
cracy ? Of course, I must make quite 
clear that the views I express are not 
those of all Americans. Many Ameri­
cans are not as afraid of it as I am. 
Nevertheless we <lo have a certain 
view of what a democracy means in 
the United States : it does not mean 
a weak government, it means a strong 
government operating in a limited 
area. But certain areas we like to re­
serve even from the control of a 
government which we are in a posi­
tion to eled or reele:::t every four 
years. This perhaps goes back to 
our unfortunate experience with the 
British but we feel that certain powers 
ought not to be entrusted to a govern­
rnent. I thinJ.: that most Americans 
would feel that control of wages and 
prices is one of them, since it goes 
so much to the heart of all economic 
operations. We prefer to see our 
government operate in fields where 
certain  principles of general app!ica­
bility can be established, and control 
of prices and wages does not seem to 
be one of them. 

We have had an experience which 
at !east some of us regard as frighten­
ing: For years we have been adding 
to the power of the Federal Govern­
ment and we have a much bigger tax 
system than we used to have, we have 
much more government procurement, 

we have antitrust regulations, etc. 
And we always said to ourselves : 
This was quite safe after all, it is 
nothing here but this fiscal policy, 
and the Government cannot hurt any­
body by spending money and by col­
lective taxes and forcing these laws 
and having the FBI around to en­
force certain Federal criminal statutes. 
But then, suddenly, we discovered 
that here was a whole basket of 
powers which coulcl be used at the 
discretion of the President to enforce 
same policies, which have not been 
established in any constitutional way, 
that empower the Government to pro­
cure some $ 50 or $ 60 billion worth 
of stuff per annum. This came to a 
heacl cluring the steel strike, but my 
own feeling about it much antedates 
that. And, furthermore, I would say 
that I <lo not see in  our situation a 
need for accretion of government 
power because this is a question 
which comes close to my hint about 
the international financial system and 
a thing which I feel is somewhat 
paradoxical: that to breed the idea of 
a system of flexible exchange rates 
is regarded as a highly radical idea, 
but it may be the only conservative 
response to the alternative of very 
intensive, detailed and rigid interna! 
controls. It may be that it is the con­
servatives who have to learn this. 

Somebody askecl why the United 
States, which has a coordinated policy, 
has not fared as well as the Europeans 
with their uncoordinated policies. I 
am sure that he was joking, because 
there are many explanations of suc­
cessful performance of the European 
economies but it suggests to me, of 
course, that coordination by itself 
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does not solve many problems. The 
main question is to what objectives 
and with what instruments and with 
what intell igence one does the ca­
ordination I I think there is a kind of 
difference of view between me and 
Mr. Schneider which appears despite 
the fact that we were discussing such 
different problems, at such different 
levels. One key di fference is that he 
has a variable, an instrument of po­
l icy which I do not have. He has a 
price and wage policy i n  his system. 
If you want to have and can make a 
fact of an internationally coordinated 
price and wage policy, then you can 
dispense with a lat of other things. 
But I j ust do not happen to have 
that in my system. But it is not only 
I who do not have i t ;  the United 
States does not have i t. This makes 
it d ifficult to talk about the ca­
ordination of economic policy be­
tween the United States and Europe, 
if this kind of policy is to be a key 
element on the European side. And 
of course, this idea has a considerable 
possibility of extension and creates 
a real problem of the possibility 
of general coordination between 
countries with highly different eco­
nomic systems, if we are going to 
have highly di fferent economic sys­
tems. 

Now, to another question which i s  
also relevant to  the coordination of 
business cycle policy. The U.S. bal­
ance of payment deficit, as far as I 
can see, does not arise from the U.S. 
cycl ical position being out of phase 
with the European cyclical position. 
In fact, we have had our deficit con­
tinuously <luring a period in which 
we have operated with considerable 
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slack employment, while the Euro­
peans were on the whole booming. 
This should have given us the op­
posite result. Our balance of payment 
deficit results in part, as has already 
been said, from certain government 
policies which cause us to make !arge 
mil itary and foreign aid expenditures 
abroad. Judging from the completion 
of the post-war reconstruction and the 
very rapid rise of productivity in 
Europe I do not think that a ca­
ordination of business cycle policies 
could have corrected th is, except by 
forcing upon us an even more serious 
unemployment than we have bad. 
There are and may be ways to correct 
this within the framework of the 
existing financial system. As I men­
tioned, we have been trying many 
things, same of which would certainly 
in any case be desirable and deserve 
the support of our European associ­
ates, including the spreading of the 
burdens of military defence and for­
eign aid. 

We have, however, also been forced' 
inta doing many other things which 
were less desirable from anybody' s: 
standpoint and the only point that f 
would l ike to make is that, if we en­
counter a situation in which the bal-­
ance of payment problems cannot be­
solved by a combination of measures 
which are from the international and 
national standpoint desirable in them­
selves, we ought to have a system 
which would at least give us more· 
time to make ad justments and not 
force us inta consistently deflationary 
policies. And one reform which would 
help to solve this problem is a system 
of flexible exchange rates. An alter­
native, not of quite the same effect 



but perhaps yet very powerful, would 
be to increase the flexibility with 
which additional reserves are injected 
into the international system. I think 
it is worth noting about this Golden 
Age before 1914  that it seems to have 
been rescued at least twice by fortuit­
ous discoveries of gold in South 
Africa and in Alaska. W e ought to 
have some method of managing that 
now when we are managing so many 
other things. 

James A. Clay: 

I would like to begin by putting a 
point to Mr. Kellgren about the 
Labour Board in Sweden. I wonder 
whether it is sufficient to have some 
mechanism to raise employment, if it 
is falling off. It seems to me one 
thing to have a reserve of public 
works in order to increase employ­
ment when it is needed, and another 
thing to achieve stable, or reasonably 
stable, wages at the same time. I 
understand that this has not in fact 
happened in Sweden ; wages in recent 
years have increased with prices as 
fast as anywhere else. 

I will now tum to our own ex­
perience in England. I would not like 
you to think from my colleague 
Russell Clark's remarks that everyone 
in England is quite as satisfied with 
our having achieved full employment. 
I recall soon after the war, when 
Dalton was our Chancellor of the 
Exchequer, that be made bis famous 
budget speech and said he had a song 
in his heart when be looked at the 
home scene: he saw rising produc­
tion, adequate demand, and every-

thing seemed perfect. And he hacl 
this song in his heart, he said, until 
he looked abroad where the picture 
was rather different. W e had at that 
time a balance of payments deficit of 
a size we had never experienced be­
fore and it shortly in fact led to our 
getting on to the telephone to Uncle 
Sam for a very ]arge loan and it led 
to devaluation. And that seems to me 
is what happens if you pursue one 
of these objectives, full employment, 
and forget everything else. 

One has to consider inflation and 
the balance of payments at the same 
time. The problem is to reconcile 
these three objectives. In my country 
I think we have pursued the first 
one, full employment, more than the 
other two. I have a feeling that in 
the years to come, in ten years' time, 
people will look back to this period 
and say: "Well, economists dis­
covered how to deal with the 
problems of lack of employment on 
a big scale, of what to do in a slump. 
Between the wars we had the worst 
slump possibly the world has seen and 
we now think we know what to do. 
W e believe that Keynes showed us 
how to do it. But after World War 
II, we were not even once faced with 
that sort of position. W e have been 
using Keynesian weapons in the 
wrong war." It is as though we have 
suddenly put in a new fire brigade 
system with an alarm and, whenever 
we see a cigarette-end on the ground, 
we call the fire brigade. Since the 
war we have not been faced with the 
kind of slump or recession which 
justifies the full armory of Keynesian 
weapons. W e have been using these 
weapons far too freely. And that i s  
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why Britain keeps running into bal­
ance of payments problems. 

This is a thing that concerns my 
own company very much. We invest 
in  mining operations all over the 
world. When England gets into bal­
ance of payments difficulties, as 
happened recently, we find that we 
are not allowed to invest more than 
a couple of pounds overseas. This 
puts us i n  an embarrassing situation; 
we have a very small subsidiary 
company in America and we have to 
shift fonds from there, and it is very 
undignified. 

What we are faced with now is tbe 
need to study the highest level of em­
ployment that we can achieve without 
getting into difficulties of inflation 
and balance of payments. Herbert 
Stein was right when be said that the 
level of employment is overwhelm­
ingly important and when it is ob­
viously too low, it casts a pall over 
everything. It cannot be ignored. It 
just forces itself upon everyone. But 
it is one thing to be obsessed with 
this and another to decide just wbat 
level of employment can be achieved 
in any given circumstances. It ob­
viously varies from time to time and 
it varies with countries. 

I understand that in America the 
Council of Economic Advisors are 
looking at this very problem at the 
moment, trying to decide what 
happens at various levels of employ­
ment. In my own country it will 
probably be one of the things tbat 
the new National Economic Develop­
ment Council will be looking at, what 
sort of levels of employment we can 
achieve without getting into diffi­
culties. The Council, I understand, is 
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at the moment taking a very cautious 
attitude-I think quite rightly-and 
sees its job as looking at sucb 
questions as what are the obstacles to 
growth. Are these obstacles the sort 
of rigidities which cause trouble on 
the inflation front as employment 
rises I I think, in otber words, tbat 
the main problem in front of us is to 
find out bow to remove tbe rigidities 
in a country wbich will enable the 
leve! of employment to be increased 
without causing balance of payments 
troubles and inflationary troubles. 

One example of these rigidities in 
my country would be the recent de­
cision the Government made to set 
up two small steel milis instead of 
one !arge one. That kind of tbing, it 
seems to me, slows the economic 
machine clown and makes it less flex­
ible. It means that the macbine gets 
into trouble earlier as employment 
rises. And I think that is one of the 
problems that we are all going to 
face in the next few years. 

Nils Kellgren:  

There seems to be some misunder­
standing from Mr. Stein. W e do not 
either accept control of prices and 
wages in Sweden. On the contrary we 
also want to avoid control as much 
as possible. Therefore we bave a 
general fiscal and monetary policy to 
keep full employment and stable 
prices. And we also try to keep the 
profit rate low enough, so that only 
the efficient companies are able to 
pay the wages. And tberefore we try 
to keep tbe total demand just below 
the natura! resources and by all kinds 



of labor market policy we will in­
crease the demand until all the 
natura! resources are used with full 
employment, stable prices and balance 
of payments. 

The labor market policy consists 
not only of labor exchange, retrain­
ing courses, moving people etc., it 
also includes stimulation of the econo­
my on the margins, when it is neces­
sary. So we stimulate housing when 
there is a chance to build more houses, 
when there is free manpower. It also 
includes stimulation of industry to 
build new factories, invest more when 

there are more workers available; 
stimulation of public work in hospi­
tals and in all kind of investments 
when there is a little recession or de­
pression. And it also consists of work 
everywhere on the margins to raise 
the total demand in relation to the 
resources. Tims you can avoid price 
control, investment control etc. That 
is the theory which we have tried to 
follow. Of course, these new means 
we have found can be used more 
efficiently but they are certainly not 
so bad that we want to leave this way. 
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OECD and Economic Growth 

by Marcus W altenberg 

In connection with the theme of this 
conference, I would like to talk about 
the OECD and particularly what the 
OECD is doing. The organization for 
European Cooperation and Develop­
ment, OECD, succeeds, as you know, 
the OEEC which after all had a tre­
mendous effect upon the develop­
ment of Europe after the war­
thanks to the Marshall help the 
economic growth, the recovery in 
Europe has been rather spectacular. 

I think that the work of OEEC to 
a very large degree was responsible 
for the success. The main character­
istic of the OEEC work was, as I see 
it, that the 18 European member 
countries by sending governmental 
representatives to this Organization, 
by setting up working committees for 
various branches of industrial activity 
etc. developed, during these years a 
kind of team spirit and a work of 
coordination which was very helpful 
indeed. So, when this international 
cooperation was to be extended, and 
when it was felt that in view of the 
big jobs ahead of the world, particu­
larly in connection with the economic 
conditions in developing countries 
etc., the Americans should come 
along, the new organization OECD, 
in which the United States and 
Canada joined, was created to suc-

ceed OEEC. Now, the OECD, in 
which, again, only governments are 
represented, felt a necessity of trying 
to get a good contact with business. 
However, they did not want to see all 
kinds of business organizations in the 
respective countries come and talk to 
OECD about problems of common 
interest. Therefore, they turned to the 
international industrial organization 
which once was formed among the 
European industrial and employers' 
organizations to represent industry' s 
point of view at OEEC. They asked 
The Cozmcil of European Industrial 
Federations (CEIF) to try to work 
out some new formula, i.e. a new 
organization comprising industry in all 
the twenty OECD member countries, 
which could then be authorized by 
the OECD to act as a contact organ 
between OECD and business. 

In the same way they turned to the 
Trade Unions too and the Trade 
Unions have also organized them­
selves into something called The 
Yrade Union Advisory Cormnittee, 
TUAC, to the OECD. 

We, on the industrial side, after 
quite some long preparations and 
work, succeeded in forming some­
thing which is called Business and 
lndustry Advisory Committee, BIAC, 
to the OECD. The members of that 
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organization are 33 employers and 
industry organizations in the 20 
member countries. In order to give 
you an idea of the work that we in 
BIAC might embark upon I think the 
best thing is to tel1 you a little about 
the OECD itself. 

The principle subject for the work 
of the OECD is something which 
fits in very well with the theme of 
your conference. The major decision 
passed by the Ministerial Council of 
OECD on November 17, 1961, aimed 
at a collective target for the attain­
ment during the decade from 1960 
to 1970 of a growth in real gross 
national product of 50 per cent for 
the 20 member countries taken to­
gether. Thus, same countries could 
grow more, some could grow less, 
but the total sum should be at least 
an economic growth of 50 per cent 
during the 1960's. The OECD have 
recognized that they could not reach 
this object unless they cooperate with 
business and with labour. Indeed, 
the Secretary-General of OECD, the 
former Danish Minister of Finance, 
Professor Kristensen, has been very 
much aware of the necessity to achieve 
such cooperation and has, therefore, 
encouraged us to form the new Com­
mittee, the BIAC, which has now 
been officially authorized by the 
OECD Ministerial Council to re­
present industry and employers at 
OECD. The contact between OECD 
and BIAC is intended to become a 
two-way traffic. OECD may ask 
BIAC to give industry's views on 
particular subjects dealt with by the 
Organization and BIAC, on the other 
hand, may take the m1tiat1ve to re­
commend to OECD subjects that in 
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the opinion of business ought to be 
tackled by the Organization. 

These consultations have only just 
started. One of the reasons why they 
are rather hard to get under way, is 
the fact that the OECD itself has 
not quite yet found its own line of 
activity. But perhaps it is a good 
thing to remind you about the goals 
which have been set for the OECD. 

The three principle objects of the 
OECD are the following: 
• lo achieve the highest s11stain­
able growth and employment and a 
rising standard of living in member 
countries, while maintaining financial 
stability, and th11s to contribute to the 
development of the world economy 
• to contribute to sound economic 
expansion in member as well as non­
member countries in the process of 
eco110111ic development 
e to contribute to the expansion of 
world trade on a multilateral, non­
discriminatory basis in accordance 
with international obligations 

In the first field of activity, eco­
nomic cooperation, within which "the 
50 per cent growth exercise" is fall­
ing, is handled by the Economic 
Policy Committee under the chairman­
ship of the British Delegate to the 
OECD, Sir Robert Hankey, at least 
to the Swedish members of this panel 
known as one of the previous British 
ambassadors here in Stockholm. He 
has two working parties at his dis­
posal, one for "policies for the pro­
motion of economic growth" and one 
for "policies for the promotion of 
better international payments equi­
librium". In these bodies high of-



ficials responsible for economic and 
financial policy in the different 
countries are meeting regularly in 
order to learn from each other and 
to coordinate the actions they are tak­
ing in their respective home countries. 
This is a sign of the growing aware­
ness of the interdependence of the 
individual government policies. This 
kind of cooperation which, as I just 
said, was encouraged already in the 
old OEEC days, has now become 
doser and doser. It offers the oppor­
tunity for one country to criticize and 
to make suggestions with regard to 
the economic policy pursued by an­
other country. Just to mention a 
few examples from the OEEC, the 
German balance of payments sur­
pluses in recent years were under 
constant review, and the sterling 
crises last year gave rise to several 
suggestions as to the best way for 
Great Britain to put her house in 
order. As a matter of fact, I think 
that this particular policy committee 
now referred to is one which is of the 
greatest importance and, certainly, the 
one which the governments them­
selves attach the greatest importance 
to. This is proved by the quality and 
the number of the government re­
presentatives usually sent to the meet­
ings. For instance, from America it 
has been Mr. Dillon, it has been Mr. 
Rosa, it has been Bill Martin, Heller 
and the like. They have always tried 
to send some very first rate people. 
I believe that it is fair to say that one 
of the reasons why the sterling crises 
were handled in such a delicate way, 
in such a smooth way, without any 
really great disturbances, was that this 
Committee, this coordinating forum, 

was at hand and developed such inti­
mate contacts between all concerned. 
Of course, they worked together with 
both the Basel Bank and the Inter­
national Monetary Fund too. I think, 
however, that here you have really 
one aspect of the OECD activity 
which is of great value already to-day. 

So far, the work of the OECD 
on the growth subject has been 
directed towards studies of the ex­
periences roade in this field <luring 
the 1950's. They have tried to 
analyse the factors that have pro­
moted or hampered the growth rate 
and they have also reviewed the 
different ways in which economic and 
financial policies have influenced the 
growth rate. The next step which they 
are trying to make is a projection of 
the gross national product likely to 
be attained by 1970. With these 
various investigations as a basis the 
idea is to try to isolate a number of 
"key areas" in which special action 
by governments seems to be necessary 
and where the Organization may be 
of help in ensuring that such action 
is taken. As examples of such "key 
areas" the following can be men­
tioned : 
• maintenance of adequate levels 
and rates of increase of demand, with­
out which full employment will not 
be upheld ; 
• the balance of payments problem, 
the solution of which will involve the 
establishment and maintenance of ap­
propriate levels of costs in different 
countries and also the pursuit of ap­
propriate policies in matters of trade 
liberalisation and regarding capita! 
flow; 
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• a third area is the wage and cost 
problem; 
• a fourth is the share of invest­
ment in the national product and the 
generation of the domestic savings 
needed to finance this; 
• another one is the changes in the 
pattern of demand produced by the 
growth rate set; this will in turn in­
volve changes in the distribution of 
employment, for instance between 
agricultural and industrial forms of 
production. 

All this means a certain amount of 
planning, even "planification". Refer­
ence may be made to the successful 
French "Plan" and the new British 
"National Economic Development 
Council". 

The second principle object of the 
OECD is to assist the developing 
countries. A special Committee, The 
Development Assistance Committee, 
DAC, is charged with this matter. 
The forerunner to this committee was 
The Development Assistance Grottp, 
DAG. DAC's main job so far has 
been to analyse the assistance hither­
to given by the respective donour 
countries. Their next task is to co­
ordinate the assistance which is origi­
nating from these different sources. 
In other words, they are trying to 
make an inventory list of all the 
various organizations in member 
countries engaged in this field. For 
example, in the United States you 
have the Inter-American Development 
Bank, you have the Export-Import 
Bank and several others. DAC also 
reviews the different categories of aid 
that is forthcoming : Government 
grants and loans, private investments, 
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often in connection with some public 
money, education, know-how etc. 
Thus, they are looking into what 
is done in the respective member 
countries, in what areas you can make 
useful coordination, what practical 
steps could be taken to find the best 
solution and so on. They are also try­
ing to get into contact, of course, with 
the developing nations to find out 
what they themselves are particularly 
interested in. This is a very long and 
very difficult job but I think that they 
are gradually making some headway. 
The procedure for the gathering of all 
the necessary information is called 
"the Annual Aid Review". 

DAC is also to set up smaller co­
ordinating teams for particular receiv­
ing countries. They have three or 
four nations in South America in 
mind, one or two in Asia and 
same in Africa too, the idea being 
that the particular underdeveloped 
country should come to the OEGD 
and have its situation reviewed, dis­
cuss what methods could be employed 
and then let OECD coordinate differ­
ent aid projects suggested by member 
countries, obviously with the as­
sistance of organizations like the 
World Bank and the International 
Monetary Fund. This should make i t  
possible to secure that these different 
aid projects fit in with each other so 
that some composite general plan for 
the country in question can be es­
tablished. There is no practical result 
yet out of this procedure but there is 
in the mill some work being done 
and I hope that it is going to succeed, 
because I believe that the problem of 
the developing countries is one of the 
most important things that we have 



in front of us in this after-war-world. 
Some kind of coordination has to be 
made, however difficult it is going 
to be. 

DAC is also to direct its action 
towards plans for the promotion 
of an increased flow of private 
capital to the developing nations, for 
instance, the protection of foreign in­
vestments, guarantees for foreign in­
vestments against political risks, tax 
incentives etc. Here, OECD is work­
ing on a multilateral convention re­
garding protection of foreign invest­
ments, they are discussing a plan re­
garding a multilateral, intemational 
guarantee fond which, in my view, 
would help to find more private 
capita[ willing to go into developing 
countries. The machinery set up to 
finance exports from the industri­
alized to the underdeveloped countries 
is on the whole pretty well developed 
in the principle industrial nations but, 
as you all know, this takes care mainly 
of credits on fairly medium term. 
What is needed, of course, is above 
all to try to find capita! willing to 
long term investments. The idea be­
hind these different plans is, of 
course, that the best thing you can do 
in trying to develop the developing 
countries is to help them to start new 
industries. 

Surely, for the OECD there is in 
this field a long way to Tipperary, 
because there are so many aspects to 
these problems, so many wishes to 
be reckoned with in the respective 
nations, for instance with regard to 
the question of how relations between 
old colonial powers and newly inde­
pendent nations could best be main­
tained etc. There may be certain po-

litical aspects which may best be dealt 
with on a national basis and not on 
an international one. Well, anyhow, 
with the success of the W orld Bank 
and the Monetary Fund I believe that, 
particularly against the background of 
the wishes of the developing nations 
to be treated on an equal basis with 
the industrialized countries and not 
as more or less a receiver of aid from 
the Big Brothers, there ought to be 
some scope for international cooper­
ation which is going to prove itself 
very useful. 

Regarding the third object of the 
OECD-to promote world trade-I 
can pass it over very lightly, because 
there is, so far, nothing particular to 
report. Obviously, everybody is await­
ing developments as to Great Britain's 
demand for entry into The Six. 

BIAC has had contact with two other 
special OECD committees which I 
might mention here. The first one is 
The Manpower and Social Affairs 
C ommittee and the other is The 
Industry Committee. They are both 
setting out on a very broad pro­
gramme only a few points of which 
can be mentioned here. 

The Manpower and Social Affairs 
Committee shall try to assist in the 
adaptation of the labour market to 
the needs of production and to the 
fundamental changes resulting from 
technical progress. This should be 
done through studies of such problems 
as the settlement of industries in de­
pressed areas, the social consequences 
of technical progress, vocational train­
ing etc. 

The Committee shall further ex­
amine how different methods for the 
agreement of wage settlements affect 
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the relationships between wages and 
other production costs, on the one 
hand, and the general economic 
growth and stability, on the other. 
That is a rather ambitious programme. 

The Industry Committee has not 
yet fixed its working programme. 
They are in  a very preliminary dis­
cussing period. However, we think 
that we have been able to detect four 
principle lines of action on which 
they intend to set out, viz. that the 
Committee should contribute 
• to the achievement of the 50 per 
cent growth target which, of course, 
has top priority in the activity of the 
whole organization; 
• to the industrialization of de­
veloping countries, which after all 
overlaps to a certain degree with the 
activities of DAC; 
• to the examination of technic­
al and administrative obstacles still 
hampering trade, with a view to fa­
cilitating international commerce­
which also falls under the scope of 
the OECD job; 
• to the increase of productivity by 
practical means. 

Whether there is going to come 
anything out of these special Com­
mittees is very difficult to say. No 
doubt, both BIAC-The Business and 
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Industry Advisory Committee-and 
TUAC-The Trade Union Advisory 
Committee-will be called upon to 
give their views on the particular 
problems dealt with by the two 
OECD Committees. I am sure that 
BIAC and TUAC will avail them­
selves of this opportunity and in as 
much as it is a two-way traffic even 
go further and, as I said, come for­
ward with suggestions of their own. 

Summing up, 

one can say that OEEC has developed 
into an OECD on a broader basis. 
What the future will be for OECD 
depends, it is true, to a !arge degree 
on what is going to happen in the 
context of European integration, but 
above all, it will very much depend 
upon how OECD is going to carry 
out their proper work. Naturally the 
kind of support that the United 
States and Canada are going to give 
is also bound to matter a great deal. 
Certainly, the problems that OECD 
have set out to tackle are of such a 
magnitude that, to my mind, they can 
only be solved successfully through 
international cooperation. 



The Labour Market and Industrial Relations 
in a Changing Economy I 

by Bertil Kugelberg 

"The World's Most Peaceful 
Labour Market" 

The Swedish labour market has an 
international reputation for being a 
very peaceful one. Quite recently, the 
International Labour Organisation 
(ILO) went so far as to describe it  
as the most peaceful labour market 
in the world. It is not infrequently 
held up as a model in matters of 
industrial relations. 

Compared with those of other 
nations, the Swedish labour market is 
indeed very peaceful if we take the 
number of working days lost through 
disputes per employee as our yard­
stick. It is, at the same time, perhaps 
one of the mast thoroughly organised 
labour markets to be found anywhere. 
This is true of the general pattern 
and of the forms under which the 
parties conduct their dealings with 
each other-but it is also true of the 
degree of organisation. 

The Confederation of Swedish 
Trade Unions (LO) with its member­
ship of one-and-a-half millions and 
with a degree of organisation among 
industrial workers of more than 95  
per cent, is considered to  be the 
strongest national trade-union feder­
ation in the world. Among salaried 
employees, membership of Jabour-

market organisations is not so general 
as it is among manual workers. 

Nevertheless, the Central Organi­
sation of Salaried Employees (TCO) 
embraces a good 420,000 members, 
of whom 235,000 are in private em­
ployment and 1 8 5,000 are employed 
by national and local government. 
This probably covers more than 70 
per cent of all salaried employees 
eligible for membership. By inter­
national standards this, too, is a very 
high degree of organisation. 

On the employers' side, the Swedish 
Employers' Confederation (SAF) is 
by far the biggest organisation. At 
the present time it embraces some 
1 6, 500 employers, chiefly engaged in 
industry, building and transportation, 
although certain services are also 
represented. All told, SAF's member­
firms employ more than one-third of 
the country's roughly three million 
wage and salary earners. Of Sweden's 
aggregate annual payroll of about 4 1  
milliard* Swedish crowns, some 1 5  
milliard come within the SAF field, 
10 milliard in wages and 5 milliard 
in salaries. As for the organisational 
structure of SAF, LO and TCO, I 
ref er you to the chart on page 1 07. 

Like all other human relationships, 

* = Brit. a thousand millions. 
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peaceful or otherwise, the peaceful 
development of the Swedish labour 
market has been subject to the influ­
ence of a number of sociological, 
economic, psychological, and other 
factors bound up with the develop­
ment of society at large. But these 
factors have by no means been pe­
culiar to our country. Their influence 
in favour of labour peace must surely 
not have been so different from what 
it has been in other countries that it 
can explain why our labour market 
should be more peaceful. In view of 
this, we may well ask whether labour 
peace in Sweden is not bound up 
most intimately and most tangibly 
with the unusual strength of the em­
ployees' and employers' organisations 
in this country. 

I am of the opinion that Sweden's 
labour peace is primarily ascribable 
to the circumstances that our labour 
market is so firmly organised and that 
dealings between the parties are 
centralised in a high degree among 
the top organisations. There can 
scarcely be any doubt that the col­
lectivisation of the interests of indi­
vidual employees and individual em­
ployers, which was brought about by 
the rise of the labour market organi­
sations, and which has since been 
carried further and further by the 
process of steady centralisation to 
larger and more powerful national 

THE CHART ON THE OPPOSITE PAGE:  

organisations, has to a very high de­
gree served to reconcile their con­
flicting interests. Extreme attitudes on 
both sides have had to yield to a 
more moderate overall view, repre­
senting the average, so to speak, of 
the opposing wills. It has brought 
the parties doser together, provided 
the right kind of soil for the growth 
of a will to peace, discernible not 
least of all in the sincere desire of 
both parties to achieve peaceful so­
lutions of their problems through the 
medium of negotiations. 

This development, which has of 
course had its counterpart in other 
countries as well, has reached a par­
ticularly advanced stage in Sweden. 
In consequence, as compared with the 
situation in most other countries, the 
relations between the labour market 
parties in this country are in !arge 
measure unique. The existence of 
strong organisations on both sides 
has fostered the emergence of mutual 
confidence, and has thereby created 
the right atmosphere for frank dis­
cussions even of very controversial 
questions. On SAF's side, too, we 
naturally attach great value to the 
existence of strong national organi­
sations on the labour side-organi­
sations that possess the necessary 
power and authority to be able to 
give effective sanction to the agree­
ments they make with us. 

The organisation of SAF, The Swedish Employers' Confederation 
The organisation of LO, The Confederation of Swedish Trade Unions 
The organisation of TCO, The Central Org. of Salaried Employee's 

* SIF: The Swedish Union of Clerical and Technical Ernployees in Industry. 
SALF: The Swedish Forernen' s  and Supervisors' Union. 
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Most of the development I have 
just described in the relations between 
the parties on the Swedish labour 
market is of relatively recent date. 
Behind it is a long history of conflict 
and the formation of organisations 
ever since the first collective agree­
ments came into being in the 1870's. 
I do not intend to go into any great 
detail concerning the history of the 
Swedish labour market, but to pro­
vide some background to the story 
I should like to dwell on some of 
the important steps that are behind 
us. 

The development of the employers' 
relations with the workers and their 
trade organisations can be divided 
inta various phases, each making its 
own particular contribution to the 
situation as it is today. The first of 
these phases, which may be said to 
extend from the first collective agree­
ments in the 1870's up to 1906, and 
which includes the formation of the 
Confederation of Trade Unions and 
the Employers' Confederation in 1898 
and 1902 respectively, can be charac­
terised as the years of conflict, when 
there was a prohibition against trade 
combinations and when the employers 
refused to recognise the workers' 
right of association. 

The next phase began with the 
agreement on the freedom of labour 
and the right of association which 
SAF and LO concluded as early as in 
December 1906. This is generally 
known as the "December Compro­
mise". By this agreement the em­
ployers expressly recognised the 
workers' right of association, but only 
after the workers, on their part, had 
agreed to accept the employers' right 
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to direct and allot the work and to 
engage and discharge workers as they 
saw fit, without regard to member­
ship of labour organisations. A large 
proportion of the conflicts at this 
time were caused by the trade unions' 
efforts to gain a voice in the dismissal 
of workers or their attempts to prevent 
employers from using workers other 
than those belonging to the trade 
umons. 

The 1906 agreement established the 
right of association and opened the 
way to a revolutionary change in the 
relationship between the employers 
and the trade-union movement. It is 
beyond question one of the most im­
portant events in the history of the 
Swedish labour market. After 1906, 
there followed a period during which 
the parties concerned endeavoured, 
though not without continued strife, 
to translate into practice the good 
intentions which they had expressed 
at the highest leve!. It was a time 
when the trade organisations were 
coming to be entrusted with bargain­
ing functions and when the foun­
dations of true collective contracts and 
a more orderly system of negotiations 
were being laid. During this period 
the collective agreements were made 
legally binding. A State Labour 
Court was set up in 1928. This 
Labour Court was not created to inter­
fere with disputes of conflicting inter­
ests. Its task was ( and is today) only 
to interpret existing agreements and 
to fix damages for the breaking of 
contracts or the violation of law. 

The next big landmark is the Salt­
sjöbaden Agreement. This came into 
being in 1938, when the organisations 
had already grown so strong and ex-



tensive and had acquired such national 
importance that even the Government 
had begun to feel concerned at the 
course of events. In other words it 
was already beginning to be said that 
official intervention ought to be re­
garded as justified in certain circum­
stances in view of the fact that im­
portant public interests might be 
j eopardised by the conflicts on the 
labour market. As early as 1934, a 
Government committee had accord­
ingly been appointed to investigate 
the need for and prospects of legis­
lation concerning the negotiations of 
the labour market parties and their 
powers of undertaking offensive 
action. 

The labour market parties, which 
even at that time were already anxious 
to preserve the freedom of the labour 
market, agreed in these ci rcumstances 
to make an attempt to anticipate the 
authorities. And in May 1936, with 
this end in view, SAF and LO ap­
pointed a joint labour-market com­
mittee to discuss not only what could 
be done to deal with conflicts that 
constituted a threat to society-in 
other words to limit the use of eco­
nomic weapons-but also the question 
of the workers' j ob security and the 
basic principles of a more rational 
form of bargaining. 

These talks resulted in the Salt­
sjöbaden Agreement of 1938.  This 
agreement, with its numerous features 
designed to promote labour peace, 
marks the beginning of what I should 
like to call the modern labour market. 
It gave Sweden a negotiating pro­
cedure under which disputes arising 
out of contracts between individual 
employers and union branches need 

not be made the subject of offensive 
action nor be referred to the Labour 
Court for settlement, unless negoti­
ations have first been held between 
the relevant employers' organisation 
and trade union. It also contains pro­
visions prohibiting offensive action 
arising, for example, out of political 
dissensions. As for disputes that 
threaten essential public services, it 
lays clown that SAF and LO are 
under an obligation to consider j ointly 
and without delay the circumstances 
of any conflict if and when either of 
the organisations or a public authority 
has called for steps to be taken in 
defence of the national interest. The 
question of security was settled by 
giving the workers' trade-union repre­
sentatives at each workplace the right 
to discuss in advance with the em­
ployer every case in which i t  is pro­
posed to dismiss or lay off employees. 
The agreement also established a 
Labour Market Council, composed of 
equal numbers of representatives of 
SAF and LO and charged with the 
task of acting in such cases as an 
arbitration tribunal, or committee of 
review, if so requested by either party. 

I have dwelt at some length upon 
the Saltsjöbaden Agreement since, 
like the December Compromise, it 
represents a very important milestone 
in the development of relationships 
between the parties on the labour 
market. It formed the introduction to 
the "most peaceful" labour market 
history in the world by creating a new 
spirit of concord and cooperation 
which has ever since guided the 
course of events and which still 
constitutes one of the basic tenets in 
our work of negotiation. More than 
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any previous event, the Saltsjöbaden 
Agreement marked the dawning real­
isation of the parties concerned that 
the interests of employers and em­
ployees were not all at variance and 
that, on the contrary, they had in fact 
considerable interests in common. The 
Basic Agreement of 1938, which 
averted the threat of official regula­
tion of the labour market, has since 
been followed up by other central 
agreements on workplace safety serv­
ices with the object of cutting clown 
the hazards of accident (1942 ) ,  the 
promotion of occupational training 
( 1944) ,  and agreements concerning 
works councils ( 1946) ,  and time and 
motion studies ( 1948). 

The Saltsjöbaden Agreement, which 
in 1957 and 1959 was followed by 
similar basic agreements with salaried 
employees in industry and with super­
visors, thus became the cornerstone of 
greater understanding throughout the 
labour market and the beginning 
of greater cooperation between the 
parties. Since 1948 we have had ex­
plicit confirmation of this trend in 
the Constitution of the Employers' 
Confederation, which imposes on the 
Confederation the duty of working 
for good relations between employers 
and employees as one means of serv­
ing its avowed purpose of promoting 
the common interests of employers. 

As mentioned above I believe that 
the relations between employers and 
employees in present-day Sweden are 
in large measure unique if we view 
them in an international light. This 
applies to the institutional structure 
within which these relations are 
carried on. 
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A fundamental rule governing the 
relationship between the labour 
market parties in  Sweden-and one 
which is often an entirely new concept 
to foreign observers-is the legal 
validity of collective agreements. 
Legal validity, which has been em­
bodied in an Act of the Riksdag 
since 1928, means that <luring the 
validity of a collective contract neither 
of the signatories may resort to of­
fensive action with the object of in­
fluencing the solution of a question 
which is already regulated by the con­
tract. Recent collective contracts have 
been concluded for a period of two 
years. During this period, therefore, 
disputes over the interpretation of 
such a contract must be solved by 
peaceful means, perhaps after the sub­
mission of the difficulty to the Labour 
Court, or with the help of privately 
arranged arbitration procedures. We 
see, therefore, that a collective agree­
ment is a legally binding contract 
which neither the contracting organ­
isations nor their individual members 
may break without laying themselves 
open to legal penalties. At the same 
time this means that it is open to tl-ie 
individual worker or bis organisation 
to bring his employer before the 
Labour Court to compel him to pro­
vide the benefits on which the parties 
have agreed in the collective contract. 
On its part, a firm that has been hit 
by an unofficial strike can summan 
the strikers before the Labour Court 
with a claim for damages, which are 
limited to 200 crowns per worker. If 
the relevant employees' organisation 
does not use its influence to see that 
labour peace is restored at once and 
that the provisions of the contract 



are respected, damages may be 
awarded against the organisation as 
well. So far, unofficial strikes have 
been rare, and where they have oc­
cured the trade unions have succeeded 
in suppressing them promptly, among 
other things by using the threat of 
expulsion, which would involve loss 
of the right to strike benefits. The 
jurisdiction of the Labour Court is 
restricted to disputes involving the 
interpretation of collective contracts. 

Since it is a common misconception 
outside Sweden that the peaceful con­
dition of the labour market in this 
country is at bottom a direct conse­
quence of the compulsory State medi­
ation system, I should like to stress 
in passing that neither the State medi­
ation commission nor the State medi­
ator- and both these forms occur­
has any power to compel the parties 
to reach agreement. In other words, 
the parties are fully at liberty to ac­
cept or reject the mediation proposals 
that are put forward. This is, I should 
like to say, a form of negotiation to 
which the parties have adhered owing 
not least to their conviction that 
voluntary agreements have a better 
chance of being respected than others. 
It may be of interest to hear that in 
our central negotiations between SAF 
and LO af ter the war-during 1 7 
years-we have only twice applied to 
mediation committees. 

Thus if State mediation fails, the 
parties are entitled to resort to mili­
tant action, though they must first 
give one week's notice. 

Another fundamental feature of 
relations on the Swedish labour 
market is that the employers, ever 
since the December Compromise of 

1906, have successfully upheld their 
right to engage and discharge workers 
at their own discretion and to use any 
worker whatsoever, whether organised 
or not. T his basic rule has undoubted­
ly had and still has great importance 
from the point of view of wage 
policy. 

Although salaried employees in 
Sweden are strongly organised as well 
as the manual workers, the movement 
towards combination among white­
collar workers is of considerably later 
date than that among manual workers. 
TCO, which is the national body 
within which salaried employees are 
organised and is thus their counter­
part of LO, did not come into ex­
istence until 1944. There are many 
reasons for this. For one thing, the 
salaried group was for a long time 
relatively small and of heterogeneous 
make-up as regards status and qualifi­
cations. For another thing, salaried 
employees had long regarded them­
selves as holding a position of trust 
in relation to their employers, and 
therefore took up a stand doser to 
the employers than to the workers 
-not least in respect of political 
ideology. Thus, a significant factor 
retarding the organisation of salaried 
workers was the feeling that many of 
them had of solidarity with their em­
ployers. Nowadays they have had to 
abandon these scruples. Not the least 
among their reasons is apprehension 
over the growing strength of the manual 
workers' movement. The white-collar 
movement has also influenced the be­
haviour of the manual workers. Now 
that salaried employees have been able 
to secure for themselves the same pay 
improvements as manual workers, the 
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latter have realised that their contracts 
serve to signpost the way for other 
groups as well, and that their pros­
pects of pursuing a policy of eqµali­
sation of income are thus reduced in 
corresponding degree. 

There still exist substantial con­
tractual differences in the relation­
ship between employers and manual 
workers on the one hand and em­
ployers and salaried workers on the 
other. For the salaried employees, no 
collective contracts on salaries are 
made. The fixing of salaries is still 
an individual matter-in other words 
it is an affair between the individual 
employer and the individual employee 
-and the agreements that are con­
cluded between the central organisa­
tions contain only certain general re­
commendations. Another point of 
dissimilarity that cannot be neglected 
is that the salaried employees' organi­
sations are non-political. There is no 
counterpart to the dualism of political 
with purely trade-union effort that is 
to be found on the workers' side. 

The collectivisation of the interests 
that has been brought about by the 
advent of the labour-market organi­
sations has become more and more 
marked with the passage of time ow­
ing to the steady advance of centrali­
sation. During the 1950's and up to 
the present day this has found ex­
pression in a switch from union-level 
bargaining to central bargaining be­
tween the top organisations. Such 
central negotiations, the object of 
which is to fix a margin for wage 
adjustments which is then put at the 
disposal of the unions for allotment 
among the various categories of 
workers, have in the post-war era 
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been held in 1952, 1956, 1957-58, 
1959, 1960-6 1 ,  and now, 196 1 -62. 

Among other things, this trend 
must be seen against the background 
of the economic consequences of the 
contractual system and the fixing of 
wages to the nation as a whole. In an 
economy marked by full, in fact al­
most over-full employment, and by a 
corresponding shortage of labour such 
as we have had by and large through­
out the post-war period, the employees 
have been in a strong bargaining 
position. And rivalry among various 
unions in their efforts to get as big 
a slice as possible of the available 
"wage cake" for their own group has 
therefore been all too liable to spark 
off inflation. The experience of the 
most recent rounds of union-level 
bargaining has shown that in a situ­
ation characterised by full employ­
ment and excess demand for labour, 
and in consequence of the compensa­
tion-mindedness that is rampant 
among the employees' organisations, 
they tend to be most costly in those 
trades whose bargaining sessions, as 
a result of the existence of serious 
dissensions right from the start, have 
gone on at great length. The central 
form of bargaining affords better 
prospects of restraining the j ockeying 
of the rival groups of employees to 
improve their relative wage levels, 
and thereby increases the chances of 
arriving at a reasonable wage advance 
from the point of view of the national 
economy. 

I should like now to tum to the 
subject of the labour market and 
industrial relations, and discuss them 
c.Painst the background of the theme 
of this conference, "Speeding up and 



smoothing economic growth" .  For 
some reason, I do not know what, my 
contribution has been included under 
the heading of "smoothing the 
growth" .  It may possibly be that in  
the opinion of the arrangers the 
activity which I have the pleasure to 
represent here has not made direct 
contribution to production and market 
economic progress, having been more 
of a moderating influence. With that 
in mind I cannot resist reminding you 
that the employers' organisations were 
originally created because the em­
ployers felt that a reasonable pro­
portion of the returns from their 
enterprises should be left over for 
the consolidation and expansion of 
the production apparatus. Against 
that background it would appear that 
the employers' organisations have al­
ways in their way contributed to "the 
speeding up of economic growth" . 
And I should also like to direct your 
attention once more to the tranquillity 
which our labour market enjoys, 
which must surely be reckoned as the 
outstanding advantage of the new 
forms of bargaining. On the most 
recent occasions it has proved pos­
sible, tl1anks to the central form of 
negotiation, to secure labour peace 
throughout industry at one stroke­
and, rnoreover, to sec:ure it for a 
period of two years. Being able to 
count on labour peace for as long a 
period as this has facilitated the 
planning work of Swedish business 
in respect of market prospects and so 
011, and has thus been an important 
factor in the competitive position of 
our vital export industry. 

In this context I should like once 
again to emphasise the relatively wide 

scope which the present system of 
contracts affords for taking our inter­
national leve! of costs into account in 
considering the wage question. The 
soundness of wage levels, which in 
the early days used to be judged 
chiefly with reference to the need to 
Jeave a reasonab]e proportion of the 
gross profit over to be ploughed back, 
has now come to be j udged more and 
more with respect to the problem of 
inflation and to the undermining of 
our internationa] competitive position 
to which inflation leads. Whereas the 
effect of wage movements on the 
national economy was at one time 
very much a secondary matter, the 
economic prognosis now constitutes 
one of the central arguments. This is 
most particularly true when i t  comes 
to central bargaining. And surely 
this, too, must be regarded as a con­
tribution to economic growth. 

Finally, I shou]d like to mention in 
passing the work of the labour market 
organisations in the fie]d of training, 
and their efforts to establish wage 
systems aimed at enhancing pro­
ductivity. 

The net impression of this de­
scri ption of the Swedish labour 
market, and not least what I have 
just said about the consequences of 
our contractual system to the national 
economy, will perhaps be that our 
system is infallible. But this is far 
from being the case. Our exhaustively 
organised labour market has given 
rise to a compensation-minded ap­
proach which we have not succeeded 
in overcoming. In addition to this 
there is the wage drift-the wage in­
creases that take place outside the 
contracts. It is enough to observe that 
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between one-half and two-thirds of 
the total wage increase during the 
1950's was in the form of wage drift, 
and that the wage rise in consequence 
thereof and despite our rather good 
contract system has outrun the rise 
in productivity. The wage drift oc­
cupies a central position among our 
current problems-not least as we 
look ahead to the prospects of a 
European market. 

It is not possible to say very much 
about what form our negotiations and 
industrial relations are likely to take 
in the future. Whether the central 
organisations i n  the years to come 
will have a smaller or a greater in­
fluence on employer-employee deal­
ings is an open question. The com­
bination of business outlook, labour 
market situation, wage trend, and 
other factors that decide bargaining 
policy is never the same from one 
occasion to another. In other words, 
contractual policy must be j ust as 
flexible as the development of society 
itself. Nevertheless, the steadily grow-
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ing realisation that most of our 
problems are joint problems provides 
strong arguments i n  favour of the 
continued centralisation of our indus­
trial relations. If international econo­
m1c integration becomes a fact, i n  
that not only goods but also labour 
and capita! are able to move freely 
across frontiers, it is possible that 
centralisation will take place more 
along industrial lines, sector by sector, 
on the international plane. An inter­
esting perspective, the outlines of 
which are already discernible butwhich 
I mention here merely in passing, is 
the shift in the proportion of manual 
workers to salaried employees, and 
the structural changes to which it may 
lead as far as LO and TCO are con­
cerned. But whatever form this trend 
may take I think that if we will be 
able to continue on the line we have 
chosen for our labour market and 
industrial relations, though quite 
aware of its weaknesses and short­
comings, we may face the future with 
an amount of confidence. 



The Labour Market and Industrial Relations 

in a Changing Economy II 

by Hans Hagnell 

Showing how far the Swedish cooper­
ation between employers and em­
ployees has reached Bertil Kugelberg 
from the employers' organisation has 
just given us a basic description of the 
Swedish labor movement. I have not 
much to add to his description. Instead 
I shall try to give you some informa­
tion that I think might be interesting 
from another, international point of 
v1ev1. 

A year ago I received from a pro­
fessor at the Massachusetts Institute 
of Technology a form (this was in 
connection with the big US steel 
strikes) asking how many days were 
lost in steel strikes in Sweden <luring 
the different years between 1935 and 
1960. Zero was the only figure that 
I could use. This is indeed a fact that 
makes the Swedish labor market inter­
esting to people from abroad. 

We must realize that the conditions 
on the Swedish labor market have 
exceptional causes. Sweden has bad 
no wars for 150 years. It is a small 
and rather homogenous country. It 
has relatively rich natural resources 
and quite recently it has been an 
"underdeveloped" country with re­
gard to industry. As late as 1930 a 
great proportion (34 per cent) of our 
population made their living from 
agriculture. Only 32 per cent of the 

population made their living from 
industry. We simply did not have 
those "traditional" problems which 
exist in Germany and England : the 
coal industry, the textile industry, the 
great urban areas. All our cities are 
relatively new. That also helps us in 
the social field. 

As far as I can see labor relations 
should not be looked upon as a 
specific managerial problem, as i f  
one should have a special department 
in the office to take rnre of labor 
relations. No, these depend on the 
whole attitude of the society, not only 
within a particular firm. If you want 
to establish good labor relations in a 
country you must accept certain 
psychological aims for the society as 
a whole. I shall try to catch those 
aims in a few phrases. We must ac­
cept the idea of industry, commerce 
and administration as being means 
only. Industry is nothing in itself, it 
is just a means or an instrument that 
you use to reach a goal. T o reach 
this goal in Sweden we try to use as 
little as possible of goods and services. 
W e work for a good standard of liv­
ing, social welfare, and on top of 
that we are trying in  our country to 
do all these things not as mechani­
cally as possible, but in a democratic 
way instead. 
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One of the problems discussed by 
this conference is the competition in  
the world between different systems. 
We cannot be content with having 
freedom and good labor relations in 
our countries, we must also get good 
material and psychological results to 
win people inside and outside our 
countries. We run into that problem 
as soon as we look outside our 
country, e.g. at African and Asian 
countries, but also in some European 
countries. We must compete with 
other ideologies, we must convince 
millions of people showing them that 
our way of life is worth while to 
work for and that our accomplish­
ments are better than our competitors 
can reach. 

This conflict between democracy 
and dictatorship will be won by the 
society that can solve the workers' 
problem in the best possible way­
not only the material but also the 
psychological problems. In this re­
spect I think Sweden has managed 
fairly well mainly through a cooper­
ation between politics and trade 
umon work. As Mr. Kugelberg 
mentions, our salary unions, TCO, 
are not politically connected with the 
Labor party but the LO groups are. 
But I think it is necessary to work 
not only in the narrow trade union 
field but also outside that to get good 
results. Further, when we study labor 
market problems in other less de­
veloped countries, we shall not try 
to build up an ideology that suits an 
advanced market, e.g. like the Ameri­
can. We simply must not tel1 people 
in other parts of the world : "Here 
are our institutions, please copy them ! 
Jf you do it in a way different from 
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ours, i f  you have a politically stronger 
society built up, then it is no good, 
then you are dangerous !" 

I think that we have to accept that 
we must have in these countries not 
only efficient trade unions but also a 
rather hard economic policy, planned 
and directed in  such a way that we 
do not like to have in  our own 
countries. Why ? Because the problems 
of these countries are different from 
ours. We can only hope that they 
will in the future reach a better stan­
dard living .. To accomplish that they 
must work very hard. And we shall 
not expect business in these countries 
to develop along the same lines as has 
been the case in our part of the world. 
We must accept a different way 
of life in these countries and a differ­
cnt kind of cooperation between trade 
unions and political means that per­
haps is not so well accepted in 
most European and North American 
countries. 

The goals reached in Sweden might 
show to you that such a cooperation 
is not so dangerous. Sometimes it is 
said that what we cannot accomplish 
in the Swedish labor market by help 
of trade unioris we try to accomplish 
by political means. To some extent 
this is true. We have a three week 
vacation; in some other countries they 
have two weeks or something Iike 
that. This is generally accomplished 
through trade union negotiations, but 
in Sweden we have it by law. You 
may ask : Are the Swedish trade 
unions too weak to accomplish a three 
week vacation ? No, I don't think so, 
but from a practical point of view it 
has been found more efficient to do 
it through legislation. Further there 



exists i ndeed this cooperation between 
trade unions and the State and poli­
tics, and the problem is solved not 
by trade unions in the narrow sense 
of the word but by trade unions and 
politics by help of the State. And the 
same goes for the reduction of the 
weekly working hours, the health in­
surance and the newly enlarged old 
age benefits. 

Although we try to combine the 
trade union means and the purely 
political means we sti l l  are less social­
ized in this country than most other 
countries. Many European countries 
have right-wing governments but a 
much bigger percentage of state 
ownership. In Sweden 5 per cent of 
industry is in the hands of the State 
( and that includes telephone, tele­
graph and railway services) . 91 per 
cent is in private hands, and the 
balance, 4 per cent, is co-operative 
and municipal enterprise. In France 
I think State ownership in business 
and industry amounts to 2 5  per cent 
and in Austria 20-25 per cent. 
Further in France and Italy the whole 
banking system is in the hand of the 
State. 

By this I would l ike to emphasize 
that we have to go outside the narrow 
trade union concept-the narrow 
trade union bargaining system-into 
a broader field, the field of the society 
as a whole to pursue a trade union 
policy. That is why our trade unions 
are so strong, having organized 95  
per cent i n  i ndustry. In countries 
where the trade unions are weaker, 
covering e.g. 1/3 of the labor market, 
the attitude is different. Such "weak" 
unions have to fight to enlarge their 
part of the market; they have to be 

more active in such a way that they 
can get more members. In the news­
papers in such a country you get the 
impression that there is a big, open 
fight going on against the employer.­
Jn Swedish newspapers you do not 
find much of that, except when the 
annual negotiations start. It is indeed 
possible to work in a more indirect 
and cooperative way; you can have 
more friendly relations with the em­
ployers if you are strong than if you 
are weak, you can be more reasonable 
if you are without a competitor than 
if you have two competitors. An<l you 
can behave in a more democratic way 
too, which of course means that the 
employers, in thei r tum, also behave 
di fferently. I think that the dis­
crepancy between employers and em­
ployees in this country is very small, 
which explains how we can sit to­
gether, both parties, and calmly dis­
cuss the future in various fields. Be­
cause the two parties know that they 
wil l  meet soon again and if you do 
not meet in the trade union negoti: 
ations you might meet in the political 
field, in law discussions or export 
arrangements etc. 

This atmosphere is the essence of 
the Swedish labor market. If I was 
to say something about the industrial 
relations in a changing economy, 
judging from our Swedish experience, 
I would l ike to say that labor re­
lations constitute a psychological 
problem but also a technical - industrial 
material problem. 

1 Y ou try to get goocl labor re­
lations to i ncrease procluctivity; 
2 You must have good labor re­
lations because you shal l cooperate 
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not only between countries but also 
within a country. 

The trade unions must leave their 
narrow interest in the specific trade 
union field to take part in the whole 
society and very soon also in the 
changing economy of the world. To­
day wage problems will not be solved 
as merely national problems. The 
labor unions of the world must take 
interest not only in their own special 
branch of industry, not only in their 
own country, but also in the whole 
society and its relations to other 
societies where the buyers or the pro­
ducts may be. 

Sweden is an exporting country 
with one man out of four in meta! 
industry working for consumers in 
foreign countries. This means that we 
must take interest in international 
relations immediately if we are inter­
ested in wages and prices and employ­
ment policy and a higher standard 
of l iving. Attending these economic 
problems, we also must deal with 
political problems. Because there is 
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a world-wide political struggle going 
on, as you know, in these fields, and 
you can never trom the employers' 
side gain the majority of people in 
the uncommitted countries-in Asia, 
in Africa. The trade unions represent 
a much larger proportion of the 
people l iving in  these countries and 
the trade unions have much better 
psychological contacts with these 
groups than you ever can reach, what­
ever you invest i n  special PR-de­
partments. 

This is why we ought to operate 
via trade unions not only within our 
countries but internationally. We 
should help those new unions to de­
velop, because they are not against 
our reasonable interests, and we 
simply cannot solve international 
problems, neither in the technical nor 
in the psychological and political 
field, without the assistance of the 
majority of the population within our 
own country, without the majority of 
people on the continents that we try 
to make to follow our way of l ife. 



Recent Issues in the Field of Industrial 
Relations in the U. S. 

bJ' Neil W . Chamberlain 

The period of violence and experi­
mentation that occurred <luring the 
1930's in the United States in the 
field of industrial relations, and in 
the war-time and post-war years also 
with a good deal of experimentation 
but a good deal less violence, finally 
led in the 1950's to a decade of rather 
placid industrial relations. 

But within the last couple of 
years there has erupted a number of 
very interesting and even exciting 
problems in this general area of 
industrial relations. A veritable cata­
logue of new problems are confront­
ing us and some of the old problems 
are reemerging. Among these are the 
continuing presence of unemploy­
ment, the questioning of the extent 
to which automation is responsible 
for this, and whether structural un­
employment requires special measures. 
Problems are challenging our labor 
movement, which has failed to grow 
and has even lost a little ground in 
the last year or two. Among these 
is the question of jurisdiction, in part 
because of the rapidly changing 
technology which makes obsolete 
jurisdictional lines based on occu­
pations and in part also because our 
!arge corporations typically spread 
across numbers of industries, so that 

even our industrial u111ons now find 
that their jurisdictional lines may be 
inadequate in dealing with particular 
companies. Problems of job security 
have led unions to seek to impose 
restrictions on management's freedom 
to subcontract operations and to try 
to secure prov1s10ns for lifetime 
guarantees of jobs ( for their life-time 
or for their career).  On the other 
side, these labor efforts have led 
managements to try to buy back from 
the unions some of the provisions 
which earlier they had conceded with 
respect to the number of men re­
quired on particular jobs and other 
such matters. New legislation has 
been passed to preserve the integrity 
of our pension and welfare fonds 
and to increase the democratic rights 
or the democratic freedoms of 
members of labor unions within their 
u111ons. 

All these and many other problems 
I could recite, constituting a veritable 
Sears, Roebuck catalogue of issues 
into which I could reach, and pick 
out and discuss, but unfortunately­
or fortunately-our time does not 
permit us to dwell upon all of these. 
So I shall single out one on which I 
shall concentrate my attention. That 
is one which has come increasingly 

1 1 9 



to the fore in the United States, 
namely, the relationship of Govern­
ment to the collective bargaining 
process. With respect to this particular 
issue I shall concentrate on three 
isolated or independent events, all 
which, however, illustrate the increas­
ing problem in this broad area of the 
role of Government in industrial re­
lations. 

First of all, just a few words of 
background to remind you of the 
general framework in which our 
industrial relations are set. W e have 
a National Labor Relations Board, one 
of whose principal functions is to 
canduct elections in units which it 
defines, units which may range any­
where from a shop in a campany up 
to an association of employers. These 
elections are designed to permit the 
employees in that unit, as defined 
by the Board, to vote as to whether 
they wish to be represented by a 
labor union and i f  so, by which 
labor union. The Board also hears 
complaints of unfair practices en­
gaged in  by either union representa­
tives or by management which may 
be construed as designed to tear clown 
or jeopardize the bargaining relation­
ship. To this end certain provisions 
are specified in the law. One of these 
is ' the requirement that both the 
Union and the employer must negoti­
ate in "good faith" in an attempt 
to reach a collective agreement. 

At the same time, the law makes 
perfectly plain, and this has been 
standing philosophy in  the United 
States, that the Government is cam­
pletely uninterested in the terms of 
the agreement. There is no cancern 
by the board or by any other arm of 
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the Government in what terms the 
employer and the union eventually 
arrive at  in  negotiation. This is  i llus­
trated for example in legislation 
passed in 1 947 which among other 
things provided for governmental 
intervention in  what were determined 
to be emergency strike situations, one 
provision of which was that the fact­
finding board which was to be con­
vened in such situations was specificly 
forbidden to make even recommen­
dations as to the terms on which 
such an emergency dispute should be 
settled. So the standing philosophy 
has been that the Government should 
not cancern itself with the terms of 
the agreement, and this, you can 
readily see ties in with the kind of 
philosophy which believes that such 
things as wage and price decisions are 
really something to be decided by the 
private parties, by the negotiations 
that go on within the some 1 2 5 ,000 
to 1 50,000 separate bargaining units 
which arrive at separate ,callective 
agreements. At the same time legis­
lation specifies that the union may 
require an employer to negotiate with 
it on wages, hours and canditions of 
employment. 

That last phrase-"canditions of 
employment"-is somewhat ambigu­
ous, and there have been numbers of 
cases brought before the board in an 
attempt to determine what this in­
cludes. The Board and the caurts 
have construed this to include such 
things as the right of an employer to 
subcantract operations; the question 
of whether an employer's operations 
may be closed clown; plant location; 
pension problems; supplementary un­
employment compensation arrange-



ments, stock options, and a variety of 
other such topics and subjects. If the 
union seeks to bargain on such a 
subject and the employer refuses to 
negotiate with it, claiming that this 
is some privileged matter on which 
only management should have the 
right to make a decision, the union 
may then take its case before the 
board, charging that the employer has 
failed to bargain "in good faith" 
with it, which would constitute an 
unfair labor practice. Appeals from 
the board may be taken on up to our 
Supreme Court. By and large such 
disputes as have arisen over this pro­
vision have been decided in favour 
of the labor unions, so that there are 
relatively few areas which are immune 
to the union's right of negotiation, a 
right which is enforceable at law. All 
of this is by way of background. 

Let me now quickly proceed to 
these three events which suggest 
changing circumstances in the United 
States and the problem of private and 
governmental relations that is per­
plexing us, at the moment, and about 
which we are seeking to arnve at 
some tentative conclusions. 

First, Jet me refer to a report of 
which many of you have knowledge, 
issued by CED just this year after a 
study engaged in by a number of 
outstanding experts in this field, who 
over a period of approximately two 
years reviewed the industrial relations 
patterns in the United States. I will 
not attempt to summarize its con­
clusions but simply point to one of 
the most significant conclusions which 
they reached, namely, that this aspect 
of the law which I have just men­
tioned-the obligation, enforceable at 

law on the employer, to negotiate in 
"good faith" on the demand of the 
union-should be eliminated. The 
experts agreed that they would still 
retain the National Labor Relations 
Board function of conducting elec­
tions and of outlawing or declaring 
as unfair practices specific acts of 
employers or unions which are obvi­
ously designed to destroy the other 
organisation, but they would remove 
the government's concern with en­
forcing the obligation of an employer 
to talk and bargain and negotiate 
with the union about particular sub­
ject areas of the union's own choos­
ing. The CED study commission be­
lieved that it really should not be 
part of the business of the federal 
government to involve itself in the 
strategy of negotiations in the daily 
give and take of collective bargaining 
-it can readily be left to the unions 
and managements themselves to de­
termine what they will bargain about. 
Once the government has moved to 
conduct elections which have per­
mitted workers the free choice of a 
union within a given bargaining unit, 
at that point the government should 
for all practical purposes withdraw 
and leave it to the parties to continue. 
So that in this respect-and this point 
of view is shared by others outside of 
the particular study commission ap­
pointed by the CED-there is de­
veloping some sentiment for a lesser 
role on the part of government in 
industrial relations and withdrawal 
from some of the daily matters in­
volving union and management re­
lations. 

The second event to which I direct 
your attention is one which has al-
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ready been mentioned in  this confer­
ence several times and which I suspect 
you are all familiar with from your 
own newspapers. That is the steel 
controversy which took place in 
April 1 962, at which time the U.S. 
Steel Company initiated a price in­
crease following wage negotiations 
which had added to its labor costs. 
By raising steel prices it drew clown 
on itself the wrath of the Kennedy 
administration, and a sequence of 
events eventually led to the rescinding 
of that price increase. To understand 
or to appreciate the circumstances of 
that culminating event it is necessary 
to go back at least 6 months prior to 
it and to observe the antecedents. 
These included the concern by the 
Kennedy administration with the un­
favorable balance of payments, its 
fear that inflationary wage movements 
might worsen that situation, and the 
efforts then undertaken by the 
members of the Council of Economic 
Advisers to engage in genuine 
missionary work among management 
associations and with the labor unions 
in an effort to acquaint them with the 
nature of that problem and to try to 
persuade them of the necessity to 
exercise restraint in wage negotiations 
and then in any subsequent price 
actions which might be taken follow­
ing such negotiations. A short time 
after the members of the Council bad 
begun the series of meetings in which 
they tried to put across this notion in 
informal sessions with both employers 
and unions, our Secretary of Labor, 
Arthur Goldberg, whom some of you 
met on his visit to Sweden, delivered 
a speech in Chicago before an audi­
ence composed largely of business 
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men in which h e  made the assertion 
that in collective bargaining negoti­
ations of a major nature, when the 
government felt public interests were 
involved, it would not stand idly by, 
but would "assert" the public's inter­
est. Unofficially he put the steel 
industry on notice to the effect that 
the government was watching its 
negotiations and was concerned with 
their outcome. When the steel col­
lective bargaining agreement was 
signed with one of the smallest cost 
increases in years ( no wage increase at 
all, but some benefits that added ap­
proximately 1 0  cents an hour to labor 
costs), this was popularly construed 
as being the steel union's response 
to the Kennedy Administration's plea 
for restraint. There were other motives 
that may have been involved in that 
modest settlement but in any event it 
was widely construed in that fashion, 
and President Kennedy himself, by 
special communication to the steel 
union and the steel management, con­
gratulated them on the non-inflation­
ary settlement. It was in the light of 
this background that the increase in 
the price of steel, coming two days 
later, appeared to be not simply a 
slap at the Kennedy Administration 
but actually a violation of public trust 
or of good faith vis-a-vis the public. 
And there were numbers of editorials 
which chided the steel industry for 
the action it bad taken even though 
they admitted its right to take that 
action. In the light of this background, 
then, the successful attempt on the 
part of the administration to secure 
the rescinding of the price increase 
was viewed in numbers of circles as 



a victory for the public as well as for 
the administration. 

Now quickly to the third major 
event and then I shall try to draw 
some conclusions. The new adminis­
tration on taking office very soon 
appointed a committee of 21 indi­
v iduals, known as the President's 
Labor-Management Advisory Com­
mittee, composed of seven top level 
business leaders, seven top level union 
officials, five members representing 
the public plus the Secretaries of 
Labor and Commerce. That committee 
of 21 settled down to examine a 
number of major areas in the field 
of union-management relations or 
dealing with economic matters affect­
ing or affected by union-management 
relations. One of these areas was that 
of collective bargaining and emergen­
cy disputes. After a good deal of 
discussion and compromise there fi­
nally cmerged a report which re­
commended a greater attention by the 
unions and managements to their joint 
responsibility to the public and which 
called for a greater grant of power 
to the federal government to protect 
the public interests in emergency or 
major disputes. It used this language, 
and I quote from their report " ... in­
asmuch as the welfare of vast numbers 
of our citizens who are not directly 
concerned in these disputes is in­
volved, and the economy of the 
country is often adversely affected, 
we conclude that there is a clear need 
for more effective governmental ac­
tion under existing circumstances." 
The "more effective" action which 
that Committee called for was the 
presidential appointment of public 
boards capable of making and publi-

cizing recommendations for the terms 
on which major disputes would be 
settled. The only person on this 
Committee of 21 who specifically 
dissented from their recommendation 
was Henry Ford II. But the other 
members, including the six other 
representatives of business, agreed to 
that recommendation. 

It would be hazardous I realize, to 
read from these three isolated events 
any sort of a trend, but I venture to 
suggest that they do give this kind of 
an indication-that in the years im­
mediately ahead our federal govern­
ment may tend to withdraw from 
some areas where it has been involved 
in the daily activities and the routine 
collective bargaining aspects of our 
industrial relations systems, that it 
will no longer feel that it i s  a proper 
function of the government to try to 
act as a debating coach which brings 
the parties together to talk to each 
other, standing by to induce the ne­
gotiations but with no concern for the 
terms which emerge. And on the other 
hand the long historical tradition of 
government non-interest in the speci­
fic terms of the settlements of the 
collective agreements may be gradu­
ally dissolving into a feeling that at 
least with respect to major negoti­
ations or with negotiations occurring 
at critical times there is a public 
interest that is involved, a public 
interest which requires the govern­
ment in its representative role to in­
volve itself more deeply in the actual 
terms which emerge from the col­
lective agreement. This would repre­
sent almost an about-face from the 
present situation when the govern­
ment is concerned with the pro-
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cedures, but unconcerned with the 
terms: we are becoming less con­
cerned with the procedures willing 
to leave these to the parties to a 
greater degree, at any event-but are 
becoming more deeply concerned as 
to the specific terms. There is of 
course a question which bothers many 
people, and you have heard this ex­
pressed by representatives of the CED 
group here at this meeting, as to 
whether this is a desirable course of 
action. We could also go on to say 
that even if this course of action 
should actually emerge there is then 
the further question as to how the 
government may effectively involve 
itself in the definition of terms of 
collective settlements. If time per­
mitted I would like to tie this in with 
Herbert Stein's comments of the 
morning as to his belief that full 
employment, as a desirable objective, 
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could be obtained without what he 
believed to be "excessive concern" 
with wage and price settlements. If 
he should be right in this respect then 
there may be relatively little need for 
the government's involvement in the 
specific terms of settlement except in 
unusual circumstances, but if be 
should be wrong or at least if his 
degree of confidence is perhaps a bit 
exaggerated, and if there is indeed 
danger that collective bargaining 
settlements in the major bargaining 
units do have an inflationary po­
tential, then we may see some ex­
perimentation with ways in which the 
government can "assert" the public 
interest ( to use Secretary of Labor 
Goldberg's phrase) by intervening in 
collective bargaining determinations 
in ways which have not yet received 
any consensus and perhaps have not 
even been very deeply thought about. 



Discussion 

Rene Belin : 

First I would like to say to Mr. 
Hagnell that there might be a good 
deal of nationalization going on in 
France, but we must not forget that 
this has been done through the Social­
ist Government ( or, if not Socialist 
at least a government containing 
many socialists). Further it is not 
completely proved that strong, united 
labor movements are enough to 
guarantee social peace. In France, for 
example, the labor movement i s  in 
minority, with 2 5  per cent of the 
wage earners being organized mem­
bers. Only two million wage earners 
are organized and they belong to four 
or five different organizations. But 
there have been periods when there 
was a French mass labor movement. 

I should like to mention three 
periods : 1920-1921 after World 
War I when thousands of people 
j oined a s ingle organization. This ad­
venture ended in a wave of strikes, 
which led to the disappearance of this 
mass labor movement.- The second 
period was 1936. Again we had a 
mass labor movement, with five 
million workers in one organization 
and 360,000 in another. In 1938 
there was a general strike, and after 
that there were only one million 
peopJe left in the labor movement.­
The third experience was in 1945-
-1947 .  Once more two organizations 
predominated in the French labor 

movement. One had 7 million 
members, the other 800,000. This 
ended in two huge strikes. In the 
autumn of 1947 when the strike could 
not be resolved-the army was partly 
mobilized. In the autumn of 1948 an­
other strike was called which ended 
in violence, the workers leaving their 
tools. 

These were examples of labor 
movements destroying themselves. I 
make these observations in order to 
contradict the basic assertions in con­
nection with the Swedish Jabor organi­
zation. I don't consider Mr. Hagnell's 
thesis valid in all countries to the 
same extent. 

The key problem of our time is 
the economic confrontation of East 
and West. The issue of this con­
frontation must be fatal for one or 
the other part, and consequently the 
solution is important to the whole 
destiny of the Western world. Most 
of tbe labor organizations in the 
Western countries know very well the 
importance of this confrontation and 
therefore they have in general a favor­
able attitude towards economic ex­
pansion and growth. They even have 
a feeling that they work to reach 
these goals : they further technical 
progress by forcing employers to 
rationalize their production and their 
marketing system. 

But in taking this rather abstract 
position it seems that in certain cases 
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they do not have sufficiently precise 
an idea of the dangers which this 
growth might cause when one is too 
preoccupied and unable to survey the 
progress which might be achieved. 
There are ways of eating one's corn 
in the seed. It seems that Sweden is 
an example which many countries 
should follow, but it might be ques­
tioned whether this country does not 
enjoy special conditions. The Swedes 
have lived in peace for 1 50 years : 
you have not experienced the material 
destruction and you did not have your 
economy ruined by invasion. This is 
no reproach. But it is a fact that 
Sweden enjoyed considerable wealth 
and prosperity while other countries 
were suffering at the same tirne. Not 
only were the economies of these 
countries destroyed materially, there 
was also a profound moral and poli­
tical deterioration. The great tragedy 
of our era has made it necessary to 
wipe out the memories of this period, 
to reconstruct the whole society. In 
this case Sweden is a good example 
to us. 

Bertil Kugelberg : 

First a few additional remarks on 
"rationalization" . In the agreement 
between employers and workers con­
cerning Time and Motion Studies you 
find in the first paragraph the motives 
and principles which both sides have 
agreed upon. I quote from this : 

"A continual development of effici­
ency in industry and production is a 
general and essential condition for rais­
ing the standard of living of labor and 
the nation. Such rationalization must be 
carried out continually in each enterprise 
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in order to enable it to keep pace with 
technical developments. I t  i s  a common 
interest of the entire personnel of every 
enterprise to assist in making it  truly 
competitive. Like all other members of 
the community the employees will bene­
fit by a rarionalization which leads to 
increased production and thereby basic­
ally contributes to a general improve­
ment of the standard of living. Measures 
which aim at freeing production from 
unnecessary material and labor costs are 
important elements of any such rational­
ization. Time and motion studies, i f  
rightly applied, are appropriate means 
for attaining this aim." 

Then I would like to sum up the 
basic facts which I think are of inter­
est on the labor market. The first 
point is that we have strong organi­
zations. The second point--which we 
have not mentioned-is that the 
Swedish organizations are built up 
industry-wise, so that every worket 
in an industry belongs to the same 
union. This is very important. People 
are willing to fulfil contracts. Both 
employers and labor leaders are sensi­
ble, well informed and have a good 
knowledge of economy. But most 
essential is the good atmosphere. That 
makes open discussions possible and 
both parties respect and have con­
fidence in the other. 

Neil W. Chamberlain : 

I might just recount one statement 
that was rnade at the recent White 
House Conference on National Eco­
nomic Issues by one of our senior 
respected economists, who reminded 
us of the development of the theory 
of free markets stemming from Adam 
Smith ( as well as predecessors of 



Adam Smith, but we usually go back 
to that great Scotsman) ,  where we 
think in terms of the freely moving 
forces in the economy as being 
guided, to use his phrase, by an "in­
visible hand" to arrive at results con­
ducing to the social welfare. 

Then as the years passed we began 
to see the spread of corporations with 
their use of collective capita!, the 
spreading and the advancing pace of 
technology, the rise of labor unions 
designed to secure the interests of 
workers. We found that institutions 
had changed sufficiently, that the old 
conception of the free market, stand­
ing alone, could no longer be con­
s idered adequate. We moved into an 
era when collective decisions and col­
lective bargaining played a more im­
portant part, supplementing the insti­
tutions of the free market. And then 
professor Nourse posed as a thought 
worth examining, not as a settled 
conclusion of his own, a rather dis­
turbing possibility-disturbing since 
all of us dislike change when it dis­
rupts our settled ways of life and the 
institutions with which we are fa­
miliar. Conceivably we may be mov­
ing now into a new stage where, with 
tbe further growth in the size of our 
organisations and with same of the 
problems that are posed in our inter-

national relations, it may be that we 
can no longer base our reliance on the 
institutions of tbe free market supple­
mented only by private decision-mak­
ing of the union-management nature 
or within the !arge corporations. We 
may be moving now into a new era 
where there may be the need for 
further changes in our economic de­
cision-making processes, so that along 
with the free market-which we can­
not do wholly without-and along 
with private decision-making of the 
collective bargaining sort, etc. there 
may be a growing need for new insti­
tutional devices which will involve 
governmental representation of a 
kind that we have not hitherto ex­
perimented with and where conceiv­
ably we may have to go through a 
little bit of the travail and pain that 
occurred when we developed some of 
our collective but private decision­
making techniques. 

I pass this thought on to you be­
cause it is an interesting even if dis­
turbing one. It does, I think, alert us 
to thc fact that change is something 
that we cannot very well control and 
that it may involve some adaptation 
on our part to circumstances that are 
undergoing considerable transform­
ation around us. 
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Means of Intensifying the International 

Cooperation in the Fields Discussed 

Some Final Remarks by Alfred C. Neal 

When this subject first was assigned 
to me, I thought of it as a strictly 
administrative problem; that is to say : 
How do we work better together on 
whatever it is we are going to work 
on I But then when I saw the phrasing 
"means of intensifying the cooper­
ation in the fields discussed", this 
surely has two meanings. Cooperation 
among whom I How do we get our 
governments and our national policies 
changed, for example, so they will 
more adequately reflect the great wis­
dom which has been poured for us 
from this group. That is one meaning. 
The other one is : How do we ob­
tain cooperation from each other in 
furthering knowledge in the fields in 
which we are interested I These are 
two different problems. Not bcing 
able to make a choice I am going to 
say something about each, because 
they are related, and I think I have 
in the course of this c!iscu:;sion found 
that relationshi p. 

All the organizations and individu­
?.ls here share a great deal of common 
philosophy. We are a part of the 
West, of a society in which freedom, 
individual choice, enterprise, self­
Jevelopment are all basic. This makes 
our ta:;k easier and I think it makes 
the task of persuading governments 
a. little easier, so long as we do not 

have governments that depart too far 
from these basic principles. 

Professor Schneider recalled to 
mind those relatively easy days for 
economists when all you had to do 
to cover international cooperation 
was to have a concluding chapter 
on business cycles and a couple of 
chapters on the gold standard, ex­
change rates and the self-equilibrat­
ing mechanism. There v.. as agreement 
about the structure of the world 
economy which was implicit in the 
whole of economics. The role of 
government and of the equilibrating 
mechanism among countries were 
built in to the very body of economics 
itself. It was very simple. But then, 
j ust at the time everybody was trying 
to understancl it and behave properly, 
it all broke clown and then, years 
later, we bad to start to build some­
thing new. 

Now we have new clupters in the 
book ; in fact the book is different. 
It starts with something like the gross 
national product. What cletermines its 
size I How do you make it grow 
faster I How do you smooth the 
growth I Despite the fact that we 
comc from different countries and 
discipl ines, we have all been reciting 
the same basic goals. Now, on goals, 
there seems to be a rather general 
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agreement : full employment, a satis­
factory rate of growth, stable prices, 
balance of payments equil ibrium. 
Herbert Stein introduced another goal, 
a minimum role of government. I am 
not sure whether that is a goal or a 
means, but I think that among the 
groups here (with a considerable de­
gree of latitude as to what you mean 
by a "minimum role of government" ) 
this goal might be added. So we get 
down mainly to means of achieving 
goals as the big problems with which 
we have to deal . 

Because we have little time, I am 
going to go very fast and leave out 
a lot of the logic that may be re­
quired to develop my position pro­
perly. It seems to me that with the 
recreation of convertible exchanges, a 
liberal trading policy, relatively free 
capita! movements and the creation 
and possible expansion of the 
Common Market, we can reduce this 
"embarras de richesse" so far as 
means are concerned to a very con­
siderable degree. I am not sure that 
all of them can be encompassed with­
in the familiar monetary and fiscal 
policy boxes, but I think certainly the 
most important of the means for 
achieving these goals will fit i nto 
them. let me explain this a l ittle 
further. 

In the period from the great de­
pression through the war until the 
restoration of convertible currencies i n  
the leading countries, national poli­
cies for achieving full employment, 
growth, stable prices, balance of pay­
ments equilibrium, could i nvolve a 
wider range of choice than monetary 
and fiscal policies. There were di rect 
controls : exchange controls, quotas, 
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quantitative restrictions-to say noth­
i ng of a considerable degree of free­
dom about tariffs and currency de­
preciation. With the formation of the 
Common Market this range of choice 
of means, which allowed a good deal 
of independent national policy for 
achieving these goals, is no longer 
available. I should l ike to see one 
member of the Common Market, for 
example, as it is presently constituteci, 
devalue its currency except with the 
complete concurrence of the other 
members. ( A revaluation, as in the 
German case, is something else.) I do 
not think you necessarily have to get 
agreement on the up-valuation but 
for the deval11ation I think it would 
be difficult. If we continue to make 
progress on liberalizing trade, viz. i n  
reducing tariffs and other restrictions 
to trade, a country which gets into 
balance of payments problems and in­
flation problems cannot use those old 
means of raising tariffs, imposing 
quantitative restrictions or even de­
valuation. So I think that i nde­
pendence of policy which has worked 
so well from a national point of view 
in most of Europe in recent year, is 
going to be constrained. On th is  I 
may be wrong, but in any event I 
think we need to find out whether 
in fact wc are all facing a more 
l imited range of choice in the means 
of obtaining these agreed-upon goals 
than we have had bcfore. In th is re­
spect I think that Mr. Stein's emphasis 
upon the role of government-and i t  
has been brought into the labor dis­
cussion also-is very important. Be­
cause this is something fundamental 
to individual and phi losophical values 
which are even more important than 



full employment, growth, stable prices 
etc. 

One of the problems in this con­
nection is : Do you have a structure 
in your economy which in fact per­
mits minimization of the role of 
government ? Mr. Chamberlain gave 
us a very good example : because of 
the size of the contending parties, the 
government in our own country has 
felt that it must directly intervene in  
the heart of a market process, viz. the 
determination of prices. Here we may 
have to work not only at the alter­
native of a government expressing 
the public interest in price wage 
matters but on the other side as well; 
how can the structure of the economy 
be changed so that this excuse or 
need for intervention is unnecessary ? 
This surely is a problem that we share 
with Europe. 

I have been impressed i n  the dis­
cussions here with the "more easy 
acceptance" of the role of government 
in most of the economies in Europe 
than we have in the United States. 
This has been commented on many 
times and I am sure that there are 
many of our learned scholars who be­
lieve that in this respect we are 
merely backward and reflecting our 
largely agriculture history etc. Actu­
ally I think that there is some rele­
vance to these attitudes in the mere 
size of the economy. 

I think that we might pose a pro­
position that the larger the size of an 
economy, the freer it can be. As Mr. 
Schneider and Mr. Houser pointed 
out, we rely upon millions of un­
coordinated decisions to produce a 
totality of result whether it be growth 
or income or product development. 

We rely upon these millions of de- •• 
cisions to bring out a total result 
which is satisfactory. If there are not 
enough decision makers or producers 
in an economy to assure competition, 
then all the questions involved in 
planning of growth and development 
arise, especially in  the small under­
developed economies. Small econo­
mies may have room for one automo­
bile tire factory, one steel mill, mainly 
because they want to control their 
own destiny rather than to participate 
in the free world economy. The 
classic way of making every economy 
big was to have free trade, but be­
cause of restrictions imposed by 
nationalism or transport difficulties 
small economies have a limited possi­
bility for free and unregulated industry. 

I think that this is one of the 
reasons why we find a more ready 
acceptance of a larger role of govern­
ment in the somewhat small econo­
mies of Europe and in the smaller 
economies of the underdeveloped 
countries than we do in the United 
States. This is a reflection that I am 
making with as high a degree of ob­
jectivity as I can, because I do not like 
the conclusion that I am arriving at. 

The other side to this conclusion 
that I think is relevant for our 
European discussions is that the small 
economies of Europe are being thrown 
into an enormous market. If we 
follow the implications of this, the 
degree of freedom available to the 
decision makers in Europe should be­
come very much wider. This has 
application to the question of what 
to do about displaced labor. If there 
is freedom of movement of labor, 
there are millions of opportunities i n  
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the larger economy in Europe. The 
size of the economy has a great deal 
to do with the size of the retraining 
program. In a small economy there 
are not the alternatives available and 
therefore you must have much more 
consciously planned efforts to get 
people trained and placed for new 
jobs. In a bigger economy many of 
these problems will disappear. So the 
thing that I as a student of these 
things in this conference am con­
cerned with is whether the full impli­
cations of the greater degree of free­
dom possible as a result of the for­
mation of the Cornmon Market is 
fully realized ; whether we are on a 
path toward a greater degree of free­
dom arising from the larger economy 
that is going to result or whether 
same old habits of the past will be 
carried over and we sball have to be 
reeducated. 

Another problem which botbers 
me very much also bas to do with the 
structure of the economy. Now that 
we have convertible exchanges and 
stable conditions in many countries, 
capita! is once more becoming venture­
some and crossing national borders. 
It seems to me that the possibilities 
of tbe flow of capita! over national 
barders are much more limited in one 
direction than they are in the other. 
The United States has no restrictions 
on the movement of capital whatso­
ever, so far as I know. And tbe New 
York capital market is so !arge that 
it seems capable of absorbing almost 
any amount of either short or long 
term fonds. But the possibility of the 
flow in the opposite direction to the 
Common Market is extremely limited. 
Professor Lipfert, who discussed these 
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matters with us, has studied them and 
he quoted some ratios of size to me. 
I may remember it incorrectly, but I 
think he said that the New York 
capita! market is far larger than all 
of Europe's capital markets combined. 

So there is not in Europe a capital 
market of sufficient size to balance 
the New York capital market. I do 
not know whether the free part of 
the world needs one, two or a dozen 
capita! markets, but I do know this : 
the instruments and mechanisms for 
a free flow of short term capital are 
very much limited on this side of the 
Atlantic. Markets are small, the types 
of securities used do not readily fit a 
market system, and there are re­
strictions on foreign ownership of 
domestic securities and domestic own­
crship of foreign securities in many 
European countries. W e need very 
badly a study of how capita! markets 
in Europe are functioning, how they 
are organized and wbat are the possi­
bilities, when the Common Market i s  
expanded, of  expansion of  the capita! 
market in Europe. And can you have 
more than one large capita! market 
within a single free trade area ? I 
think there are technical reasons for 
arguing that one is far more efficient 
than several. If we are going to facili­
tate the means for obtaining our goals 
we will have to study these problems. 

Another problem is the difference 
in tax structures among countries that 
are in close competitive relationship 
with each other. A leading example 
is the treatment of indirect taxes 
under the GATT rules, although the 
question is broader than that. Mr. 
Stein put bis finger on a very im­
portant part of the problem when he 



said that it may be that our taxes on 
profits-at least in the United States 
- are too high. This may mean that 
as the United States becomes more 
closely related to Western Europe­
as we get our tariffs lowered and 
competition really gets tougher-that 
we shall have to do something about 
our tax structure. These are not par­
ticularly new ideas but we are facing 
some new problems. Governments 
organised in the OECD and in the 
GATT are trying to deal with these 
problems. Yoy may think I am cynical 
but I doubt very much that govern­
ments are going to generate the best 
ideas about how to deal with the 
means for obtaining these goals on 
which we in this conference may have 
a pretty good agreement. At least I 
think that the governments involved 
would profit from the competition 
of ideas in the market place. And I 
consider it important that ideas be 
put into the market place not only by 
governments and not only by research 
people in universities but that they be 
put into the market by people who 
know how the ideas will be carried 
out in terms of effects upon indi­
vidual enterprises, labor organisations 
etc. And this, I think, is the great 
opportunity which lies before us for 
cooperative work among these groups 
which I think share a basic philosophy. 

I think we need the experience and 
the study and the insight which can 
be provided by the combination of 
scholars and business executives work­
ing together in order to come up with 
the best ideas for policy. Those ideas, 
when they are developed, will get into 
the OECD, the GATT and other inter­
national organisations. lncidentally the 

OECD itself-as it now exists-came 
out essentially of a conference of 
private and govemment people. 

Alongside the development of these 
ideas and putting them into the 
market place, there is another func­
tion which has certainly been illus­
trated in the discussion of the way in 
which the Swedish labor market and 
organisations work. And that is the 
need for understanding of the eco.­
nornic f orces, of the policies that are 
being discussed. We all share also 
that objective of educating ourselves 
first, then the public, to the best of 
our ability. 

To this end I would like to make 
orre plea-on the practical side. We 
distribute each others publications, we 
make them easily available to each 
other and we have had some success 
in putting the publications that we 
receive from the European organisa­
tions into the hands of both our 
business people and our university 
people in the United States. But there 
is a great scarcity of basic factual 
studies covering many of the subjects 
dealt with in this conference in a 
form which can readily be used by 
university people, business organisa­
tions etc. and particularly from the 
continental countries. E.g. there is 
simply no good study on this business 
of capital markets. So I hope that 
groups in Europe will contribute to 
the stream of research and ideas more 
than they have. Because if we are 
going to work together we need to 
know more about some of these basic 
problems which we have discussed ; 
we need to have an instrument for 
conveying what we know and what 
you know to a much wider audience. 
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Discussion 

Göran C-O Claesson: 

What interests me most is how can 
we organize tbe cooperation between 
the "avant garde" -organizations in tbe 
different countries. Trying to answer 
tbat question I always come to tbink 
of tbe influence that the Federalist 
movement bad on the continent. I 
wonder : Could we get the same 
strength, could we in any similar way 
through our organizations spread our 
ideas about different problems of the 
society ;, The contacts are established, 
we have for instance a fairly good cx­
change of publications. 

This widened distribution of infor­
mation seems to work. However, when 
it comes to tbe production of the 
information we seern to be quite 
"national", e.g. SNS will as a rule 
choose Swedish authors, Swedish 
lecturers. I would suggest tbat we in 
the future did not limit our field of 
vision to our own country. On the 
contrary we should make it a rule to 
discuss projects of research etc. across 
the barders. It would not be particu­
larly expensive, because it would in­
crease our chances to get the right 
people. 

International cooperation is neces­
sary. As an introduction to such 
cooperation conferences like this are 
extremely valuable. But in spite of 
this I dream of a time when we can 
do without them, without ambassa-
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dors, without agencies taking care of 
a lot of very different interests which 
happen to be located within one 
particular nation. I think we will be 
much better off when we continously, 
in our everyday life, keep contact witb 
otber countries. 

What we should do is to pioneer 
such a development, so tbat we fairly 
soon can reach a stage when it will 
seem natura! to cooperate with foreign 
authors, to invite foreign speakers, to 
have manuscripts commented upon in 
other countries and to sell books 
internationally. 

Wben we reach that stage we can 
be sure of a mutual interest between 
different countries, big ones and small 
ones. 

Alfred C. Neal: 

I think tbat Mr Claesson's suggestion 
about being more universal is some­
thing that we in our own unsyste­
matic way have been trying to practice 
and I might just tel1 you how far we 
have gone. I do not know how far 
we are going to go, because we do 
not have any long range plan. 

Last January we bad a session with 
representatives from, I think, all of 
the organizations with whom we are 
working except the Japanese just on 
the question of choosing our own 
subjects for research, our own inter-



national subjects. We spent a long 
time discussing what we ought to do 
and then-as a result of that dis­
cussion-we recommended the pro­
gram to our Research and Policy 
Committee. 

In carrying out the research-in 
several fields already-we are em­
ploying foreign scholars to prepare 
documents or small studies for us. 
We have one project on higher 
education as a preparation for busi­
ness; we asked an English manage­
ment specialist to write one of these 
papers; we asked a French person 
who is well acquainted with higher 
education to prepare a paper and we 
are combining those with our own 
papers. 

In our work in the Central American 
field we have some papers being pre­
pared by people from that area. In 
our work on Japan and the world 
economy we have urgently requested 
that the Japanese prepare some ma­
terial and we in our turn are prepar­
ing material. We have completed one 
joint project on the Common Market 
in which the CEPES groups and CED 
worked together over a considerable 
period. We each came out with a 
statement, we published the two state­
ments together in each of our own 
countries. 

What we have not done to any 
great extent, although we have had 
visits is to have a staff member either 
of our own go to some country for 
an extended period or people from 
one of the other groups come and 
work with us for an extended period. 
For short periods we have bad visits 
-Miss Topping on the Tariff study 
came to Sweden, which pioneered · the 

work in that field. Certainly this was 
a case where work done by one group 
inspired immediately a reaction from 
another. We are also going to have a 
Tariff study comparable to the great 
Swedish Tariff study. \Xfe also have 
bad short visits from the British 
scholar who was working on the 
British version of this comparative 
tariff study. 

So, I think we are disposed to have 
a great deal more of what Mr. Claes­
son has proposed. I would like to 
emphasize, however, that-and I do 
not mean to be critical- we do need 
this flow of research, these smail 
publications such as PEP and SNS do. 
And-if you must talk about small 
and !arge countries-I think one of 
the great roles of the small countries 
is that objectivity for a small country 
is a matter of necessity. This is indeed 
beneficial to other countries that may, 
for reasons perhaps of their own size 
or other reasons, not be able so easily 
to achieve this objectivity. So one of 
the great hopes for us is that Sweden 
will continue to excel in its research, 
that SNS will be the spearhed of this 
research and that we will have the 
benefit of it. 

Jonas Nordenson : 

I shall not try to summarize our dis­
cussions <luring this conference, be­
cause I think that such a summary 
would violate something of the versa­
tility of our discussions. 

We have not made any exact con­
clusions about measures to be taken. 
The idea of coordination has certainly 
been emphasized, but at the same 

1 3 5  



time it has been stressed that national 
traditions and characteristics call for 
a variety of policies and measures. 

We have to tackle the problems; try 
to find solutions and not only hope 
that they will solve themselves. To 
accomplish something I think it is 
most important to use a process of 
trial and error, in which we certainly 
should emphasize the common de­
nominators and the need for co­
ordi nation but also respect the nation­
al differences and characteristics. 

One of the advantages of this con­
ference is the exchange of ideas and 
the greater understanding which we 
come to. I believe that among our 
policy measures we ought to have not 
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only "credit policy" and "fiscal 
policy" and "balance of payments 
policy". I think that the information 
and furthering of understanding will 
in itself be an important policy 
measure in times to come. 

Such a policy measure will be 
open to all groups and individuals 
in society. Thus everybody will be 
able to participate in governing and 
guiding their countries towards a 
better future.-Finally, to further 
understanding and to increase infor­
mation we must have faith in the 
future, in the development and in 
the economic systems which we want 
to use ourselves and bring over to 
new countries. 
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