
ECONOMIC WEEKLY 

European Switchback 

A S H O R T while ago, the Econo
mic Commission for Europe 

issued a report giving a picture of 
European revival to the end of the 
first quarter of this year. It was 
a cheery picture, showing that the 
continent was well on the way to 
resuming its classic garb, where 
fine food and constant hot water is 
accompanied by hundreds of years 
of the finest architecture and art. 
When, in May 1945, the European 
nations' brought to an end their 
five-year essay in blowing each other 
to bits, one felt that Europe would 
never be safe for American m i l 
lionaires again, that never again 
could young intellectuals recapture 
the spirit of Balzac and Flaubert, 
nor even Hemingway or Duhamel. 
Europe was now, it seemed, to 
merge w i th Africa and the, East in 
a gr im struggle for the most ele
mentary necessities of life, a strug
gle in which the hunger of the many 
was to be given priority over the 
luxury of the few. 

To reinforce this suggestion was 
the fact of rising industrialisation of 
the under-developed areas, as well 
as rising demand for their raw ma
terials, which had induced a marked 
shifting of the terms of trade since 
pre-war days. T i l l the end of the 
thirties, the product of one hour's 
European labour might exchange 
for the product of ten or more 
hours of Asiatic or African labour. 
Now the ratio was moving against 
the industrially developed parts of 
the world . 

Now, of course, this country's 
terms of trade have deteriorated 
still more, partly owing to devalua
tion and, more recently, owing to 
rearmament, but, at the same time, 
the ECE report shows that there 
has been an amazing European 
revival in the past few years. The 
general index of industrial produc
t ion shows the first quarter of 1949 
to have, been 17 per cent in advance 
of the first quarter of the previous 
year, while the first quarter of 1950 
showed an increase of nearly 28 
per cent. There was, of course, 

a wide dispersal about this average, 
the lowest increase being for Spain 
and the highest for Hungary. Com
paring industrial production for the 
first quarter of this year wi th the 
similar period of last year, Austria 
shows an increase of 34 per cent, 
Western Germany 18 per cent, the 
United Kingdom 9 per cent and 
the USSR 22 per cent. I taly shows 
an increase of 14 per cent and 
France and Blegium, surprisingly 
enough, show decreases of 2 and 3 
per cent, respectively. The main 
contributor to the rise was the tex
tile industry, though coal, electric 
power and building materials also 
manifested a steady increase. 

As for prices, in many countries 
they actually fell between August 
1949 and A p r i l 1950. Only in 
France and Finland was there a 
considerable rise—of 9 per cent in 
each case—while in Austria, West
ern Germany, Belgium, I taly and 
Switzerland the fall varied between 
1 and 3 per cent. Intra-European 
trade, too, showed considerable im
provement. "Following immediately 
upon the. devaluation of many 
European currencies in September 
1949," the report says, "the pre
ceding stagnation of Europe's trade 
during the summer of 1949 gave 
way to substantial increases in 
exports both to overseas and to 
other European countries—while 
imports from overseas declined 
sharply. This development was not 
wholly the result of devaluation . . . 
the beginning of trade liberalization 
among western European countries 
contributed heavily to the increase 
in their trade w i t h one another." 

To descend from the statistical 
to the literary, the result of all this 
development was made manifest in 
the shop windows. The few 
shoddy and pathetic items of three 
or four years ago had, by the mid
dle of this year, given way to a 
glit tering exhibition of desirable 
things. Clothes, furniture, domes
tic gadgets and machinery, food, 
jewellery and motor-cars have 
appeared in abundance—though it 

must be mentioned that their prices 
put them out of the reach of most 
of the people: who make them. But 
that, of course, is nothing new. 
British and American tourists can 
afford them in moderation and so, 
of course, can black-marketeers, 
rul ing princes and others, who have 
returned to their play grounds of 
ten or twenty years ago, of the 
days before the war or before the 
slump. The lights are going up in 
Europe, i l luminat ing an old and 
familiar scene. 

Preparing For W a r 

But now, of course, as if not 
satisfied wi th the job they d id 
between 1939 and 1945, the nations 
of Europe are busily preparing for 
another carnage. On the; Amer i 
can economy this w i l l have the ef
fect of disposing of the vast sur
pluses that began accumulating at 
the beginning of 1949, but on 
Western Europe, where the sur
pluses were showing themselves only 
in a w r y early form, the effect w i l l 
be more evident. Hugh Gaitskell, 
the new Chancellor of the Exche
quer, mentioned this week that it 
might become necessary to re-impose 
controls both on labour and the 
allocation of raw materials. Indeed, 
M r . Morrison went so far as to say 
that, at some stage in the near 
future, it might be necessary to put 
into permanent form those war-tune 
regulations that were introduced 
to shape the economy to the ends 
of war. ' 'While we rely on and 
get the co-operation of the great 
majority of firms in the export 
drive," he said, ' 'There has to be in 
the background, for the recalcitrant 
few, powers to decide how much 
of a firm's production should be 
for export and how much for the 
home market." Bulk buying and 
selling of copper, lead, zinc, alumi
nium and chrome ore would 
continue. 

One effect of rearmament has 
been to shoot up the prices of most 
raw materials, including cotton, 
and this has led to a contraction of 
effective demand for finished pro
ducts coincident wi th a considerable 
increase in supplies. Clothing 
prices in Britain have been rising 
week by week, as has the price of 
household textiles, and Britain's 
traditional overseas markets are 
becoming more and more difficult 
to maintain. Last week-end a con-
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ference was held by the Cotton 
Board in Manchester to discuss 
Ways of improving the industry's 
efficiency. At the conference it was 
announced that new talks would be 
held between the Board of Trade 
and the Cotton Board to review 
the progress of the last few years 
and to make plans for the future. 

Other alarming movements have 

been the increased price and d imi 
nished supply of' newsprint, that 
have again reduced the size and 
quantity of our newspapers, and 
the fall in manpower in the coal 
mines. Wages in that most dis
agreeable of industries arc still too 
low to attract sufficient manpower, 
though earnings averaged 179 shil
lings in the second quarter of this 

year, and any further increase 
beyond the £3½ mi l l ion recently 
awarded by the Industry's Refer
ence Tr ibunal would put up the 
price of coal and further embarrass 
the country's industry. 

The age of bottle-necks is appear
ing and perhaps mid-1950 saw this 
unhappy continent as prosperous 
as she w i l l be for some time to come. 

How Much Are We Saving Now ? 
H. T. Parekh 

THE admirable analysis of the 
economic problem contained in 

the Report of the Fiscal Commis
sion must make it an useful docu
ment for the student of Indian 
Economics. When, however, one 
turns to the Report for realistic 
assistance, certain deliciencies be
come apparent. In particular, one 
would have expected the report 
to throw more light on the actual 
process of capital formation. A l l 
that the Report has to say on the 
process of capital formation is to 
mention the stages of creation of 
savings, their canalisation into i n -
vestible funds and conversion into 
capital goods. The w i l l and the 
capacity to save of invididuals, 
corporations and public authorities 
are merely mentioned as in a text 
book without any attempt to go 
into the dynamic question of the 
relative importance of these seg
ments in the growth of savings and 
investment today and a quantitative 
assessment of them, however rough 
it may be. Unless we descend to 
the earth from the rarefied atmos
phere of generalities, how can for
mation of a concrete policy be pos
sible? 

It is regrettable that the Fiscal 
Commission has nothing to contri
bute in estimating the volume of 
available savings in recent years, the 
form of investments in which they 
flow and what is the relative signi
ficance of personal savings as against 
corporate savings and savings in 
the private sector as compared to 
savings in the public sector of our 
economy. In this article an attempt 
is made to bring together informa
t ion available on this subject to 
facilitate a realistic appraisal. 

Though the rentier class and the 
middle class are traditionally known 
to provide the bulk of the. nation's 
savings, they have lost much of their 
importance in recent times due to 
several reasons. Steep rise in r a t a 
of direct taxes and in cost of l iving 
have substantially reduced the capa
city of both these classes to save 
and invest. This is however not to 
say that savings of this class are 
lower in volume as compared to 
their savings in pre-war times, be
cause of large addition to their 
numbers. 

Interesting data can be gathered 
on this subject f rom the Central 
Board of Revenue's annual returns 
of Income and Super tax. As 
these resources exclude income from 
agriculture and incomes of those 
earning below Rs. 2,000 per year 
they leave out large sections of our 
economy. But as they give a fair 
measure of the incomes of those 
urban groups who materially 
contribute to the savings flow
ing into industry and public bor
rowing, they are highly relevant to 
a discussion of savings or invest
ment. 

If we turn to the "A l l - Ind i a 
Income-tax Revenue Receipts for 
the Assessment Year 1947|48 (that 
is 1946I47), we find that 736,000 
assesses earned a total income of 
Rs. 487 crores. Income from pro
perty, interest on securities and 
dividends etc. amounted to only 
Rs. 52 crores out of 487 crores, while 
income from salaries amounted to 
Rs. 115 crores, the balance income 
of over 60% of the total being 
derived from business and profes
sions. What is more revealing is 
the fact that only 1,782 individuals 

had an income of Rs. 1 lac or over 
w i t h a total income of merely Rs. 38 
crores. It is this class which pays 
the maximum income and super tax 
rates of 12 annas in a rupee. The 
income of this class constitutes a 
very small part of the total income 
and while it contributes a sizeable 
amount of the tax collected, its 
ability to provide savings is strictly 
l imited. Even small reductions in 
maximum rates of taxation can 
therefore do li t t le to add to the 
volume of savings of the income 
groups in the highest bracket of 
Rs. 1 lac and over. The oft-repeat
ed plea of the rich about the crip
pl ing effects of high maximum rates 
of direct taxes on the volume of 
savings, therefore, does not hold 
ground when examined in the light 
of their contribution to the aggre
gate savings of the community. 

The upper middle class w i t h i n 
dividual incomes ranging from Rs, 
10,000 to c lac is of far greater 
importance, having earned a total 
income of Rs. 146 crores. The 
capacity of this class to save and 
invest is relatively high and the i n 
cidence of taxation comparatively 
not so heavy. In the process of 
capital formation its contribution 
would therefore be the highest so 
far as individual incomes are con
cerned. 

The lower-middle class w i t h an 
income below Rs. 10,000 and over 
2,000, is numerically the largest, 
viz. 3,24,300 individual taxpayers 
out of 4,15,082 but w i t h a total i n -
come of 138 crores out of 322 crores. 
Tax burden on this class is lest 
heavy as indicated by a total tax 
payment of Rs. 21 crores only. In 
view of the high cost of l iv ing the 
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