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PORZIGH THADE POLICY AND EMPLOYHEST

The employment econvwics of Lord Xeynes snd his fole-
lowers have been usged us « baesls for zdvooating various forms
of foreign trade restriotions on the grounda thet, by mini-
mizing the druins (loskages) due to foreign trode, s "full
employmant® progrem cen Le medeo more effeotive. This peper
repregents an atteupt o prove that, by proper go-ordinutlon
of re-smployment programe by nstions, an effsotive axpansion
Can $EKe PLaoe mTrd g sk Tt Sy ot d

4 ooncept necenessry to our study ie that of the
“internstionnl margin® sp discussed by Professor Iversen in
Lgonomie Frogments. The international margin of ¢ country
dopends upon the rolutive pize of ita ownership of internne-
tionally nrecepted medie of exchunge (gold, torétgﬂ ﬂeeuritlﬁé,

ooty St T & g
eb1118y to borrow on long term) snd its ievorts, If its G
ownerghip of foreign exchinge i¢ grest ocompsred to its Aimporte,
then a country can hove en unfuvorsble balence on ourrent
reoount for guite a lonyg period of time without beinyg foreoed
to attenpt to chonge it. In such c&sqé;tha eountry's inter-
national mergin is lavge. ITEU

(‘bvicuely, countrieo which have & grost Anternations’

— e Yoo rrnlemiprs
margin ere to 5 grest ext@ntﬁinﬁmpendnnt in rogeard to expan-
aion policies, Therafore, in sny co-ordinsted syetem of exe
pension, the initistive reoete with these independent countries,
Amopget such countrieg, in the immedinte postwar world, the

United Stotes will be pre-ecninent,




3 problem shich congerns some writers in the field of
intermations) trade is the posaibility of a ohromio shortage
of american dollsrs. YThey aceert that the world ss a whole
desires $¢ purchase 20T¢ Assrioan goodn than Ameriocs desires
t¢ jurchave from the rast of the world., They also assert thas,
even Af the United Htzies did behave 1iks = creditor nation,
the probleom would yemein. The arguwment is phressd by
Eindleoberger in & nemorsndum, Internstional Hometsyy Stebilization,
page 6, as follows: *The rise in Btas exports, however, remilts
in sn inoresse in incomes in B, most of which in turn is spent
for i=sortas from A. This rise in izporte nsy be larger than
the inerespe in oxportas which prospted 1%, with the result
thot the oviginal sSisclue to the fevorable balance of trede
in B eventusily produces on unfavoreble balmnce.® "4 representa
the United Otates, #, the countries suffering frow the *chronie
shortage® of dollars.

faoh sn srgument reats upon the effeot of sn incressge
in oxporta upon the income in oountyy B. In enslyzing changee
in ingome, some form of the multiplisr snclysis is » useful
tool. The multiplier whioch 1s uesed in this paper, frankly,
ie = sesns of treoing expenditures; m Wiﬁg is zemmed
wmtmmymmmm“:mafmwm. The
convept of *draing® of "leakagss® froz the woney fiows, the
effects of the posasibllity of holding money or its eguivelent,
12 the subjsot of analysis of this sntire processz. Zapendi-
ture on investment poods is eguivelent in its effect upom
future income %o expenditure upen ecnsumption gooda; the
effeat remaing the same regordless of whelber the objacts of
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the expenditures ars inveastzant o»F consunpkion geods.
Tie aywbols %o Lo used snd thelr definitions sre as
followe:

d: the sarginal propencity %o spend upon dosestio
goods

8 the merginel propensisy to spsnd upon imported
goods

hi tha]mgtnal propensity to not spend; i.e., &
eoncept egquivzlent So hoawding

AX: the matonosous inersase in exporys for -tka
?gﬁg:g tgtm;ﬁsx gonsiderntion; 1.9., sn inoremead |
A¥: the inercment in income. /j//; :
Throughout this paper, ull increments are commldared W |

4o continue for the period unider disoussion; thus an sventusl
total rise in income oan be dispugesd, A further asswugption
nade ie theat nll of the snrginal propencities remain oonztan$
shroughout the income reglodh under discueslon. In nddltion,
the multiplier will be ponsldered as & “tine esguence™ affsir,
even though the definition of the "day® snd other cuneapise
neocgosrily entsils coneldersbis 4ifficulty. However, the
working ont of the process in time Lo the sost fruitful sy
of looking % dusiness oycle sstters, 4 gross imperfeotion
in this paper iz that slawost =il discusszion is in terms of
the eventual states, and the “interis® relations zre not
discmuavd, GCertslin of our conoclueions may be vitianted by
& morTe completely dynsmic snslysie. In the fivat part of
the paper, the sosuwption ie made $het the mupply curves forx
fsctore and producote sre infinitely elestio; L.e., the guane
tity umed {prodused) oan De increassd »ithout increasing the
vrice,



%o nleo have 5 + 4 = b » 1, for, zocopdlng to our defi- -
aiticne of the *margisgl propensities”, the laiter xreo sxelue
alve snd oxhaustive weans for the dispoas)l of lnaome, Fe

Day , 20
IHQQF-IB H DX ! dva t d"‘axg ct"Ax‘ YR ._‘9-5-
¥ .8 : 1 3 el
lﬁpﬂrt' H H MAX* mdoxg md‘bxf'.,..‘. m DX
Inorease in B : H t 4
casgh bulanoes : 4 A—AX’ /Ldbxt Ad?ﬁ&‘«.a.-ai Aax
i 3 __¥ k] H -
am 3 E $ H P |
. Ax . AX : aﬁaxldaxi

The mp of the various ways S0 diapose incoms la equal
to the previous duye' luoone,

Rotaming %o the quotation from Er, Kiﬁo&mu'ﬁ vork,
we sye given that the rise in izporis is groster than the
inoresse in exporis, nx. Thus:

s oA X
/=
/~a = mArh

i
(a4
B4,

> ax

7/

T
S a o

m >0 oF there would be no prebles of the nature suvie-
sged by ¥y, Kindleberger; w.g., if the sarginal propansity to
isport la negakive, a ¥ies in oxports oon only roault in s
deoresse in imporss, thersfore further jsproving the trade
position of a country.

Therefore A< o § i.8., $he marginal propenaity S$o auve
is negnative -- with & Zise in income, %he total wolume of
saving decronees., This wesns thatl 8 « 4>/ . The spending
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hsabits of the nmeabers of the oomsunity sre muck that & Yise in
inecome will lesd S0 exponditudsc greater than the lnorement
of income. uch bebevioy Lo churscterized Ly Zssuslsen sad
others ns "unatable.”
Staiies of the merginel proponsity to cuosume found
the agpregate marginal propeneity to consume well lsas than
i, *hieh implies that h>0. MNowever, we cannmol, oB 4 priord
grounds, exclude fhls nsgstive serginal propensity to asve,
gnébgg:s r#s&zt oertainly exlils for interpretation.
The tosal voiume of *esving® or *hoarding® out of the
new level of incoms S8 equal %0 —= and If A<o ond L</,
the entire Serm 18 <0 . Tha pottern of individusl bLebavior
which is laplied By & negative serginal bpropenaily to wave
ie such thst a 8.00 rise in incoze resulis in sxnenditurss
of sove than $1.00. mob behavior ocsnmot long gontinme un-
iesz thers iz & gourece of individuslly held haﬁxéh vhich
osn be drewa upen. The rise in exports moy ceuse such faw
vorables business entlsipatfione thet etores of idle money ave
brought into use. w
OF morye msusily, the banking system will, on the baate ”;’:‘ A
of these sore favorsble antlieipstions, extend oredit. Con- \ el
. esptually, both the incrasse in velocily, the result of the \-’
drawing goon hosxde, sud She lnoregse of money by the banie
ing systan onn be brought “”“fﬁyﬁkﬁqﬁﬁﬁﬂﬁ°ﬂgﬁ°’ new 1ncoue- ,’yﬁ

Sv\—aj?m&l
oreating exvenditure, Inanuueh sg in the world as lt axiate&

Just prier to the outbresk of thie war, great voluses of ine M;"ﬁ
oune~o¥eating oxpemditures were introdused into the esonomy a"”fq
by fisonl measures, end incofar ue in the posteny world such

neasures may be oohaldered as an sxoewdingly likely method



of expunsion, Tiseal oxpsmsion is = wory Important aethod of
ingerting lncome=orecting exsenditure in%e the soonoay. 4All
three sethods wre equivelent in thelr direot «ffest upon ine
oome snd ewployment levels, differing primarily in esuondary
affects. Therefore tho languoge of fises) expension will bs
weed, sithough 1t sust be remesbersd thet sll m/w;;;;ﬁm.
Inatend of sseusing & nogntive *margimsl propensity
0 exve® on the nart of the comanity, we shell sozuie thst
h>o nnd that the fisesl suthorities {o¥ the bemkiug syetem,
or individusl dishoarding) insert (A—/) AX of new inoone~
arcating sxpendituyes into the aystem. Therofore the total
ingome~oresiing exvenditure hegomss Asx; aud ALx _ Ay,

mrh
Locording to Zindleberger,
m )\ ax
7 A

A >+ A
V74

- A
)‘/>W

>AX

1/

In oxder to have the foreign exchange rmeult «hich s
onvigsged by Iindlebsrger, the flaoel sutBorities smust lnvert
sore than . /" 2x af new incoxe into the community. Slses b
and & 2 Mﬂx groater Shan zeye, we find shat an unfzvorable
foreign trede position will not result fros sn inorsese of
azports unless there iz & sesondery cxpsnsion too greas in
magnitode; and we ales find that, due o the incrunde in em-
paTte, & CountYy BaRY shgsge in intarnal expansion without

Sse J.d, Polak, Balance of Payments Problema of Countmies
“eoonstraoting wAth the Help of Yoreigm Loans, M%%
gﬁg_gm af Zconomigs, February, 1943, Appendiz, page
1g expznaion ratio, q, is the sume oe By A.

The basic work in this paper had been finished prior

to the appearance of the article, but I have profited from
reading it.
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esusing ite forelgn trade balanoe Y0 besome less favorsble
than 1t =as boafore the inorense 1o oxporta.

A-1, =£  gny e oonsidered as n meassurs of fiseal
independence; if A -/ is large, a countyy will be considered
ficecelly indapendent; if 4% is smsll, the country will lsek
indspendence in flacal polley; that is,ralde from its inter-
na&i@a&&f amerpin. ‘ s Y

?he satent of the posuidle expension dspende uron the a
relssive eige of the marginsl sropenslty to lzport and fhe.

sarginal propsusity to seve. gl“}’%
; ,.

T T W -V W, 0.7 == R L.
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In ecuntyy 1, rvhen i%s export surplne riees, by, say,
one =lllion doiisrn, the Timeal suthorisiens will ba xbtle to
gnend only one Imndred thousend dollars sore; iungome wiil
rise by two miilione; one-half of the isoresse wlll ke spent
" on juported goods, and lsports will egqual exporta.

In eountry 3, 0 eguel export surpius will sashle the
£izonl suthorities to add Rbraze =milllona to the lncome atrans;
incose wiil Tige by twenty silllions, isporte by ons williom,

Both countries J and 4 will Be oble to add only one
=illion dolisye by flserl mecwares. In countyy I, howswer,
tngune vlll rise by twvently 2il)lione, isporis by one million;
while in gountyy 4 income will rigs %0 two and Swostonthe
a2illiong with lmports rising by one =lillon.



The oountry with = msall uropensity %o saye and = large
propensliiy %o import wmi_é heve both 11%tle expsnsionist iIndets
sndsnoe sod & smel)l wultinlier effset. A ccuntyy with a large
propensilty to save and s s=all prepensily to0 import mould be,
tc & grest extent, fizeslly imdependent. The lest two exempies
1lluetrste that it iz not zlene the propensity to save, or the
sropensity to lmpors which determines expsnsion possibilities;
4t i2 thoir relstive megnitude. If they sre sboat equal, s
eountyy will st be sbls to emgege in extensive internal ox-
paneion without soon yanning inte difficulties. However,
whare they are both msell, o emsll ingrezee in W}.Mﬂ
by the govermnent resulte in a large rise in W, where
they are both larxge, the rise in Spoome will be msall.

The raladion A —/ may be goneidered es & messure of
the indspondenss of fizoal poliey on the part of any purticw
ulay ocounizy. Bsrring & large atook of gome socepled medlium
of internationsl exchsnge (s.g., #old or longe-tors loanse),
those countyiss whone maxgiral vropensily to asve is loes
then thelr marginel propemsity to lsport, will, when ewbarke
ing upen & progran of fiseal expansion, find thatl shatever
favorable bBelanpe on current sscourt they have soon dissnpesrs
and 5 poligy oitber of retremchment internslly or of shandonie
ing frec internesionsl trade necesssry. 7The case of Danmurk,
dssozibed by Ivarsen, falls into thiw cetegory. 1Its lerge
propenelity to import plues the reletively masnil propansilty to
save resulted in sn exchenge defleit. Denwark did not have
s large gold stook and it sitber ked ¢ Lorrow abrosd, < F: 2
preciste (either intersally or internationslly) or adept ex-
change cont¥ol. It chose exchangs control. Ye can assune
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thet Af o countyy muct ohgoee bDetwesn Iree international trads
and full employsent polloles, 1t wili, in cur ers, chooss full
euploymsnt, Cur groblem 1o to reconcile the Swo Ansofnr as o8
is poesible. |

Ifhed ,wabave dsmml. K -0 2% . 4y
Therefore = (2% )z ax} 1.9., i the msrginel propensity to
gave Lo ze¥o, luporte will oventuully rise %0 the level whers
they slways ezusnl exports. This mpeans that, for example, 1f
American exporte inoresss and the fisgal suthorities follow
a policy of componssting for lesksges dus to savings out of
the incresasd income, them ilmports will eventuaslly inoresse
to be juat equsl %o the level of exports. Yhme, if E u(4-/)sx =
sk (4X) , the amount of ingome-crasting expenditure, Z,
As Just enough to compsnsats for the non-spsnding out of the
ingrasse 1u inocme due %o the inorease in oxpoxts.

A X z rise in exporie

& X

mrh RS

h ( MAZ);; inorecss in envinge out of rise in
. exporte; slso the imsert into the
ineose streew by fisosl suthorities.

h
@%‘Latwm incame out of insext

A DX g geeond goveramental insext
(i) >

—_——

- - -

The & of governmaninsl loserds te
A ox . Aox

m A rri)rt - 777

ABKX 2
= / 4 o o end
an AA (+m+/1, +‘<”f;‘4"!-+ == ‘)

, , , 4 .
In60d8Y BE M >0 guahoo s WO h&"m </ end

22l . A ax /
we bave the sum equal to ——- (’“,,ﬁ}_:?“
viioh ta (A-1) ax. .
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_ Therefore, the aum of goveromental inoose~qresting ez~
senditures designed to offset suvings 4s squsl to the voluse
of exputision/which a country apn engdage on the bauls of &
favorsble belmnes on current soccocunt. The level %o which ine

sone will rise due %o & polley of offsstiting esvings is:
AR hax hTOX

ooy A (e #+4)* (o *h)™>

= _BX ' A At e
Py (7 “'_m% Tt T )

8% (L ) = 52X unich is the
ha #h "";ﬁ'z; we P

jevel of income vhen sgavings sre identloally egusl So zerxo,
snd 42 the level =zt which lwporés zre egual to exporss.

thorvefore, working ot the sroblem of sn exchange sure
piug or sxohsnpe deflicit, we find thst the exchange eurplue
gan be lald %o an inguflicient expanelionr by the oountyry oXe
payionsing the surplug the exchange deficit to %oc grest an
sguennion. Te gee, therafora, thet by 2 aroper menioulstion
of the levels of inoome, the exchaonpes czn be brought indo
belanee, The country with =n iaport bulsnge pust contraat)
the couptry with sn export sarpluas aust expand,

Howover, leoking &t the postway sxchange probles =1ith
some *reslism,” we pust teke ag vur basle prasise the iepose
#ibllity for suy countyry to contraet employment, In the
world s& L1t exlste, =20 sust assune thet the first effeot of
& desliine in sonsy flows is & fall in the level of employ-
rent; that whatever prico-nosd &ﬁ@amﬁ 8Xs mnde oome
later in the oyoliosl procsus. Enoh sountry sust sziteapt
t0 keep emnloyment se nesr to & *full eaployment” lavel
ap 12 roseible., Therefore, the %olution® would e in the
direction of expunsicn in the flsecrlly indernsndent counsries
snd the gountrise with sxport surpluses. If s ocuntyy sast



choose between m&aﬁsmag frae intermztionnl trade and main~
tainirg = bigh level of employment, it will tawarisbly, if it
poRuesses Any sconomic sovereignty, ohooms the full employment
golution. However, by & propsr co-oréinstlon of polictes, it
i3 possible for the countries to malintaln botk Iull eaploynent
and ftﬁg internstionsl trade.

The firvset ;rrsiaiae i1z the asintensnes of full euployment
in the *"fissally independent” sountrles, or the svuntries
with & large internstionsl margin. They should pot attempt
%o =inisize tho leszkages due %o lmpoyts. There should be suf-
ficlent co-ordination oo that the inowledge of impo¥t aurpluses
in the sgpanding countyies will result in expansion by the
eountries with an export balange until they have sohleved a
full esploysent level. The cu-ordisating prinelpsi, thexefore,
fo8 the behsvior of the ccurtries »ith littls inderendience
in ex enelon le to expend intermally to the italt of thelr
ahilisy.

This sxpension resulis in imports becoming squsl %o
sxpor¥ts; thoerafore, for the countyiens faking the inlative
in apsnsion, $he net lesksge due to importe is sero, a5t the
affiaioncy of en expansion progras le grester than if leakagss,
ehile being ainizized, were Dot *returned® snd the gountries
with an sxport holomes zilowed the expsmsion in the othey
pountries to be the only 2tizulsting fegtor., Franily, what
A2 eugpesied is that esoh comndry sttexpt to maximize its

& probles arizes when, let us say, the United Htstes
has achieved & full ssployment level snd Britain (She rest
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of the worid) has expanded $o the extent of iis favorable bsle
apoe =53 still haa unemploywent. Purther sxpsusion is possidle
enly with an addittonal forelgn exghangs oredit, This aay be
sohieved by wesns of iouns fyes the Unised Ztstes. These

joans wili enable z mulsipls sxpansion within Britaln.

Howgvey, the probles of servieing thie 4dedt srises. 4
gapiteal ;mnatm-, of this nature eases the axchange probles
of the counsyry, bdut eson pariod sfter she capliial Wwansfer
the gountyy will dave o inorssse its oxpo¥ie over ita lanoris
by the asount of the debt service. This mesnu that » portien
of the inveatment should be divected toward lowering isporse
or Aincreasing sxporss. The United Glutes will then, while
hoeing un inoome atreem ae layge se ite previcus inoocns
stresm due tc the intersst payments, have some unesploysd foge
ore.

Further axpsuision iz then indlested wvithin the United
Stutes. This will emable o8ill further oxpsnsion in Britainm.
the level of employaunt will rise in Britein; the woluse of
geoda tnd serviess availsble for use in the United Htates
#4ll tnorecss. Yhe world will have soved $o & new, higher
i1evel of jnocxa. This 13 oWwviously e long run sdlution, Dure
ing the period of the workiang sut of this srooess, Britelw,
prior tc insrossing ita sxpe¥ss, ﬂii inereans 1%s lwports;
during this perisd the United Mates will either have to o~
erazne prices or desroszs the offeets $0 savings; in otherx
words, payt of the inoressed investment abrond will aerve %o
inerense doneatio lnoome.



The asount of the investment abrosd whick goes to inw-
crasee dosectis exsorts is not esuel to the sarpinel sropen-
eity to impert of the other country times ithe nsgnitude of
the lozn., 483 &= result of the lesn, Britain will be slie %o
to engepe in o domestle expanzion (A-1) times the loen:

Am JM%‘:;?;) w importe] 1oan m lmporta; Britaim will
inapore the entirs velue of the losn from the United 3tsten,
which obvicusly results in s further expansion within the
United Stetes. Thorefore, the lovel of income expsnsion
within the Unlted Ftetes due to the expurs of s forelgn
traﬁejgigﬁiza equivalent te the expaislon which would havs
resultad fros sn eguivaiens investment et *home.®

1f forelgn leosne are net svailsble, Britaln will =811l
be feced »ith the necessity of increasing ite level of employ=
men%. The loans may not be forthooring because, st the ex-
tating fuotor prices snd the existing relative prices for
domestio apd foreign goodz, ths rate of returm on investzent
ia not sufficlent ¢to induce imvestment, In order to inorease
employmsnt, 1t iz necessery tc ineresnse exporte snd degresse
tuports. This can be nchieved by two methods which nrs lo-
gleally egulvelens; L.e., axohange depreclstion or wage re-
duaeslon.

To the eztent that foreign goods awe purt of the *wage
goods* of Keyes, batk,exohungfzioproetntion end wage redus~

11 lower the real wnzes. pountry sugh n8 Hritein,
dee lieYy . Keynentan Lgustions an

¢ Balanos of Pwnmts, Soanomic
1 946. Yolume VII, Humbe




vhere the standard-of-livimg goods sre foported, both wige re-
dyetion snd exodange deprecliatism lend ¢o s fall 42 resl in-
BSODO, ﬁn@wn, ware reductions will decrovee the ctanderd of
iliving, but will ot ineoraxse the ovet of forelgn ospital
goods. Exohsnge deproclation will incresse not only tho

prios ﬁf vepe goods but also the srice ol lavestsent goods.

1 a emmtry is fﬁ#g&f‘@ﬂf&ﬁ upon forelgn ecuresa fox its ceplital
goode, s polley of 2zgbange depreclation will Llngresse the
eost of invustizoat.

Homsver, in gensval, those gountrisas whlek import ine
veetasnt goode sré the countries with & bLigh role of veturn
upon investeent. Thoss ocuntrlies whiel heve & low rete of
roturn on investuant »ili produne & grest sscunt of their
pun investment goods. A refuotion of wagss, without eny de-
elins in employmens, wiil decrexme inpoXts shd L{noronse eX-
zorta; however, the non-wage ingomes will iccrosse., Iuscuuol
u%h&:&wmwemﬂamt ineones zn: the 0on-
azption goods which the United States exports sre of the kind
which hicher lncome groups tend S0 conmme, the reduockion of
moges will not decrezse these luports; therefore, the asmpount
of frzodem of sotion galned will not Lo «8 large =s if she
Uaisad States walue @f sil incomes bed Laen deoresnsed.

Insofar 23 » sounizy hee = foresign dsbt which mmnt be
servioed, LOSh wage roductlom :nd sxobunge deprsclation will
neke tha forelgn debt serxvice in terms ol affort more Arffi-
ouls. Hosever, wage reductions will put She sutire burden
upo the working elres; machange depreclation wilil autﬁm&a
this Lurdesn amonget sll imcoms groups. The effeot of exchange
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depreointion, therefore, will Ds mo¥s equitelle lntoernally sad
wili ale#o tond &0 bhe wore effective in reduoing lunorts und
ineressing exporite.

is o revuls of its more Tavorabls forelgn trads nosition
foliowing the dsnruciatlon (we will discuss the depreciction
reguit, rocognising thet bLokh reaults nre equlwaelent in thelx
forelgn belanoe effégts), Aritain wAll Le ensblad %o ezpend
internsliiy. The Ualted Shstes, which now has scnd unemsicy=
pent, will aleo sxpsnd intervedly. The suount of degreciation
negasanry w#ill not be oo grest ss would Ba the caee il thie
pegondayy exponsion in botk countries hed ot taken plucae.
Soods which the Undted Ztates impozrts fros Diltala will now
s chemper. The real ingose of the Unlted States wiil Rave
increzsed. British inoome will slise huve inoreased. This
poiiey of depreoistion, when & country iz unsble $o0 aokleve
fall ssploymsn® without 1%, must be xecognized oa & legitimste
mesne of getsing fisosl "albow room® %0 caryy cut its progrmm
of eeploynsns eipahaiol, The dopracistion ehould nat be ine
gdulged in to geln z competitive adventage; 1% should really
be understood %o be & peaus of making intermasl flscel expome
siun possible. The internal progyam of expansion following
8 desreciation shoald o esrried to shet extent #h&t# imports
belznce axports. If 2 osunitzy shonld depregiate o achiove
thie fiseonl independsance, it should mot be agoused of tTylag
%0 reaoh fuli esploymont U the shoulders of other cuuntriss.

The depfecistion, thareluse, shen s oouniry oesnnot
sohiove full ouploysent on the Lewes of Its axprnsion mergih
at the oli sachange rete, is the segond primgicis indlosted.
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Inasmmeh as fuodh & depreciation means & full in the Teal income
of the eountry woncerned, it would not be employed indleorimine
ately tn’ a world wheze interdspendengs were provalent,

in & remalt of the change in relative oriees, dus %o the
Aspregintion, on the sargin of laveatzant, 1t will hecome pPo~
fi%sble %o inveet in certain Industrisas in vhich A% was not
;zefit&ﬁu %o iuvest before in the deprusisting onuntry. There-
fore, rith the depreclisztion of Britxints gurrenay, ¥e oanu 8X-
peat & flow of internstionsl investasnt %o Britaln - encther
fagtor whieh, In & stebls worid, would sake the negesesly ake :
ount of deprecistion sseller dhen 1% otherewize might de.

An alternstive sopvoesh would be for the United States
2o eontinue iis sxssnsioniet policy aven sfter 4% hxd schiewed
fall exsployment. Eere an inporiont, but not frecuently sen-
tioned, provarty of the mltiplisy should he smalysed. 7Ths
mitiplisr tracun the flow of increments of woney inoome.

The sarginel propensity to consume as an sggregute ie com-
posed of the suee of sarginal propensities o consume pertice
ulay goods. A¢ an szxpanelonist polliey iz followsd out, ae~
smning & otablie aonetery speniding swd nod-spending pattern,
further exponsion of the production of pariicular goods will
cauze & riase in the prices of thesa poods.

In sorms of inoome offest, this rise in priges will not
operete as leskages; in terug of the exsloynent offect, the
ries in prioss will be eqmivelent to s dreln. is an eoonony
approaches full ssnloyment, moTe =nd more of thase bLottleneoks
¢ -~ buttlenscks in the senas that the officnoy of the
expansionist nrogream is decressed insofay as the dsployment

-
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effent is coneernsd. Thexefore, the general stntosent may be
made that the employment maltiplier ie ogunl 4, or lemss them,
the money Lnoons mullipller.

*he ralstlon betwesn the =onsy inooes saitiplier and
the emnloynent multiplier depends upon the nrice elasticity .
of demand m/"&my of shase goods for which the slasticlity |
of supply ie sot infimite snd the morginal propenaity £0 con~
sume these porticmlar goods. That is, it Jdepends upoh the
rise in pries snd the isporiznce.of the good in the bmdy

If Ay is the rise in inooms, ond 7.2 (A= price, &
2 = mﬁyz 1a the expendifure on & gomucdity prior to
the rise in lncome, and g 4 1 the expemditure on the
gopeodlity after the rige in fncowe, we—tnow-4hat the nrw!:mi
e b

-

M&Y/

eversge propensity %o consume thie partioular good, c,
Fly - — yf"/” « IT there is no inoresse in vrice, A -4 and
V-M"'-f we have L(7:-%) _ . . end chviously this se proportional
Ay % oot B €, e sl G

to the inereage in outpmt'snd employment. If Al s Reley
the price rises, 2 have '“*’2 /"/_i /2 (?A z?) Fow 4if
there sre mﬁanﬁwm, mmxtmzezmw
writton as ko= / ~ ﬂ:oa, Pia ~ ,6;‘,, F<s

vhere
f &hﬁ%ue—;— wm«ng the_total -uéif;h pro->. y
peneity to consume. Wew if /% >/ , the mtxa}.zer would be |
grester than L8 A2 - » ut the chsnge in employment which
regults 1o ;‘sro}m:nom to 7~ (zf #). ; therafore the mul-
tipliar eritten sbove, »hile mrnitlr expressing the rise
in ponsy inaones, overstates the rise in employmens,

12 %0 /5 - A7 we ndd and sudtraot £ 7 in the

oy
mamarstor, oo get .2 - AR A AHE _ FG- AP p(ﬁ-,)

= 4y T ay
Q

e
\‘*
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The tern %‘;;ﬁLu propertionel to the rige in ewployment;
the ters 2 (o -« ) 18 proportional $o the riss in prices; end,
Aros the point of view of the eaployment emltiplier, the term
ZM/" ) 18 & leakage, squivelsnt So expsnditures
;gp/m zmna ofr 1o% apending in its off0at upon Muture ingowe
stroams.

It we use é. for tha suploysent mu;au@ and £ . TOF

the money incormes mltiplier, we have ,

- ———.

_z—

A= M&__Ll avioe
gy N
snd £, < ém " M > '2 M)
Ths leskeges froz the eunployment stream due S0 /:ho rise
w“

in prices will De reflected by highor inconaes of “ehe fagtors
whioh rre uesd in producing these goode, Insofar as this
would be sn lnorense in wsges, we say eipest the mavginal
propensity to apend not %0 chenges grewtiy; if 1¢ reaults in
sn inoronse in other imocmem, the not sponding may be sxpeoted
to inerecse. Insowunh ze most of this highey ingoxs remelns
in the incoms stresm, ithess leskrges nre not the sewme s the
"ouoé and for sli* mot spending lesksges. (¥he inmoveased ime
ports by the otheor countriss due %0 & riu in Ameriomn imporis
wili, of soures, meke the isport 4ralm not a "ongce and fer all*
drain.) The return on isvestsent in those induotries produe-
ing thosa Righer priced goods will gensrally incresse. This
inoressed inducewsnt o invest may induce e greaianr asound
of imvestzent, wvhich mey iighten the need for governmantal
expanditures.

The 2f{eot whilch 1s pertinent to our analysis ie Lhet
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28 gne countyry, e United States, mpproaches full employmens,

while snother countxy, Britain, #3111 Bas & considersbie

guantity of m@reﬁ mﬂmicss. ths prices of certain goods i
produged in the United $tstea will rise. This will tend %o

lead to n substitution of British for Ansrlosn sources of

supply. The rise in Prisish exports will, sotoxding %o mﬁ‘m«;
snalysle, allow for & multiple expansion; the degrense of

Ameriosn asports »lll either rssult in o fell in prises o

in the negessily for furiber expansion.

Bven after o countyy her ashieved full employnent, gon-
timistlon of she axpepeion of wonetery inoszen may De desirable
in ordey %0 ivorsase imporis and Shorsby gtizulete other sgofe
onies by vorking priasrily through the relstive price adjuste
ponta, which were the sole mosns of adjustesent in the slassical
snslysis. This price-imgome inflation in the fully employed
esonony Le obwicusly s way of ndjusting the relative prices
of tha feotors end of asscuring an internationsl bLalanee. Its
greater ALfficully polltionlly, however, would indioste thei
the sliernmative poliey of deflstion io the unesploysd sooncuy
1e desirsble., Rowsver, the aholoe 12 primarily n "srscticel*
ons; & differencgs sxiste in the mechunise, %0t in 1ts end
result. The Loom shich =ey follow sun inflstion in an sconomy
a0 given to expansioniet pericds as the imericen evofomy soems
tc be would lnmfleste that the *in general® keepisg of the
dopsatio price leval Telirly stable is preferabls.

Insesuod a8 part of the cechanise of atjustuent s the
developing rrios differential betwesn Ameriosn and Britisk
souross of supply for the eane oonmodity, the incuntive to
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‘tavest in British sourpes of supply will Incresse, snd 1f
frisain 1s sazen to repressut the entiys group of countries
shere the supply of capital geods is less plentiful than in
the United E%ales, the progressive capitelizatiom of the wozld
is one yYesuls of the processes of sdjustment.

It ie intercasing to note thet an emelysis which begen
with tha now eﬁhﬁﬂéﬁ underencloysent sesempticns svolved
into o sechaniem for adjustasnt whioh 1z based upon the Ove-
senta of relative prices. There is po sharp distinotion
betwesn fuli and less ther full esxployment economles; a8 an
soonomy approeches high levels of esployment, ths relative
prise-allocations) effsctia of olssaloul full szployment
agonomlos comes into plzy, and that i what one womld expect.
Howover, it 1s too often forgotten that the relstive price
adjustments, both betwean cnd within esonowios, may become
eporative with s great deal of unesployed redcuress.

sijestmant safter the war will be essler, =8¢ tha poste
war world will be wers stabls if there exists an lnternstional
money sach 8 the British Found Steriing wae before 1G14.

The United States, as the ocumiry with both the grestest
fisozl independenece and the greatess luternntionel mergin,
should sdopt e fhxed dolla® poliey == invarisn$ s %O
shether the current socount be favorxsble or unfevorshle.
;aher currenciss should edjust thely rets $o the dollar,
using the equality of ilepor$s and exparts ae t2elir polioy
goal. If imparts sre graster tham wxpoYts, = SOUMATY may
depreaiate, If this trode posilion cecuys with full deploy-
wens, then the level of dmployment is Deing malatalned by




sone fors of contlmued sonetary expansion, which sesns either
that the country ileo salling ite investnenis zbread, & program
shich i ot only legitimeie But i sleg in meny cases, highly
desizable (e.g., the yepstristion of forelgn-omned fuvestments
by the ssmi-coloniel countryies), or thet the eountry may be
borrowing on long tera sbroed. This may be veluntery invest-
nent ﬁi"‘it. ey be the type of shing which, sgain, Iversen
desoribes 2o well for Depmark. In thie omse, dapreovistion
ie negesasyy and desiralhle, even aside fros the existance
of full saployment. '

Row let us oonalder the piternative poliey position,
i.8., thet of & oountry vhish has full suployment and whioh
#till possessas an expo¥t suridus. This country, %o & gor-
tein extent, ig raising 1te own suployment level st the ox-
pense of the other souniries; however, 1t mey at the seme
tize, ss indtested previsusiy, be fusnishing thees expoTtis
An axohangs for ti%ls to caplital goods, end thie mey be n
dezirable prooess, Rowsver, $% say be selling abroed prie |
nazily beosuse of sn undervalued surrency; it auy be nooephe
V!.ng either gold, smsrican dollors or moten from sbroad, 2nd
zay be using its expert belunoe as 2 substitute for its owm
figenl poliey. This export bslsnce, unless pavelilelsd by
the irport of longesers sssets; should be viewed se an un~
deslysble phenomencn, The sliternstive policles gvallable
are (1) esntimstisn of expsasicele$ policies resulting in
price risea, chanpes in relstive prioces, ets., or (2) our-
Tenoy sporeslistion, Agxin, intermationally, thems npolleles
sye sguivalent. Thelr laterngl effects are AkfTerent.
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Both result iz & rise in the standard of llving insofor as
purt of she resl incose iz drawn from sbrosd. Doth result
in imeressing Leports and decorszeing axparis.

o implement such = polloy is snofher questloh. The
policy suggested isplies » eursender of eoveralpgnty on the
parta of ihe countries irvolived -- 2o sgredment thet sertain
ﬁachaiiﬁéa of intarﬁatiaﬂ&l rdjuntasnt »ill not be used.

rﬁﬁ??ﬁ%, the ohly rvesl i;ﬁ;kﬁytian iz thas, given the eondi-
tions of factor supply,/the nattern of rencurces,and skille

it & pertioular country, 18 =3ill cottexpt %o saxixlze resl ine

gcone, Yeallzing 231 the while thet the first eondilion for
ing-ze smoxisizstion iz full ocmployment.

fenondly, ench cruniry aust undertake to do whet 1t
can within tke iimite of itz Iiegel inde;endence and inter-
netionel sargln, to mexismize 1ts level of exsloyment. This
ERLLE, &8 hés‘heea sointed out by muny, thet the flret cone
dition for world stebility is the internal stebiiity =nd aXe-
sapeion of the najor guumirlies, JHowever, the eurrender of
soverelgnty here ic such that the lerge sountries sust not
sttospt Su minisige the deflutionary sffects of isports.

The co-ardiinefion of policies would be such thet the Lmpore
lezkages would not bte deflstlonary in the nggregate, far
they wonld bLe folliowed by on sxpenslon within the esporting
gountries,

Chyiocuely, within o ologed econoxy there sre no laport
leskeges. 9 2 opeordincted Internationnl fleoel pollcy
such =p Leo here been sugoested, the forelgn trude lsziapen
would be defletlonzry only ix the first iantance; the
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ummmmuhamtm. Eaok sountyy would
ba pert of & sloced world seonony, sad 1t would fiv Stealf
into this sponouy #6 thad the net Toveligm trade effect would
b nasither infistlionurynor deflctliona®y upon 188 eeohony.

Basicoally, the ssonowic prodlen is one of meximiziug
the produetion of goods add sexvices. Any sdjustaent which
does nod FGlfill thet simple Teguiresent is soms form of
coononie *perpetus) seticn® msshine.

The pestesr rendjustment within esch soustyy will be
exssedingly diffloult. The GLfficulty of stjustaent will |
muwﬁeamm sttctu;aa&¢m :cmmm
are removed, mmmmmemaw
resoureses are 4istridtuted in wuch a way $hat 4ifMarentinle
in zes) insome will, for the Slue Delng, Bave $o contimue,
Fres sigration is ot politieally feasible. Y¥etding osn he
Sone %0 Tases suy sowsAXY's stendaxd of living beyond whed
1%s productivity will wermant. ¥Athin thut Iiait, o peoe
gran of full saployment oowordihstsd with relstive prise
adjustments would tend $0 maxinive real ineome.
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