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Note of the Proceedings
The Rt. Hon. Lord Moyne (British Minister Resident in the Middle Last), declaring the Conference

open, welcomed the delegates and thanked the Egyptian Government for agreeing that the
Conference might be held in Cairo. The problem of inflation of prices was the immediate issue.

In the :rench language the word" inflation " meant expansion of currency based on Government
borrowing from the Bank of Issue ; a less restricted definition implied an increase of prices
accompanied by an increase of money in circulation. It was in this latter, sense that inflation was
prevalent. The problem arose from heavy Allied expenditure which could not be ofthet

immediately by imports. The usual remedies for such a situation-price control, increase of
taxation, raising of loans and stimulation of savings -were difficult to apply in countries not at war
where the population was naturally less able to understand the need for privation. The Allied
Governments were helping by organizing available transport so as to bring in the maximum
possible quantity of goods; by, within limits,. restricting expenditure and refusing to
pay high prices ; and by importing gold to sell at the market price. So far as wealth acquired by
Middle Eastern countries was controlled during the war it would be of lasting bene.it, solving
some oil the pre war problems such as untavourable trade balances and lack of foreign exchange;
and it would provide means of acquiring capital goods and raw materials after the war. If it were
not controlled it would upset price and wage levels and affect the compefitive power of Middle
last countries in the post-war world. It was necessary to consider the effect of price levels in
adjacent countries on one another, and to setl sr pluses at the loest prie.

ttE. Amine Omon Pasha (ltinister aj Pinanae, Igypr), welcomedi the delegates on behalf of
his Government, Asa result of the war the Middle East had become an economic unit and each
country should put in order not only its house, but also its garden, and should not throw its refuse
into its neighbours' gardnlens. Rumours had circulated regarding the connection between the
Egyptian pound and sterling; the policy of the present Government and of all future sane Govern
ments would be to maintain that link. The Middle East had been spared the ravages of war, but
,would have its difficulties ; the old world of selfishness, greed and competition had given place.
he hoped, to a new world with a spirit of sacrifice and co-operation.

The Iton,,. Ji1. . Landis (Minister, ChieJ t American Eonomic Mission in the Middle Easn), expresscd.
pleasure that representatives of the United States were attending a Conference of such significance.
The troubles with which it dealt were fundamental to the Middle East, hut were to some extent
shared by all the countries at war. It was frequently said that the Middle East had achieved
prosperity as a result of the war. This he regarded as quite untrue; prosperity meant iesourcs
and equitable distribution of them. Ihe Middle East possegsed certain credits which it might be
able to convert into resources, but at the present time had fewer imports than hbefore the war.
There had, however, been an increase in surpluses of agricultural produce, and a certain degree
of equitable distribution of the necessities of life had been achieved. Shipping difi( uties were
still considerable hut increased pir-oduction was becoming more possible, and when controls ol
importation slackened the work of the Conference would become of great importance because
the Governments would be laced with the problem of acquiring resources and distributing theh,
equitably. It would then be necessary to think in terms not only of imports but also of exports
because existing credits would only last for a time.



First Session (Monday, 24th April)
REPORTS FROM MIDDLE EAST COUNTRIES ON INFLATIONARY

TRENDS AND COUNTER-MEASURES ADOPTED
Chairmen :

Thet Rt. lion. Lord Moyne. H.E. Amine Osman Pasha.
Vice-Chairman:

H.F. Khaled Bey el Aznm.

iThe Rt. tlo. Lord Jlne proposed that a Steering Committee should be set up, consisting
of Heads of Delegations or their deputies, under the chairmanship of Mr. EM. H. Lloyd, deputizing
for himself. This was agreed.

The Rt. Han. .ord .Aoyn, suggested that, in view of the technical nature of the problems
involved, it would be advisable to set up at once a special Committee on Currency and Banking
to report to the Conference at the Fifth Session. Ile proposed that this Committee should
consist of technical experts from the various delegations to be appointed by the Steering Committee
and should meet under the Chairmanship of Sir Theodore Gregory. This was agrccd

The Chairman then called on Delegates to speak (in alphabetical order) on conditions in their
countries,

Afr. C. J. Thomas (Qvprus), said that he represented one of the smaller countries, and
although the problems were just as acute, lihe would not take up an undue amount of time. He
would, howevcr, like to mention the question of diergencies of price leveis, which was one of
the major difficulties of Cyprus. The solution of the problem might mean sacrifices all round
but his Government was prepared to face such a solution.

Hassan fouldhar RuinyI Bey (Lgypt), considered that the problems of the day were common
to each country. One of the chief objects was to try to attain a levelling of prices. In Egypt they
had done their best to supply their surpluses to neighbouring territories at reasonable prices, but
more still could be done if greater quantities of fiertilizer were made available. The present
intensive cultivation, in the light of the reduction of the supply of fertilizers owing to shipping
shortage, was depleting the ifrtility of the soil. T'he cost of living in Egypt and neighbouring
countries would be reduced by an increase in the output of Egyptian industries. There was a
potential means of meeting part of the demanl for textiles and edible oils. In the case of textiles
the raw material was available but more machinery was necessary. In the case of edible oils, the
raw material was lacking hut the productive capacity was available. Allied expenditure in Egypt
had exceeded expenditure in any otlher Middle East country. During the past year a concrsiion
operation had been undertaken. Government land was being sold, and an Excess Profits Tax'was
introduced in 194o0. Fiscal machinery was, however, new and not yet fully understood by the
public. Excess Profits Tax was estimated to yield some L.3,000oo,0o in the following year.
In the past it had yielded more on account of realization of stocks accumulated before the war at
low prices. The most effective means of reducing the cost of living and minimizing the effect
of inflation would be an increase in imports, but in the meantime there was the possibility
ofpreparingat present to meet the post-war production problems by earmarking funds to buy plant
and machinery. This would immohilize and freeze money ,and at the same time assist in planning
post-war reconstruction.



Air. G. lo~crs (Ethiopia), said that many of the problems of the Middle East were not shared
by Ethiopia. It was, for instance, impossible to tell whether the currency circulation had increased
or not. Italian lira had been taken out of circulation and replaced by East African shillings.

Maria Theresa dollars had been imported and their value in terms of East African shillings
had increased; to some extent this was comparable with sales of gold in other countries. Ethiopia,
having been concerned with setting up the machinery of Government, had not been able to proeced
as far as other countries in considering the problems before the Conference, and the delegation
attended in the hope of learning anything that had been accomplished elsewhere and would assist
them in dealing with their own difficulties.

H.E. Svaid Ali Mumtuz (Iraq), said that inflation in Iraq exceeded inflation in other Middlh
lastern countries. Currency circulation was nearly eight times the pre-war circulation. Iraq wa an.
agricultural country, dependent on imports of manufactured goods and the Goer inment had
Ibund it difficult to supply the necessities of life to the population. The Goernmcrn( "as trying
to solve its difficulties by raising a loan and by selling Gover-nmnt lands, but this would not be
sufficient unless supplies of the necessities of life and agricultural machinery could be increased to
an extent which would deflate the cul-rency circulation. Iraq could increase its agricultural produc-
tion and assist neighbouring territories by the export of surpluses if agricultural machinery could
be imported.

H.E. Habib Bsy Abi Chahla (Lebanon) spoke in French, and his speech was untortunately
not recorded.

Mr. A, W. L. Saogqc (Paleine), said that the consequences of inflation in Palestine were more
serious than in certain other parts of the Middle East owing to a greater dependance on imports,
particularly of foodstuffs, and a higher degree of urbanization and industrial de;elopment. It
was not until 1940/41 that inflationary elements became pronounced but by then basic food control
legislation had been enacted. The Government had striven to increase production and reduce
reliance on imports; loans were made to farmers and the Government had arranged to farm on
its own account areas of the State Domain. As the war approached Palestine, heavy military
expenditure resulted in a move from unemployment to shortage of manpower and from depression
to inflation. All the measures adopted had not been welcomed nor had all the controls been fully
effective, but civilian consumption had been drastically restricted and available supplies had. on
broad lines, been fairly rationed. Taxation had been increased three-fold and direct taxation had
been developed. A savings campaign had been launched as a long term policy as well as an immed-
iate anti-inflation measure. There had been rigorous Government economy in expenditure, and
capital expenditure, both Government and private, was restricted to expenditure essential for the
furtherance of the war effort. Controls introduced included control of production, impbrtation,
distribution, consumption, rents, wages, prices and profits. Palestine was a demand country
relying on imports of foodstufis and if the prices of these imports exceeded the internal price level,
a rise in the cost of living must result. The Government had adopted a policy of subsidization and
from time to time had reduced by this means the prices of cereals, meat, sugar, beans, figs, oilseeds
and cotton yarns. Of a budget of LP. 14 million, LP. 4 million was used to maintain the price of
bread which was so per cent, above pre-war cost compared with an increase of 400 per cent.
in the tost of cereals. The Government was faced with a heavy deficit and one of the purposes
of the Contference-to endeavour to bring Middle East prices to a lower level- was of paramount
importance.



II. Abed Hassan Ebtehaj (Iran), said that at the first session he only wished to refer to one
point-the difference, pointed out by both Lord Moyne and Mr. landis, between inflation as
evidenced in the Middle East and the classical definition of the term. Hle hoped that the Conference
might find some terminology whlich could be applied to the present situation in the Middle East
because he had seen in Iran the harm done by the use of the ord " inflation.'' The psychological
effect was most important.

Sheikh Izzadine B9 Shawa (Saudi Arabia), considered that with complete co-operation and
goodwill many of tle common problems might be solved. Most of the difficulties of Saudi Arabia
lay in price control anl transport. Saudi Arabia had in the past depended on the income derived
fron the Pilgrimage but it was hoped that there would now be a better opportunity for the develop-
ment of the country. Inflation was practically non-existent in Saudi Arabia because the monetary
system was based on a silver coin.

Mr. . WiY. Cummins (Sudan), said that currency in circulation and bank deposits had increased
over three times during the war; there had, however, been a fall in currency circulation between

June and December 1943. The Government haid managed to stabilize the cost of living index in
the main urban areas at about i70 ; in rural areas, most of whilch were normally self supporting
in grain, meat, vegetable and fish supplies, it was probably less. The price of dura, an important
element in the cost of living, had been controlled by the setting up of a Dlura Purchasing Commiss-
ion. The British Government had considerably assisted by stabilizing the military expenditure
of thle Sudan Government at the 939 level and by providing through bulk purchasing an assured
market for all Sudan cotton for the duration of the war and one year after. Cotton receipts formed
an important part of the budgetary revenue. A price Stabilization Reserve had been established;
this was in the nature of a Pool into which was paid the margin between the internal and external
prices of certain important export commodities, the reserve being used to assist in controlling
the price of essentials. Wide publication of convictions and sentences in price control offences
had been a strong deterrent. It had been found that price control without commodity control
was not efifective; a pre-requisite of any successful scheme of regulated supply was Government
contr-ol of railway and mechanical transport movement. Before the war the Government had
instituted reserve funds in the main cotton producing areas to protect cultivators against the
hazards of weather, disease and price; during the war the anti-inflationary effePct of this reserve
had proved of high importance. Other counter-inflationary factors m ere the restriction of outlay
on domnestic administration services to a care and maintenance basis, a steep stepping up of taxation,
the introduction of a compulsory savings element into the tax system anti the vigorous prosecution
of a war savings campaign.

N'aiz Bey Anrtaki (Syria), stated that many of the problems of Syria and the Lebanon were
common. Hie would, however, stress some points peculiar to Syria. On the question of prices,
it was not possible to rely upon statistics. In certain countries many foodstufs and other articles
here purchased in the bhlack market and after making allowances for this, the Syrian price levels
would not appear so high in proportion. Syria had made great strides in taxation, having introduced
income taxes and increased the rates of other taxes so that Syrians were now paying in taxation
nine times as much as in 1936.

There would be substantial increases during the present year. The Government was striving
to improve the equipment of the nation for the post-a4r period. He considered that the



Compuilsory laving Funrd Scheme proposed in the report submitted bIn the Govcrnmen t shihIt
be carefully studied.

H.E. Soumir Pasha Ri/li ( )amtrsjdan said I that tile t-.-otmic policy ol ihis Gver-l ment sas
satisfactory but they shared the conmmon proliemns and hoped to eamr from the Conference what
inmight best be (I t.. overconir th.l.

(olonvi I. Waight (Omtirpied I nnrI xcrlitrri en }, rvxla~led that Civil AOifil, l}Iait h as rcsjc..lpon
il, for the administration of Eritrea, Cyrenalca anld rioiltaiia Fritrea had not ut f..red much
by war damage. The wo rksl ps inistaliled by the Italians and the skilled tecihicianrs hac been
harnessed to the Allied war eflort; tie iolation M;uIich thills aused was to some extent checked
by the arrival of consumer gotl.Is oritered before the application of quotas. Earl in 1943 the
Allied projects dere closet dmn; dtile expeeted dellation was checked by the clpnditeure ol
capital, amassed during the earlier period, ons building dc.h. Ipmen t, but dcllati on as lil w develop
ing. unemployment as increas ing and the income of tie territory t [ailing apidly. I his situation
was be ling met by drastic reduction of imports and stimulation of exports thlrgrh Tii vchl ,pirn
4f industrie. FThis hwcl id elp to narrow the gap between the co i.t trys receipts and paytments h ut
it w ould ineer be conipletely bridged without a substantial grant-in-aid Ironi the British CGvcr,
merit Cyrenaica offtred difkrent problems, having a greater natural wealth than li nt ea. Gra
and sheep were thei main solurces 4f income and it was ht pel that in dce cIuurs s ficiIt n ouldc
he exported to pay b r imports. There had been no serious inflation, troops ot n la iing remainedI
long enough to produce the conditions met elsewhere. F o..l rIlc m run'rt had hcn Imet xi

tations at fixed prices. InI iripolitania a vast Allied bas had be hi hilt and large amlunts (;
put(liasiing powr lad ben c rncated; prices of foodstufis and consume.r gos. had risc n nto li[itasik
heights notwi thstanding cntrols. But the departure of tile tro (ps, a good iar istI I i a rrival
of some consumner goods, coupled with a currency operatioln which sterilized considerabl, luantities
of Italian Liret, had ircesecd thliese conditions. In six mont.hrs prices had fallen by io per cent.

Ihe occupied territories had passed out of the i ar, and were taced with problems uhich would be
(ommon to the Middle East at the end of the war. The experience of the Administratti on enabled
thlem to endorse Sir T. G regory's statement in his paper tA.14 ) that ctonomi c laws worked with
a greatcr degree ofi prelictabili ity in backward countries trhan ill tcutriiS: morle sophisticated
lie w( l Id addi that they worked nmuch laster. B, meet the situation tihe Adminitranitrt was
relaxing or reve -sing the cantrlIs instituted to .hieck inflatiln. IPlans shr.l id be prepared not to
combat conditions lhich would arise at thle end ol: the ,ar or tarlicr, and Iiicih llotd be tile
reverset of those n.. under cns idier-atoion.

Sir lhedo ioe Cregor (i ionmic AIdJvicr to rhe (ocir e minent. o/ India said tiat the problIms oi the
Middlle East and India were similar. In India pre war apparatus and tie same inumbe r l officials
were trying to grapple with a situation which callel for a greatly expanded administration..
Moreover there was an ever increasing population. Ihey had started the war with a very lov
standard of living.and there were no reserves to fall hack upon. The present volume of currency
was capable of sustaining a price level considerably in excess of the existing price level and much
of the additional purchasing power had been sterilized in consequence of the state of public
opinion; the problem was to preserve, maintain and strengthen this state of affairs as otherwise the
[rice le'el might easily get out of control. The key to the anti-inflationary effort lay ill the control
of fiod prices without which no other form of price control was possible. The Government o,
India had reached the stage of teady pric s. After the ;ar a Aerv hleavy incidence of .u.emplr



mient at a tine of high jrices might have to he fced. llat would be a problem witl, no e,,
solution. Common action between the Middle Fast antd the Far last was, anti would continue
Io be, indispensable.

Mr. G. H. S. Pinmsent (British 7ieawu .. I suggested that it .. as Germany "hich pointed the way
to the structure of a war economn, for Germany had heen economically at war since qj93. The
irst policy to adopt was xclange control. in tile United Kingdom Goernmient expenditure
for war purposes had created employment and increased the production fII the country; at the
same time a larger proportion of production was enmplovedl [r oar purposes. Ihe national incom
of countries at xar had increased by at least fifty per tent. but rather m re than that increase vwa
devoted to a r jpUol.Xse.s which were unproductive from the e conomic point III iew. It was
therefore necessary to decrease consumption. Thin was the description of the aIr c.ii nom problie..
in terms of goods. Conx erted into administrative and monetarv tennrs, the sluttion ot the problem
lay in greatly increased taxat Pon in the United Kingdom ait half the y'ar expedlintire as> met to
taxation alone. Faxation, when it became erv high, 111 heavily and inequitably on ec rta i classes.
Fheref re that part of the xxar expenditur e not met by taxatnon ,as c ..vl-,ed hI borrowing, rhil
at least ensred that tie uhands ere obtained fironm sourc where thex (ii( lien Iisp* osend with,
oiuntaril, B) iO inr..ased taxation the population ha been ldeprid ccu If s much spending pI e.

Ibeyond that piint they were invited to lend it to the CGovernment. he speInding Ipoc.r rimaiining
ini their liandIs w uld cause inflatio.n if they were not deprived of the means of spending i. I lhi
ilould he done l, limitation on supplies, couphcld ithx a rationing, and byv tntro[l 1 prices (t all
essential goods. As regards price stabilization, it was not sufficient to i..o k at i he ,st .iIt ing
index; it as a iso necessary to examine what that inlde represented. - on d th, cst I .sse.
ials, there was iuch to be said for a deliberate raising of the cost II othr,. r ..... it irs b taxatiton
the object Oas two-f4ld to increase revenue and toit decrease tonsu.n.... i.n- A rally tlo rough
going poiicy such as lie described would close the inflationary circle. lie hadll said that xchange
control was the first key to a sound war economy: the second key "as control of in'estnlent
In the United Kingdom there "as complete control of capital invetstment and ol investment in
goods. Penalties for holding excessive stocks were severe and private holding .1 large sitcks was

ractically eliminated. This was a vital matter to which the Confrrence night well pay attentio(n.
[ihere were differences between the United Kingdom an] the Middle Fast; the fo[rmer had
experience and a trained administration. The countries represented .ouhd not all feel able t,
close the inflationar circle in the way he had described, ,ut at least the gap could be narrosedI
andI this would slow down, if not check entirely, the further progress of the kind oi inflation which
had existed in the Middle East, and would mitigate the problems which ould have to be fced-
perhaps very soon -after the war, when Allied military cxpenditure ?as reduicdl and , hen the
movement of goods wvould become freer.

Wr. R. I, Mikesif (United States Ireurc . I regretted that the reprsentatie of the Ulnited
States Treasury coming out specially for the Conference had been dela)ed. 'I he Ulnired States
had started somewhat late in establishing controls and the cost of living hadI increased be[ore theN
went into operation. Nevertheless it had remained stable over the past year and had inctreased
b? only about 24 per cent. between 1939 and January 194. He had been interested in the,
remarks ol delegates regarding the stabilization of the tost of living and the use of subsidies.
There had been much opposition in the United States to the use of subsidies, on tle ground that ii
the Gcvernment paid out ionmey to keep down the cost of living, the effect was inflationary rather



I

than deflationary. He did not share that point of view and considered it ssecntial to keep doxn,

prices of essential commodities within the means of wage earners and low paid sialaried workers.

Otherwise wages would have to rise and the importance of keeping down wages could not be over-

stressed, because an increase in wages increased production costs and so had a further effect on

prices. Moreover, price rises as a result of shortages or of high import priccs and not based on

a rise in wage costs would adjust themselves when the cause was removed; buthe if the level of wages

had risen prices would tend in the post-war period to remain at the present level.

M. M. Kri (League of Nations), stated that from its inception the League had had to deal with

inflation, tinder its auspices, a Financial Conference was convened in Brussels in izo and that

Conference had outlined a policy which had been followed with a considerable degree of success

As a result of a recommendation of the Conference inviting members to record to the League

the results of the application of the policies recommended, the League was in a position to publish

the experiences gained by'most countries in the world and had thus gained an unique experience

in dealing with inflation problems. This would be of importance alter the war and, proposals

regarding certain essential considerations in post-war financial policy had already been approved

by League Committees and outlined in a report to the Council of the league. The im.purtancc

of the work of the Leagut was reflected in the papers prepared for the present Co.ference antI
in the resolutions of the Middle East Statistical Conference.

AMr. . M. H. Lloyd (Economic Adviser to the British hniser Reident in the Middie Lost), recalled

that the idea of the Conference had been first mooted in a talk he had had a year belore with M.

Ebtehaj of the Central Bank of Persia, During that year every Middle Last country had shiown that

it was possible to prevent inflation from getting out of hand. He had been nimp.essed with tile

uniformity with which the cause of high prices had been attributed to Allied military expenditure;

there was, however, the interesting qualification that in certain countries, particularly Palestine,

there had been substantial imports of private capital which had contributed to the rise in prices.

Mr. Wood, Palestine Government Statistician, had made estimates of the effrct of the war on the

national income of Palestine. His conclusion was that the armed forces had by their purchases

appropriated about a third of the total amount of goods and services available. At the same time

there had been a substantial increase in production with the result that the standard of living in

real terms had been reduced by about i 8 to 2o per cent. This was also the estimate of the reduc-

tion of the standard of living in the United Kingdom, but it was more difficult for countries like

Palestine, which started at a lower level, to bear. Hie drew attention to the paper (E. ) submitted

by the Standing Committee of the Middle East Statistical Conference, which contained suggestions

for the improvement of financial statistics. This document, he suggested, might be referred to the

Committee on Currency and Banking.

The Hon. J. l. Landis considered, after listening to the speeches of the delegates, that their

were two broad problems. One was in a sense negative in that it involved checking tendencies

inherent in the present picture. The other was more positive-looking ahead to the type of

economic and financial policy which should prevail throughout the Middle East if the dislocations

which peace would bring were to be surmounted with the least trouble. Co-operation was

essential and it must be recognized that each territory could only advance as far as other territories

succeeded in adaancing. The Conference should keep its eye on the fact that the resources these

territories possessed must be distributed among the population with equity.
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iMr. E. M. H. Lloyd (Economic Adviser to the British Minister Resident in the M.ddle East), opening
the session, said that general agreement hadI been reached on the previous day that the main cause
olf high prices was military expenditure. The trouble was too much money and not enough goods,
The Conference was now considering remedies, and in particular, measures to reduce the amount
of money. He suggested that the delegates should regard themselves primarily as technicians
recommending remedies and not as plenipotentiaries deciding what was to be done. The peoples
of the Middle East would expect the Conference to say what the remedies were. however painfiul
and unpopular; it ould then be for the peoples of the Micidle last and their Governments It

decide whether and how far the remedies should be applied. iHe hoped that the Conference
would agree that taxation was the radical remedy for high prices.

Figures o( Allied Military Expenditure made available to delegates showed that over
£4oo millimn had been spent up to the end of 1943- Government expenditure during the same
period had been abut LI£3o million. These two kinds of expenditure both had the same effrct
in increasing prices, and, for purposes of comparison with the lU.K. or U.S.A., should be added
together. Tlhe comparison, which was worked out in detail in Conference Paper Ai, showed that
in Middle Eastern territories much less of this total public expenditure was being olfset by taxation
and loans than was the case in the U.K. and U.S.A. Obviously if large amounts of money were
injected into a country's economy and only a small proportion of this mopped up by taxation
and I.ans, inflation must result.

In democratic countries the extent to which taxation could be increased was limited by
public opinion; hut the Conference wouldt be serving a usefll purpose in indicating where the
radical remedy lay.

To urge an increase in taxation "here budgets were already balanced might appear
paradoxical; it might be suggested that as the Allies were committed to defending the Middle
East in any case, it would pay the Middle Fast to charge the Allied Armies as much as possible for
what the)y needed. But the interests of Egypt as a whole, or Persia as a whole, were abstractions:
One should consider countries, not as units, but as being made up of a number of sections with
diverse interests, which were variously affcrted by high prices.

The fundamental fact was that war made a reduction in the total volume ,t cihiian
consumption inevitable. This had to occur whatercr fiscal or financial policy was prsued
Under inflationary conditions this reduction was automatically brought about by reducing the
purchasing power of those with fixed incomes. Inflation really achieved the same results as
taxation, but distributed the burden in the most inequitable mainner possible. From the point
ofview of social iustice as , ell as ,feconomic stability, it was important that the remedy of taxation



should be used to the maximum as a means of reducing consumption. lie was not suggesting
that Middle East Goverlnments had not attempted to check inflation in this ,vay--mucb had c lear,
been achieved-but still more could be dloneo.

To budget fior a substantial surplus might appear unorthodox to the man ill the street and
even perhaps to some economists; but it was hecominlg more and more widely recognized b,

experts that fisctal policy was one of the best availabhle means of mitigating th e evil effects ol the
trade cycle. R eserves could be built up during boom periodis, and these reserves were thier,
to fhll back on when the slump came. TIis argument applied with special folrce to tihe Middle Fast,
where there was a danger of a very serious post-war slump then militariy expemditurc i the Al1/e
came to an end. This slump could be counteracted to some extent y GoCvernment spending,
hut when prices and profits Cwere falling and unemployment gi-owing it wvould be to,1 hIa t start
trying to raise the necessary funds. The time to raise the Imone was tlhe present, I e1n p-ofit,
wet'r higlh.

To sum up, he suggested that it might he generally agreed firstlv that Allied nilitar
cxpenditu re necessitated restriction of civilian consumnption; secondly, that any attempt it,
Middle East countries to convert this expenditure to their imnmedliate benefit would doi, more harm
than good; ani thirdly, that to allow inflation of prices to bring about the necessary restriction
of consumption ras a most inequitable f irm oF taxation. Inflatioin could ultimately only be
cured by deflaiion, and drastic deflation meant danger of unemployment and social unrest. I1
Middle East Governments could build up reserves of ioreign assets now for use on social
improvements after the "ar, then their peoples would obtain the maximum benefit. Onthe other
uhaed, failuret to tax and butild up reserves would lead to a weakening of their credit position in world
markets, and to a painful period of readjustment involvrig loss of piofits, bankruptcy, unemploy-
ment and social strife. Mr. Lloyd suggested that the Conference, as a gathering of technicians,
should put the issue squarely to Middle Fast Governm ent s and peoples so that they might make
a wise choice.

H.I. Alohamed farghali Pa,ha (egypt) said that taxation had as o.ne. oi its objects the taking
of money fromn the rich for the welfare of the poor. Everyone recognized it as a necessary evil
and should pay up cheerfully. But it was only a means to an end, and increased taxation should
not be agreed to unless it was going to achieve its object. I 1e did not think heavier taxes would
in fact bring down or keep down the cost of living. Higher taxes might induce t-raders merely
to pass the tax on to their customers, thereby .raising the cost of living. Further, the higher the
taxes, the greater the tendency to evasion. Evasion was dishonest and dlisloyal. but .n.frtunateh
it happened, and higher taxes would encourage it.

lor these reasons he favoured an effective policy of price control rather than taxation. I his
would be simpler, since instead of allowing the trader to make a large profit andi then taking part
of that profit in taxes, it would keep profits and prices down by direct methods.

AL. G. E. F. Wood (Polesine) said Palestine must be excepted from Mr. Floycd's generaliza-
tion that public finances in the Middle East had not been subjected to any strain as a result of
war-time conditions. In fact a pre-war surplus of four to file million pounds would be exhausted
by March 194j, and there might even be a small deficit.



Speaking gnerally,) lie armcd against drawinig too close parallels btwecn experience iin

highly dieveloped Western countries and exp,'rin ce ini tlhe Middle East. Middle East countries
all re ief largely on idiirec t taxes fir their revenue. In Palestine they had tried to change this
situation aid had introduced imioiime tax iin 1941. 'lh aIount o llected in 941t42 was £. 197,oo0
but had rlsen to £2 o,ooo 00 in 94344,. To conipair these small ligures ;vith those for a country

such as i tle U.K. "as to igso.re lithe fact thati itn i UK. nconl tax had been a feature of fiscal

policy for nmany years, ,reass in the Middlle lasst it as a cinplectc ly nIw departure. People
could not et accustomed It it all at once. In addition, the admiinistrative machinery had to be

il'rcted befre ainything like i punitire riate tuld lIe atItemptcd. Oteie; ise one got evasion,
and t hthii nlt thIat ]e inidetnce of taxation, thiough equitabl pe on paper, was in fact not so. This
perfi'ution of matclimner took tirn,

In 'Palestin Ie Iher as also a tax or com>npanies. It had started at Io pI r cent,1 ill 194 i, been
taiseid t o 2 per cent. in [9413, aIn ins stoodf at l per ceri. Although 2Ž per cent. mighit not
seenm inuiil, thIle plocess of graduiat io had Icepn stet'p. iFurthli addIitions might ie mcld, either
a, ordinary tax or in the tbrm of conipulsor savinigs, liut it swoul] take time. :or exampnile the
standard I Iho.ok keeping iwould have to lie improved Only whwen thiis had been done and lien
the adroniniistrati'e mathin e was peirficttd cou d oc gli in ttr mnaterial Ii iC tases inl taxation.
Othe.rwise these might defeat their own obiect.

I uirnlg specifically to Palestine taxati . , Mr. Wor.d ,oin ted out that at te ii£ o,ooo a year
Ihvel Palestine income tax rates were quite crmparabie , ih those in the UK.K and U.S.A. Rates
at the lower income lveIs nmight appear lo r, but it was at tllese l vels that it principaJ adninis-
rative diifftities arose. Also it as thos.e ith i intolm,,es Of this el wxho( h, re miost aficted hy

the 14o per cent. increast in the cost of lii iig.

Although it was recogiiizd that the predlumiinance of indirect tax at ion in the naional

rte :nue shoiul fibe dec-cased, the budget still hiad to ha balanced, and reliance st il Ihad to be placed
primarily on indirect tai's. Customs aInd Ixcise rteveiue in 1919/4 o had been 2, I38sooo, while
eSttimate d re't lliu h'o(n, this scuJ-cc in 1944/4 9 "4as £5,7oo,oo0. Imports had ienii muiich reduced
in quantity owing both to wari i.cessitie s and to thile int roduct io of import controls, so that this
large increase in r'enule had to he oltained by progressive i inicaes in duty on the less essential
itens,

lDuty being d vo.rem, tihe general increase i iimport valuc s had also helped. A ifcaor
imitiig revenue from. indirect taes was the danger of their afthcting the cost of liuing. When
import of luxuries had practically been elininatetd, the field for indirect taxation was severely
restrictd, Such luxuries as were available were being iheavili taxed. l obacco duty had yielded
L2 27,ooo00 in 1940 and woul yield Li, so,ooc in 1944/4. Corresponding figures for intoxicating
liquors were £68,ooo and LSooooo. As regards the latter, liquid refreshment taken by soldiers
on leave had made a considerable contribution. But the hfield of indirect taxation was closely
limited by the dangtr of increasing the cost of living, especially as Palestine uas spending
£% 5,00,000 annually (more than total pre-war taxation) in subsidies to keep this down.

Mr. Wood thought it was nisleading to comnpare the prcentage of Government revenue
to Government expenditure plus nmilitary expenditure ii tile various cItmtiris. I he extent of
military expenditure was determined by strategic considerations and bore no necessary relation
to the size and resources of the country, lurtiher, as had been explained, taxation took time to

I,



organize, whereas military expenditure came suddenly and might go equally suddenl . If it ec

possible to offset it by taxation this could not be done all at once. Comparison of tile percentage

paid in taxes per head as also misleading. A better yardstick as prcentavge oi total taxation

to the national income. Even in this respect Palestine's figur, of i per cent. compared badly

with that of the U.K. about lo per cent. But the best standard of comparison was how muthc

the average person had left after his pay was taxed. Relative figures for Palestine andi the LI.K.

in 1942/43 were L45and Ii oo respectively. Further, this did not take into account thle diffrrenee

between the cost of living in the two countries. In comparing taxation in dillfrent countries one

also had to consider the distribution ofincomes. A large numberof peop)e with very large incomr',

though possibly socially undesirable, was undoubtedly an excellent thing from the tax galheirs

point of view. There were few large incomes in Palestine.

All things considered. he thought that the taxation effbort in Palestint "as not quite sisoKd

a appeared onil the surhface.

Ifr. J. 1. Craig (Egpt) pointed out that while heari the , holt of British 'ar expenditure

was being met by taxation and internal borrowing, there still remained a small inllationary gal).

He would be interested to know xhat propo lion of expenditure vithin Great Britain was being

met by taxation and internal borrowing.

There was general agreement that inflation in Egypt was considerable. He had calculated

that his Egyptian official colleagues were, as a result of inflation, indirectly contributing 31 per

cent. of their incomes to the British war effort. A corresponding figure ibr the British officials

working in Egypt was 38 per cent. The latter also contributed a great deal in the foml of providing

free entertainment to the Allied troops.

He agreed with Mr. Wood as to the undesirability of comparing Western and Middle

Eastern financial matters too closely. Everyone agreed that inflation ought to be stopped; but he

doubted whether taxation in Egypt could ever reach the level where people were paying as much in

taxes as they were now contributing through inflation.

Hassan AMouikhar Rasmy B9 (Edypt) welcomed Mr. Lloyd's suggestion that tile Conference

should discuss their subject as individual experts rather than as plenipotentiarics of their respective

Governments. He had encouraged his colleagues of the Egyptian Delegation to put lbrward their

own opinions. Egypthaddone a gooddealintheway oftaxation, but it was important to remember

that taxation was only one among several possible anti-inflationary measures, of which loans were

particularly important. The budgetary situation also had to be borne in mind in considering

taxation. Although some Middle East countries might have difficulty in balancing their budgets,

this was not the case of Egypt, where there had been annual surpluses since 194o. The surplus

had been LE.l,ir8,ooo in 1940/41, LE.6,3 21,ooo in 1941/42 and LF. 9,1 9 2.oo o in 1942/43;

while the estimated surplus on 1943/44 was £E.o,ooooo. The accumulated surplus of LE. 26

million could not be ignored in considering new taxation

iHe strongly supported Mr. Wood's remarks concerning the diflicuties of taxation in

Middle East countries. Egypt had started income tax in 1938/)9, when a 7 per cent. tax on

commercial profits had raised only £E. 4 oo,ooo ; the rate was raised to 2 per cent, alter the

outbreak of war, but difficulties caused by the newness of the tax and lack of experience in collecting

led to disappointing results. HoFwer, the ciehd in 942141 had been ah .ut IF.6 millions a'



compaired with £E.z.6 millions in 1939/4o. Similarly Excess Proiits lax, introduced in i941,

had at first produced little, but its estimated yield in 1943/44 was LTo,ooo,ooo An increase in

tile yield of direct taxation from £E.4 oo,ooo to £E.16 million in five years was creditable,

Factors which limited the scope of taxationwere the tendency of taxpayers to pass taxes on

to their customers beyond a certain point, and the extended opportunities for evasion which arose

when the rate of taxation was increased bebfore the necessary tightening up of the collectingmaclhin

cry had been effected. In this connection evasion had been much facilitated in Egypt because the
military authorities had felt unable to disclose such details of service contracts as would enable

the taxation authorities to collect the tfull amount due. The default of these contractors, most

of whom did not keep books, led to additional burdens being placed on the large and well-organized
tirms. Hle hoped that some way could be found of remedying this inequitable state of affairs, mort

especially since those firms now bearing more than their share of tile burden should be accumulating

reserves for post-war expenditure.

Another tax innovation introduced during the war was thb Additional Fax. This was

simply a tax based on other taxes. It had started at I per cent. in 1940, now stood at 5 per cent.

and was to be raised to to per cent. in the new budget. The expected yield was £E.loooooo.
A proposed Inheritance Tax would also shortly be submitted to Parliament.

In general, taxation in Egypt had been raised very sharply in the last five years, ant it ,ouldl

be unwise to go further until effective steps had been taken to deal with evasion and otherwise

improve the collecting machinery.

M. Manoochehi Nik-Pay (Iran) agreed with Mr. Lloyd that taxation was the strongest means

of fighting inflation. He was circulating to delegates approximate figures of what was being
collected in Iran. Government revenue had increased Soo per cent. in the last filfteen years and

most of this increase had been in the last six years. Expenditure had also increased.

Taxation in Iran came under five heads--indirect taxes, income tax, concessions, customs

and, state monopolies. There were other minor sources of revenue which could not properly

be called taxes. War increases in expenditure had necessitated higher taxation, and a new income
Tax Law had been introduced in November 1943. Ulnder this law the old income tax rates had

been considerably raised, and had been extended to cover income from property, while the taxes

on farm and forest products and the municipal taxes (on goods brought into the towns) had been
abolished. The aims had been firstly to extend taxation to landowners; secondly to relieve

taxes on agricultural products thus reducing their price; and thirdly to bring about a general

increase in revenue by raising income tax. The passage of this Income -ax Bill had been difficult,

mainly owing to the great increase in the rates; for example, the highest rate of tax payable was

now 80 per cent. as against 20 per cent. under the old law. If effrctively administered, this new

tax should serve both to balance future budgets and as a substantial check to inflation. The same

difficulties as had been mentioned by the Egyptian delegates were however present in Iran,

particularly that of collecting taxes from contractors working for the Allied armies, especially

those supplying foodstuffs, etc. Thesameapplied to a lesser extent to the collection of customs
duties. Assistance from the military authorities in this matter had been of great help and he hoped
it would be continued.

Sir Theodore Gregory (Eronomic Adviser to the (ovemnaent of India) said he felt there was some

danger of delegates drifting away from the point. He entirely agreed with Mr. Wood as regards



ilte dilicutiltes lf tol lctintg ta es ii atastern n co Int ries and tihe dsirability of bringing thesl dilt ili
lles home to ciitiCS in the LI.K and tie Uni.ted Stats. India too suftered f'om tax asi o.,. partiou

loHy by army .onetractorn, and fo'm stall dificuhties. But surelV the object oF the Co nfirelnc
ent fc trther than a mere inItchange ol information on, criling these diitculties. [n his vwie the

Conference should have tI.w objectives iin mindi

}irst, there ,as the object of ighting ir dlion, As ai economist he lI that there as
a danger of making to, nuch ol thile arguLIMnt that, e.g. an Et. .ess Proits F.x r-aised theli cost I
living by being merely passed oin to the tonrsunr. I, s hr as this did ot ur, it Ias due t til
time-lag betweei tie im.posititon of the ,ax and its cllcction. I raders wiere only enabled to pass
the tax on to consunmers l)ccatlse al inItijmaol r uitutin e xisted, and unless tie tax helped to alter

ithis situation, it would be of n. use an. .av. If the tax iee coillected poramptl and effctiveti
the excess purchasing power which alonme na e it possible Rr tradesl to extract higher pricts
I..om the public would be mpped up. Wit], Isi objci it "as dcsirabit that taxe, should Ihe
collected at the beginning ol thie financial year rather tban at the end. lie was painally aic o:
the plausibility of thie argument that taxation increased i the tet of liiing and wIas trticrr- e a ]ba
thing, b:cause the G overnment of India had recently been defeatd o.in this ,er% issue. It all
de pended on vhat one taxed. If one taxed primary necessities, oFc o.l. onll wno uli raise the Corst
o liv ing, bnt it was alburd to argue that an extra s ot .. hisk w is as ad badlcatl.h it liade proph
pay more forl thelicir wisky. The whol object was to make then pay .ore, and tI lirebIy complli
them to consu me less, thus di;erting Larley to other more esseial tIuses. I axatiw hadd in td I
he used oi r preventing uni or cssry r ct. ... s aption of a holic range o a .nmn . lities.

Butt there was a second object hich taxation t.. . . adchie, less diretctly connectd Ii lh
illleldiate warneeds. Nhis was the rerganization offisca li oit on a basis Ao greater sciai iusticc.
This Qas a golden opportunity For Middlie last coLntries to put Iheir house in odter. it ¾as
piefectli true that the majority of the poptlatit o f I Middle Fast ter ituries , ere to io h.ea lv taxed,
Fhat was the precise reason whly the machinery of direct taxatioin sihould be enormously
strengthened, since only by this means c Iould the buiden be distributed ahirly. In Inldia, in spite A1
aI firly high level of direct taxation-excess profits tax, incomle tax and super-tax it
knoiwn that vast fitotires Ert boeing built up, in thle absecnce of Estate Duty and in view of the
lacit that the rate of interest in the Fast "as hight r than in tile West. larquaIities in the s )iIl
structure were being accentuate. I Oni iv efficient and powerfuil tax ma"chinetr could ciheck tiis
tendencyI and sich maclinery could be set uip mJIl romf easHi ill in ar than in peac , xxhe" [iihew

might be a deflationary crisis.

In brief, taxationu could securet t'o highly desirable obljects - tlhe contrl ot inflation, and ia
greater cldegree of slcial justice in the filscal system. Ie hoped ibe Delegates vould keelp these t, o
o bjects li rm ly in ieO, and ado x I lie temlptati o n of miere [ cx plaining ir i r oi n d ilficult is.

lit. R. F. Aikesll (Unitcd uttes I re.sr.j ) len lrsed Sir Theodore Cregory 's remarks on taxation.
i, the Uinited States taxation had been ve ry gireatl illncreased since the outbreak of tar. If oai
took into account direrct tax on corporations as well is dirret tax on individuali, taxation .a as fl(lx
colntributin1g 8o per cent. of revenue.

I I HeC objects of taxation ha(d been suggested: control of i dlat it, st}cial 5t I. .. d Ithe
nlitigatiIl o: boorns and siumps. In the last to( years the United States ha i com.e to regard
taxation more aird more, a a means of lBIatening ou the trade cvcie . This meant taxing heavily



in periods if urnual demand and being prepare to send fr n ee Ivhen a , i np thlreatened.i Tlis
"as desirable quite apart from qucstions of social jistice, though, as Mr. Lloyd had pointed out,
the prevention of inflation automatically secured social julti e, since inllation was r'evi, a moist
iljust form ol taxation. But to control inflation efle'tieiy it x as the spender s the Iov er inconie

groups- who shoul i heI tax ed. In order tder ,, t pI thi ausigl ,m in creaie in tilet cost of living,
progressive taxation of individual inmotes shidwuhl he aimed at

it. 4. Kri lekrit e /c f Nations shli tihat hI had r..e.c. s tudicdi the Iludgetls of a large number
f tuntriers front comparati ite point oi viet'. FheP proi.prt onit oI dirlect taxation to total

expeniit 11e varied cosideir ablyv. In Scandinavian countries it xas about 7 per cent,, in Belgium,
I lol Iai , Sw itzerlanl and (Germany it was abou .it a per cet.. and rather .ess in Rumania and
Bulgaria. In France anid talyI, Ih..e iifluatin is consi crabl, I it xxas , InI aibout i per ciient.
]hese comparisons shoulIi be accepted ;ith roserve, hit the dhi] enahic one to sa, tihat the
pIn ortion of dire taxatlrin to total exici ditu re ,das cons idrably ]oxI r i Mi hWl I ,ast territories
than in other fartl of the Lx. r .l

He titought that Lmos i empihasis slhouldi be Il a. I tile anti ill itra objevct of taxation. In
arni im the imp position f nexv taxes and tie im..prc cv men.it i cilectinn machinin ry should 1 be

easier than in peace-time, and ihe hopec that seitulns consideation ahnuld i ie giI en o this n..nis
of absorb ing risii us pu -chasing pI Ir.

}I. A. I. Grd;,er (-anjod eplained that tiie I ransorda,ii igct wxas s .... ha
mlusuali sint. ;hlile aormal revenue and cxpenliture x er about L.oo,ooo .annu..lly. Ih, xhre
now spending l.0o,00oo., thile extra L2,oooo0o0 being milita-V expeindliture. Ph gp iettecen

revenue and expendiur e r as iridgeid 1, a grant in aid ioil (rcat Briain. I locally raised
revenue, they hoped to get 1 per cent. firom indirect taxatilon, t per cent. i dIlirect taxation
and 3 2 per cent, as feIes I, servics 5 lPost Office, etc ). I ndiret taxatioln had been raisedc recentlI
and c.ould not at proserI be .iied ftrtiher, while Fees 1ir st rvics had ali s been raised and In ight
be again increase.. 'Tlie 6, per cent. oF revenue provided by direct taxation x. as mImad, up I iandI
tax (i, per cent.), annual tax (8R per cent.), licenes (4 per cent.). incmnie tax (4 per cent.)
and sunrires (4 per cent.). The land tax was lteied on produe aid it, vicki of coirse depended
on the harvest. Income lax wa. . really a wages tax.

They e]ie at present rstudying the mIans of taxi.ng bisiiness pi- fitis, ' hl ch xx ere as et
intoucheIId. Thie difficulties w ere great, especially that if htainin1g trained staff, hut it xas Ihope I

to introduce a tax in the near futore xhichI wol enable thein to (.o.r the normai expenditmrlt
of the acount rard perhaps to rvide a s mal I111 sum tto reduie the grant-in -ai .

rit 1. /1. N/ ,n, (Irql askeid the Conference to asslim le that dilret taxatin in Iraq as as
high as possible with the existing tax lathitie Tery Tl .im.provement of this machinel v xv an
ohbject which the Iraqi Goer.nment ihad very much in mind, hut it as not easy. Inome lat
assessors were hard to find, and aii a resuh f the Ccnit'-ence might becoii e.. en sarteccr.

lie agreed with Sir fheoci,,re (Gegory, that there was everything to be said for increasing
indirect taxation of semi-luxuries and thereby sucuring substantia b hudget surpluses for use after
the war. ie: would go even Furthei r anrid recommend that, where the market price of an impoirted



commodity could not bc effectively controlled, a part of the difference between landed cost and
local market price should be appropriated by the Government, so as to leave the wholesaler and
retailer only a reasonable margin of profit.

tassan Moukhtar Rasrv Bey (Egypt) said he wished to make some further remarks at this
point. He fully agreed with Mr. Swan's point about the difficult? of getting trained stafl. The
number of revenue officials in Egypt had doubled in the last five years, and further increases were
contemplated but it was not merely a question of engaging staff. They had also to gain experience.

Egypt was endearouring to improve her administrative and legal machinery for collection
of taxes. A military order had been issued in 1942 compelling the declaration of all taxes and
arrears within one month and their payment within two months. This had had a beneficial eflct
in increasing receipts, but had not dealt successfully with the problem of evasion. In order to
enable the latter to be dealt with, a draft law was in preparation which would make the keeping
of accounts by taxpayers obligatory.

Indirect taxation had been increased, particularly on railway rates for non-ssentials and
gasoline. Excess profits tax had also been increased to such an extent that in the current year
some big firms had paid as much as 6o per cent. of their net profits.

Finally, he pointed out that in order that Egypt's budgetary figures should he made full)
comparable with those of other countries, the revenue from railways, telephones and telegraphs
should be left out of account. If this were done the percentage of direct taxation to total ordinary
revenue would be about 40 per cent.

Emir Jami] Chehab (Lebanon) referred the Conference to Papers A6 and i i br details oi
taxation in the lebanon where, as elsewhere, the basic problem was largely one of administration.
Hie agreed with the principles set forth by Sir Theodore Gregory, but he insisted that those principle,
had to be adapted to the special circumstances of each country.

His Government was contemplating measures which would result in the more effective
application of direct taxation and which at the same time would be in conformity with the customs
and habits of his country. Certain reforms had already been started and a law was to be presented
to Parliament for the modernization of the whole system of taxation.

In conclusion the Emir again stressed the importance of adapting principles set forth by
Sir Theodore Gregory to the social background and traditions of the country.

Professor G. Leduc (Syria and the Lebanon) said that a certain confuslion seemed to underlie the
proposals for increased taxation which had been put forward. Introduction of new taxes and the
increase of existing ones had been suggested as the surest and most radical remedy for inflation;
yet the Conference had agreed at its first session that inflation in its strict sense-an increase in the
note issue caused by budgetary deficits which were met by Government borrowing from the issuing
authority-did not exist in the Middle East. When a country had unbalanced budgets and a
depreciating currency, taxation was the classical cure. But generally speaking Middle East budgets
were not only being balanced: there were in most cases considerable surpluses. Why, then,
impose additional taxes the proceeds of which were not required tfor current expenditure ?

There were two possible objects for doing this which must he clearly distinguished.



ilrst, the object could he to take advantage of hvourable conditions, and especially of the
general increase in incomes, to make the fiscal system socially more just. The principl way of
achieving this was by substituting direct ltbr indirect taxation. This policy appeared to him
reasonable at any rate in so far as the merits of income tax were clearly recognized and admitted.

Secondly, increased taxation might have as its deiberate obiject the piling up of budget
surpluses, If this were the principal aim, the best way of achieving it in Middle Fast countries
might "el[ be to increase customs and excise duties on luxury and semi-luxury articles. A policy
aiming at systematically obtaining more revenue than was required for current expenditure might
appear somewhat of a novelty, but it had already been suggested before the war that such a policy
might provide an effective means of avoiding the harmful effects of the trade cycle-by keeping
prosperity within bounds and at the same time building up reserves which could be put into
circulation when a slump threatened. A policy of borrowing during slumps and amortization
during i.ooms might be envisaged with the same object.

Eiffective state intervention in the field of finance could only result in transferring from
individuals to the Government a part of the former's cash holdings. The cash holdings were
expressed in local currency, but on the last analysis they consisted of foreign exchange assets, notably
rsterling. In order that a monetary deflation might result from such a transfer, it must clearly be

assumed that the Government would immobilize the reserves thus obtained, and would neither
spend nor invest thenm within the territory. The best solution would be to place the reserves
abroad in the countries from which the inflow of money originated--in other words, for the State
to do, more effectively, what every individual was already fiee to do of lhis own accord.

Summing up, Professor I educ said that the money inflation in Middle Fast territories was
really due not to budgetary deficits but to very substantial margins on the credit side in their
balance of payments. These substantial toreign balances could not find their natural outlets--
the purchase of imports from abroad-until after the war The cruAx of the problem was what to
do [etween now and then. He suggested, firsly, that the immobilization of surplus funds by
individuals should be encouraged to the full; secondly, that private investment abroad should be
developed; and thirdly, that use should be made of the fiscal machine either to stimulate individual
action or to substitute for it action by the State. The degree to which this last policy should be
carried was a matter for very careful consideration: taxation must be kept within its logical
limits, and sa'ing, whether voluntary or forced, should be allowed to play its part.

Hossan Bey Djebara (Syria) referred the Conference to the paper submitted by his Govern-
ment for details of taxation in Syria. . He would like to emphasize, however, that increases in
taxation and fiscal reforms in Syria since the outbreak of war had resulted in an increase in the total
budget proportionately greater than the increase in the cost of living over the same period.

In normal times the purpose of fiscal policy was to raise the amount of money needed for
the efficient administration of the public services of the country, and to distribute thie charge
among the various sources of tax according to what waas practicable and in conformity with the
social conditions of the country. In present conditions, however, Governments must go beyond
merely balancing their budgets, and take precautions against the situation resulting from restrictions
imposed by war necessity, which had enabled a small minority to realize abnormal profits at the
expense of tie great majority of the population. After the war they must be ready to deal eHfctively
with difficult economic problems, especially unemployment and falling prices.



New taxation should aim now at taking Ivo.. the riih in order Io help the pourer classes,
eith Ier di tl]y by subsidizing the price of esse.t.a. comond .. itns ,r indirec by proiding ,w k.
For the ftutre, taxation wouid make possible thile accumulation of substantial reserves, a part of

hich couMl be used as soon as possible for the purchase of agricultural and indlustria machinery.
FIiis ..o Id make possible an increase in production, a loweting of ,price, and atn cxfl..ias. o
exports. Middle Fast countries instead of being a charge on the Aliiis, coouldI make a useflI
contribution to the task of Feeding Furope after the war. lie, rest of t he rstsecr Co111(l be ui se IO
finance a public works programme after tile war to hfight unemployment until such tinicm as agri
cultural and industriial development made it possible to achieve Full enip .nyIent.

I he Syrian paper also envisaged a measure which was neither taxation nor Ioan. . his was a
compulsory savings, to be levied on profits and returned tl their owners as and ien appropriate.
,epamyment might be made in kind (machine ;y an.i plant,. In this way the Strt cot julId .irflr it,

task of guiding the activities of indLivid ual It r the gonrd beneafit The 'overument's roservs
and a proportion of the private iortuncs of its iti leis,t t bust I.. l, co.i.. nl t rilnueC insiderta bh i
towards the reduction of money in circulation, and the solution of post-war problemis.

lie commenied these suggestions to thile (onfrene e and II, tt rtpicrisntati eso o (i Gat
Britain and the United States. IFI lihe ere promptly adopted, the iture roudI i be iregirded with
morr! confidence.

1Air J. W. Cunlmin, (Sudan) said that taxaiLtil in the Suidaii had been regaidleai as part I theI
general ar-tilt,! system of coetmdi, in addition to its oriniaur) crevieu aspet. Oin ire ie griron ids
it was sound poicy bkr the Gnlerlnmcit to dra. o.n rile greater licolnIs ol taxpaye i S; an.l .
counter inflationary grouLls higher tI xation wva a[sai god po1licy, since h110'ss the greater speninig
po)er in the haIils of the public was absorbed by taxation. o r s1ccl by flluntary oP conljpuIsor
loans for spending at a mole stabl, time, mnth harl dship t sections o I the cm imn. it, mighilt
result.

Increased taxation in the Sudan hadi not on I cverled tlie higher csts of adl.ministiration
(incliuding cost of living allowances) but had enabled the Governmntiri t bliuild up reserves. The
building up of these reserves was regarded as a major ol, ect of policy, since afLer the vwar it ,ould
be necessary to finance schemes of post-war development and in addiition t, eic(t reniewals ol
eqpuipment and make up arrears of maintenanre, This latter task was houndt I, iake large demands
on accumulated reserves, thus lessening tile anliontt a.ailal.e fir pi- u'ii dehel)pme.nt. I]he
reserves should therefiore be as large as possible.

in the Sudan. taxes on nima-Is and crops hasd increaseJd I,y io o' r cent isin e Ihe outhbreak
of war, while business profits tax had rise, fioum Ito per cent. to l3 pPr cent. at the urpper levels of
profit. The yield of the latter tax in 1944 was expected to be double that in 1943. [his tax
included a compulsory savings element which would provide traiers it hinds II r irs and
renewals after the warl. 'he working of this scheme had not given rise to any dilicurtl. Traders
could make additional voluntary deposits. Mr. Cummins hoped that thIle Conik rence wo,,d place
emphasis on the need for compulsory savings.

Another colmpulsory provision fior the ftiture in tlie Sudan was the arr ngemniii t hereby
on the large irrigation schcmes cash issues to cultivators cre, fixed at a level sufficient if' a reason
able wartime standard of living. The margin above this was being hell i, -'eerxe for the benefit
of the various cultivation schemes after the war.



As regards indirect taxation and increases in laila I av eights, he pointed nut that their altiit
ages had to be balanced against possible rrpernss ons on hi cst of liavig am d ulimn.
Any changes made shmo . d therefore he highly selectiv.

lr. o. tI -. S Pinsnt (irri ,, Irtcar)i tIfet thit the problem h i ,re tde Conk;re,,c was
essentially a ir-cal and practital mine hI.. to absorb purcbasing powr now. BKy controlling inflation
now, tie grimn prospel I o inllcntrolleId deflation ate'r oni miglht be ahe iede. It was true that
taxation , as only one of several possible measures, lint lihe ioped th at de egates "ou\ld 4rIConise
the iessential character of the part it had to play.

Mr. Plinent f It that, considering the notorious diliti hies of taxation in Middle Fast
iountri s, a ery cirditable amount had been achiecve in this direction hut greater progress

"as Ioss hibl, andI t he present was mno time lr complacency .

laxat ion as nt inc nsis.tent "'ith stabiliingi tilhe cost of living, pi[ovide d that the ]atticl
phrase was givn its proper meaning-stabilizing the pirices if a imi ted range Il essential goods.
laxation should fo[rm an integral part of suchII a staibil.ation li, since it could pcerfrin tie

complemenLtay f inctions of disco1raging clsulitmtilon o( olle nillE o'f c11illiiiodilies ILIuuries-

and of providinig fLnds i i lr subsiliiing essentials.

In . ..mc usion, Mr. Iinsent drfew autcltion to the advantages of tic e sytem of post ar
fretdits. ihis ~ as mn st nty t axat ion, but a mhbinati n a.f taxation and state hoiro, ing.

i.t. 4/l Amniin )hia Palha ({8P1t) Consideredl tiat taxation wasrot i fact the rldical reneu'.
it anined at turing the synlltorms rather thanil the dias I le t of the tro l as an ill w
(,i ioreign money, and it mus list Ibe c.nclusielyV prned that thie trouble could .. t be tackledi
at its slice, bel tore tie alxrativ conSicira bit i egre' of ti 't idio "as dciid ild to i inbu[ftfiicnt.
Already tax e'asin was consideralile in EIgypt; it was always the slow people whoi paid and tie
sarmn Mho evadedi payvient. It wourld he unfair to increase taxat ion, therefore, until t'as i (n ihad
Ieen dealt with.

lie igreedC that it was ,isc policy to ireeze nmonflc for post-war use, bhutll indiVidivuas COd
do this on their own hbhali if igiv en si table go udane, and i ind ivid ualis wol know better than tihe
G;overnment how to use tliese reervecs when the time ame. The Coc rnment's large scale
pst war reconstructiion schemles were long-term rjroiets, ani it was more i st t0 ,ina t' sICh
projects by means of loans and th bus spread the nur dn or paying thir iftm ... e r murie than orne
generation.

i-i thought ome consideration uight ied gien en to i ai conihution ,, iich the AlliedI
G,,ermen its could make towarls sokling the proiblem. One way in ;shich they could hell
t'otUld ibe in carefully limiting their expenditure to a iilinilmunl Another might be to raise ,ark

of the Ciuds they required locally by the sale ifsecurntits or share!s hehl' aIly Iy Allied hiutts.

Jr,. iltB}d, widiig pll the discussion, saiii that a ilear listhltion n must he iade btweec
two questions whic h had sometimes bh.e. con.i.lsed idring the diisiusslion ftirst, i hether in Ia.
taxation was an e[ffective remedy for inllation, and serrod, ltheiitr adl I . the difficnitie s of
taxation pectliar to the Middle East coulde, be ,led.



Referring to what the last speaker had said, Mr. lloyd pointed out t fia. from a short-sighted
point of view. it might pay certain sections of Middle East countries to extr-act the highest possible
prices from the Allied Armines. Hie hoped that the Allies co uld con. t on thile co-operation ol
Middle East Governments in keeping prices down, both in their own interests andi those of the
Allies. As regards local assets owned by the Allies which Middle East Governments might acqulire,
this was outside the scope of the discussion; hut if the Egyptian Government wished to acquire
capital assets such as improvements in capital equipment, which the Allies might have caused
during the war, there still remained the necessity of obtaining the necess aryv fun s tor thi.

There had been general agreement that taxation was not popular biut the best remndv
was not necessarily the most palatable, and he hoped that the Conference would pass a re..h.iol, i

to the effect that taxation was the mnst obvious radical remedy for the situation.

As Mr. Pinsment had said, the way in which Middle iastern Governments had t cklied tilhe
administrative problems connected with taxation was really impressive. He suggested tat tilhe
Conference might recommend the institution of machinery for mutual advice and assistance on
the technical problems involved. A committee might be set up to consider the question of training
income tax officials, and Universities might he asked to open a course for such training. The
discussion had brought out clearly that efficient collection of existing taxes was just as usetil and
imFportant as imposing new ones. The question of evasion should th.eree,, be resolutely tackled.

Mr. loyd suggested that the actual drafting of resolutions shoulid be ree rred to the
Steering Committee.



LOANS AND SAVINGS

CHAIRMAN :

Mr. C. H. S. Pinsent
VICE-CHAIRMAN :

H.E. Habib Bey Abi Chahl.

AIr. C. J. Thomas (typrus) said that the main problem before his Government had been to
discover a form of loan which wouhl appeal to a public consisting largely ol peasants working
at subsistence level, each of whom had a small hoard of money which it was very difficult to drag
fi-om him. In the belief that the chance of a £~oo prize every three months would be more attractive
than 3, 4 or 6 per cent. interest, it was decided to issue a lottery loan. At first the loan achieved
far less success than had been expected, probably because the peasants feired that the Treasurer
and Loans Officer would get more than their fair share of the prizes. The draw was made publicly
by blind boys in the local football field but, unfortunately, on the first occasion the first prize went
to a cigarette manufacturer who was known to be a friend of the Treasurer. By the time of the
second draw only 38o,ooo out of Ioo,ooo bonds had been sold. Luckily, the first prize in that
draw was won by a poor girl in a remote village and the success of the loan was made certain.
In a very short time a local bank had taken all the unsold bonds. The loan was administered in
a very simple manner. Bonds were sold andl the prize money was paid thro.ugh the banks, although
he thought sales ought also to be made through the co-operative societies. The bonds, whichl
carried i per cent interest, now stood at a premium of over 2o per cent. andi the Government
was contemplating the issue of a second loan bearing no interest but offering prizes every two
instead of every three months and double prizes at Christmas.

Cyprus had a Savings Bond and Savings Certificate scheme similar to the British except
that, to inspire confidence, purchasers of Bonds were immediately given an official document with
a facsimile signature. Every Co-operative Society was trying to sell these Bonds but they had not
been a success. Other schemes were under consideration for raising loans for specific purposes
such as irrigation, housing and anti-malarial work. In all cases the key problem was to find some-
thing with a popular appeal, for experience had shown that the average peasant would not respond
to a simple appeal to help the war effort. In this respect, he would like the opinion of the
Conference on straight lotteries. Insofar as they would mop up purchasing power, particularly
that of small people, he thought that they would be useful.

Sir Theodore Gregory (Economic Adviser to the Governmentr of India) said that Indian experience
of Premium Bond Issues resembled that of Cyprus-they had been far less successful than had
been expected. Indian procedure differed from that in Cyprus because, as the Bonds carried
2 per cent, interest, multi-millionaires had to be prevented from buying whole issues in order
to obtain a tax free investment at 2 per cent. Consequently issues were not sold outright either
to banks or to anyone else. But the fundamental problem in both India and the Middle East was
the unfamiliarity of the whole concept of investment to the cultivator xhose normal method of
saving was the purchase of bullion'or of land. Consequently, hlie thought, in all Middle East and
Far East countries loans suffered from a degree of incalculability which made it impoisible to use
them as the first pillar of anti-inflationary action.



Speaki ga ig ll ndii dual hI infinitel) 1prferited taxes to loans. in the hirst place, loans
placed trie at tile Iner', not .... ) (i ign'orance hut of aInosIt evIx li nd that )leI In India, f,
ea mpe, ;ithdrlviawals of Post Office Savings Deposits had fluwtuate Iiti the , ai' nit, ard IoerI

tile first three years of the war tihre tadl been a net disinvll tment in t unIri s as Islhjetl

to rullouir as those o iIle M1idde andi thit a Falst, it 'was ull;e til (iM l erinln4tis to et f
on Ih.orroing as the main plank their anti inlationary policy). Aseoid difficulty tinerote
Nith lMans 'was that ol their post war maturityv Naturally, the public on the whole preferred

short and mediun tm loansr and there was I risk that ( ...o.e retls wih h hIor .. ed .I
wltuld he faced sidi the problem of try heayr maturities between 1946 anId savI I 6 at tIe ,r\

time when the more? markets were like] to be ove¢r heheid with applitiaons ,itr r:cinstruction

purLposes. fhi-dIvy, loIans raise the great difficultvy f the rate of inmerest. Hitherto the
meant Iof India halI hecn suceessful ii pIunrinig a (leap mone) policy I ...t I isiderab~ he, d,
Ihlidan opini'' ~as opposed' to direet taxation an as diedmantling a gr....r. r iai. I Ol borrowing.
Fhat pressure hlad so far been s.cc.ssi.) fiiy stedrl, 1argel? because the sel intrt iif the i[ank,

and the insurance Io.mpanics, yho, is large holders of Go..ernment stock, stood to lose heavily
h1ln a rise in the rate if r(rest had ]icin nilisted on tie (;olernment side. Nevertheless
ally polic of large scalFe 1ihorrmiing Hg ehi I iaire a r. seIr..iou prol .em for it was difificlt to kno..

lhat rate of intriest iold he[ appi iahh' IIo loans inl teed 1o be take n uIp Iby t i hbroad masses
,i tIlh population in Countries "li.re the rate [ in tere't a, ,,tnrji..slv Inu, I higher thin in tthe
U.S. or the U.K.

lie agreed itPh the delegate tfon C)Lpus that tilLt nornal aj)JaF to palliftismn an interest

in the war did not apply among large secti,Is oF the po i .putit US U.. iC ons unideratini. , Nor LouldI

one alays use the mncthods sugested Fy othIeir c ouintries. A "Battleship Week in i-d ia,
for examinple, would he hamlel i.. Ih thI e air that tiost of tlhe ll i abitan t o cintra I I n..dia had never
.. seen a hattIeh4ipI. Moreover, therie was the qjirsion (osz. ii t tis4 India alone there were
sseen hundred thousand ¥ilages ani a Saving Caimipagii on I x cs. ( r lines ,hllF therefore require
somnething like seven hundred thousand officiala I ,ci tithi his I sepa.at e sa l. In h is opipnion, IhaI
wai clearl)y out oi the questin. a ( ti. Il the Il ci Is i oli that, a lithgh it xi e sselntial

to borrow as much as possib ) al ole possile ithodls, oinly tIIal Iill I(lU gie a firm IIll IuIIdati II
to an anti inflation poli).

Alr. J. W. Cmmins (Sud ). said thal in N(i,,miet 1 940 tle SFan' (iclmlctint hadI insttutedt
a scheme for making deductions at sourt e I rui thie salaries f (;,ev lemmenil olficihals nd{ con1iner( ial

employees for deposit il the ost Ofile Saings Bank, it being .il. erstoo. tI at the am .. unts so

tdeposited otll bhe invested Ih tihe Sudan Governmenit i British Nati .ii. WIar li/nds. Bi? the end
of 1943 there were 4,olb participants in this s hemli. In aitlition, arraigeueint s had been nmade
for two banks in thile Sudan to hold stocks of Bitish National \asings Certilicates For salt o.er the
tounter. In t,4i a Business Prolits Taxayiaing Sin hemie hai been intll;oduced Irhby part of the
Buisiness Proft its Tax Ihad Iern ddpoptted in tiIe Post ()Oftie Sa ingr, Bank i ie lname of the trader

or inpanfy concerned and hieceked there untili onte year after the yvar. Iradesrs ani clnipallecs

tir lomrn such deposits had been maIde were I eritll Ited to liake further vohunl tary dlositils up
to ,;ooo and .io,ooo a year r.spelctiwe ly. i the end of '94i, 1,&so a.cou.tls hald bee'n opened
under this scheme. All classes of the community hadi contpributed. to Warplanes, Red Cross and
.and lother funds, and the geierai restlts of the sasings campaign hd F...ot been unsatisfactory.



I'Post Oltic Saving, had risen frum Li 31,ooo ill n, ig Jo L/oo,ooo and the number of depositors
had increased from 14,8oo to 29,8io. Sales of War Sa;ings Certificates aniounted to igooo0.
(Gill to WarIains, Red (ross. and l tihelr Funds totalled ti70,000.

il Saiings Campaign hlad "In extendecd to tuIt.iattl areas ith lair results. Ihe cultL
saters' reserve lilids relerred tot at a plu ious s,(ssi . I c. is.ta..i. sol of -opera t te saving on a
large scale and, in addition, many thousanids . I cuJtiiita tonrs onm i ti irrgaton schiemes had opened
individual savings acliunts. in one arla tile local authorities had in'stituted a schleme for compulsory
savings. In Kordoh . an imlportant tribe had offbred to pay douhlc taxes on conditkion that the
increase das elposited it, the namesr of the respectie sct of t le tribe.

I ille Sudan, as elsewvhere, saying had run ahead of investment. Bank ldeposits were con-
ideralk s I ollen and in estm it h> tih banks on beihalf of thile puIl ic in British and Government

securities had incrtascd iom stme L i6o,ooo helI re the sar to 42 I ,ooo0 in 943; bhank advances,
however, had fallaen ri'fno n er 4o0,ooo0 to 15oooo . '1The hulk of hank deposits beI .ngedi to
companies to ovhonm investment in British arlm Fgyptian sei iirities Vas open. l' r the rest, religious
sentimern t would probably present thc sucss, of a fi ed interest hearing loan and the Government
didl not think that there "as any scope >lr Lotte rc loans in the Sudan. Money ifor investment in
secondary industries, hiusing schemes and a menities yiieding dividends was likely to be readily
lfrthcoming. Hitlherto there had been little dlome:stic capital fbr such purposes. There was some
invstimecnt in lands and buildings but little sign of land speculationo; the Goornlnernt leasehold
sch Iems dlid not lend themlnselves to speculation. Tle .riou cn triol]s had I .essnled te ifihationar y

danger of large liqui(d i aleshad drli! oight to be o lntinll .. so mlng as there 'as aany need fir sahe-

i 3loo kto ioukhto Rail' 13, (Illp[) said that ini igypit both t ai. o andil bornowinlg had been
used as iremedies br inllat .I and Iuggested that the ra I" loem g as that otl coi.imbining these
remedies il the Idosis . i es t uiel to each partiulro roiunitiy. One result of the loan transactions
describel. in Paper C.3 had been the reation of a mon ey market in [Egypt. That market, how-
ever, was still only small, fr investll-s hadc a strong preference for shuort te im bonds and tended
to hold rather than to teal int them. Another result had been the absorption olf £3o,ooo,oo0
over and albo.r the buiget su rplus of £26, 0oooo ; £ i ,ooooo has beell paid( out abroad and
£i 7,o0o,0oo had been firozen fio repayment of bondhollders at present in Axis-controlled tLeriitories.

I)espite heavy isithlraals on the outbreak of hostilities ia agaaii on the entr v of Italy into
lit war, Pst i, Office Savings Bank deposits Ihad risen from £IE.Sooooo in 1939 to lnore- than

i 0.0ooo 0ooo at present. Not the whole oifthat di ..r.ence, how .ve er, rtpresented an increase in
genuine sa'Jing . Owing to its higher rate of interest at present 2 per cent.--Post Office had
attra ted Ilnds whichI would nor-mally have gone to the commexi i a] banks and whici, were, liable to
he withdra . i. at ally ioment. Consequently the Gove rnm ent was consrisi ,i ng tihe issue . f Savings
Ce rti ficates , ith a iighel irate oA int erest, which wou Ild tie up sav in for a number of yea rs

He was not, at present, in a position to speak of bitu-e loan policy, which would be largely
determined by the Government's five year prost-war plan. Hut he suggested that it would be a
useful complemen t to all Government loan policies if short term investments could he found for
the employment of the accumulated reserves of business firms until such time as these reserves were
needed for post-war purposes.



In Egypt, Premium Bonds had been succe.sfully issued by the Credit Foncier but the Govell-
meiet considered it undesirable to raise public loans by exploiting the gambling spirit of the people.

Sayid Ibrahi, ei Kebir t(Iraq) stated that Iraq had no public debt, and the share in tile Ottoma,
Public Debt, allotted to her as a seceding state of the Ottoman Empire, had long since been paid up
by a direct settlement with the bondholders. The Iraq Government had always refrained from
borrowing and her programme of capital works was financed by local means and particularly by
oil royalties. An attempt was made in 1937 to raise a loan on the London market for the purpose
of extending the railways to Mosul and thence to Syria and Turkey to link up with the trans-
continental lines. A first tranche of one million pounds was floated at the rate of 44 per cent. fri
payment in tienty years but it had since been repaid by giving notice to bondholders.

lrajq's linances were quite flourishing and in recent )cars the Treasury had substantial surplus
revenue oerr expenditue in the budget. here gas. therefore, no need to borrow for financial
purposes. Sir Theodore Gregory had suggested that countries should not rest on their laurels
and be content with the reseres they had accumulated during recent years: they should embark
on a progrsamme of extensive borrowing to create reserves for post-war construction and de elop-
ment , orks. Ira( had in fact two draft laws authorizing the Minister of Finance to issue two loans
Doone million dinars each, the first at 3 per cent. interest for a period of three years and the secondl
at 2 per cent. interest and 2 per cent, prize money for a period of twenty years, all free of income
lax or any other tax, present or future. Thile conditions were abnormally favourable. The inten-
tion was to educate the people of Iraq in more modern methods of investment, i.e., in Government
securities, even though this might involve financial sacrifices. Hence the scheme was educative
r-ather than financial and it was earnestly hoped to avoid some of the troubles experienced in India
where mnillionaircs bad tried to subscribe whole issues for their benefit, defeating thereby the main
obij":t of the loans.

AIr. A. P. 5, C(arke (Paalne) considered that much could be done by skil'ul propaganda
to persuade wcatlhy men to invest in Government funds and to accept a moderate rate of interest.
In particular, he thought that by appealing to civic pride the larger municipalities would he able to
raise loans fromn local sources. TheyI s.hould be encouraged to do so and to invest the procceds in
British ,ecurities until such timne as they culd be used For municipal development, The.re was
a general feeling that contractors had made large profits out of the war and he suggested that, in
order to i-educe the amount of money in circulation, they should be paid partly in cash and partly
in bonds. Another method of making loans attractive might be to give subscribers some priority
in obtaining post-war supplies, for it would he reasonable to reward a man for having made a
sacrifice for the common good at a tihie when sacrifice was called fior. Personally, however, he
hoped that Premium Bond issues would not be encouraged for he considered it a mistake to appeal
to men's speculative instincts in order to obtain public funds.

In Palestine, at least, thile larmers and wage-earners had also benefited horn the war and, in order
to persuade the small man not to dissipate his new wealth in present expenditure, the savings
campaign described in Paper C.7 had been instituted. Although any savings scheme must be
largely educative in its early stages, some measure of success had already been achieved. It was
true that throughout the Middle Fast a large number of notes was being hoarded in the villages.



LBut a timne nmight come hiien those notes would flood into the market and be wasted, and he ug-
gested that all Middle last Governments should emcourage Saings Campaigns for they promised
to have important results.

Eauir Jauil Chehab (Lebanon) pointed out that the Lebanon had no public debt, tor its share
ofthe old Ottoman debt had been settled in 1932, and that certain small municipal loanls guaranteedl
by the State showed very healthy signs. Interest on them had been paid in full and their par value
had been maintained on the Bourse,. Such a tribute to its credit would be ol considerable assistance
to the Government if it should decide to borrow in the future-although any such decision would
be made only after a wcry careful study of the technical details, for internal loans (for the time
being at least external loans seemed to be out of the question) needed careful preparation if pitfalls
were to be avoided. Savings were definitely taking place in the Lebanon, despite certain signs to
the contrary that were more apparent than real, but they would be intensified if they were guided
into channels morte profliable both to the individual and to the economic system as a ihole. It
would be the task of the Government which had just taken office so to guide then,.

lie drew attention to the National Lottery described in the lebalmse Memor.andum. The
sales of tickets had not been as great as had been expected. After the Syrian Government
had agreed to their sale in Syria 40,000 of tile last issue were sold at IL.g each. Even so, in less
than eighteen months total receipts had amounted to almost l .,ooo,ooo or rather more than
IE.0oo,ooo. The Government contemplated using their share of the proceeds for schemes ol
economic and social development.

Air. M. B. Goodman (Nationol Savings Cnson described the organization of the Savings
Movement in the United Kingdom and pointed out that, after having produced an average of
£:2,ooo,ooo a week during the first four and a half years of the war, the movement was now
expected toproducesome 26per cent. ofthe currentyear's recordbudget of nearly £6,ooo,ooo,ooo.
Savings Campaigns were also meeting with success in the Middle East. In Egypt, for example,
the average weekly savings of the British community had risen from £z2,ooo in 1943 to L84 ,oo0
in March 1944. In Palestine sales of Palestinian 3 per cent. Defence Bonds and deposits in the Post
Office Savings Bank were growing at the rate of L£o,ooo a week. Preparations were almost
complete for launching a Savings Campaign in Transjordan. lie appreciated that conditions
'aried from country to country, but he was convinced that in all of them mIuch could be done to
stimulate and organize small savings-and the results of so doing should not be measured in terms
of money alone for, as men acquired a small stake in their country, they became better citizens.

(Note.--Mr. G.oodman, who returned to Igypt from Palestine to attend the Conference.
arrived only on the morning of this session. Accordingly it was arranged Ihat he should addrves
the Conference on Savings at the conclusion of Friday's session and this sp eech was actuall]
delivered at that session.)

Mr. G. l, S. Pinseoc (British Treasury) pointed out that there were two major purposes which
internal.borrowing within the Middle East could serve. The first was that of mopping up surplus
purchasing power. We were now within measurable distance of the time when Allied Military
expemliture in the Middle East would decline and the movement of goods would become free,
LUnless adequate steps were taken in the meantime, there was a grave risk of a serious crisis developing
when that moment came. The second purpose, equally important, and possibly more attractive,



xas that oLT LIhutainmig hinds bfor ]post wat dcelopment. Middlh Ilast countries had atllaIdy acquired
large stel ling balances and, w hen exports Icc an. a a aiahle, ti i oId ..i. t II a Ile to ho trr'w in
the U1.K. to pay fIr tThe capital goods "hi& h the, Itquiird. insteal they (Lild have to raise
itrna] i oans. i/he cteati of a capital aki, howee II, took time ani ca refll ItechnlcalI
dluation. E-gypt, Cypru s and the Sudan had already i made subs tanti pr ogress in catiii

machinerv Ibor internal Ixbrrmlong, buit he though t that her! ,as still a oi t .of n grt.nu..i to hc
broken, especiall v as dillferent outr ties H ol ha'e e , us dillere t te(...hniquies i tihe i.K.
for example, thire aal a p erfectly sound teclnical ireason l or lOt suisg I ttetry Ioans, il r thie
Savings Campaign vas alreadly absorbing ilnlot of the surplus ILoney of tie s imal man. BIlu iii th
Middle East. technical conditions "cre quite dilinrent, and it night be that ill Soni. . .otr.llit s
I ottcry I oa..s .. ..uld prove the bert merei.s i Iria king that new ground.

Mentionl had I eiie made of the loss ol interest ;hIich a Wr h e ehen thie I ... r eed IL Middle
Fast ]oais were ttnporarily rqmested a, he h .oidl like Io point OUT the tc1h l1i 11 a1j> (Is "l
the q1LWsti1o1. I i-t, 1111 loIsses haIrd to be I..borne .. c'¢ry country thai raised Ilng ... lm- lan'
for development purposes for dlhte was irevitmbl a time lag het;\en tbe raising of fms a m[(1 their
traislation into capital assets, a,>l d. ring that ilntera the I m.nec had elth ir t. remai n idle Ir
to be invested at short-tern it a Joh'cr rate of inhlrsL Second, rehatixelx undeicl opedc countrits
could ni exctL, to raL o s mny on quite hli same terms as tile morte highly deel ped countries
oF the west. Morece r, th ie lo, rate of i tn re't in the LI.K. "as la gely the result of a silingent

anti-inflati onary policy. , and anl Il Middle ast (;uyrl, mneot whh u fllowed an cI.all )v rigid pI .ic?
codId Xpct Ia torrspouding Ill i ill ntrest 'ales. Thinird, in coiuntries that had not vet create I
the maiciinery hfir, or ihcA; lped the habit iif, raisinig (iovternment ioans, there i as Ibmund to hi

I perkId ... I loiuiiatio iion i hic rates of interest were bound to be ratber high. I lhe Bit ish
Government sympathized w hen losses ofinterest c*ri iLourred, s tI speak, .ir.on nationali cause
anld might be able to git' s mi slight help to Govrci.nie..nts in tile incubation stage of crcating

miachintry rjl internal born .rm ig. It ulII noet reli've CO iunt 'ics titol ilosses "hicll arose because
they were boirrowing on long term and re inestlng on shir or because thir ir nternl rei di
was inierior to its own. But it vas prepared to disc1uss atrrangements w .ere. b the procoeds of
Middle East loans might be invcsted in British (Goernme nt securities for periods appropriate to
the schmeIIlS of the conultrv concerned alid not to the periods of existing market issues.

lie dlid not shar the th, ew thiat ster ling Ibala ces sh ouli be Ilft in the hanis of indiviiduals
Evon whien glodis were nce .. I ore av ail able it wclti obviouli be im possihl e to satisfy all the world's
neds at once. The producing countries wotld have to give the various requirements, including
their own, some order of priority, and in this tilhe .o-operatiin of tIhe putrchasing countries w uld
Le essential. A flood of imlport liccres fm.i individulaI hol ei- of s.tedrli balan<ers ;ohl; I lead
to chaos.

Ie suggested that 5cheillet Ie pwiit ma credit. uAsc as ithat refittied o ii it Syrian

Ilnmolraiduttn, dcserv d mot careful i .n...iderati .... , andll that the success of the 1x1istiing Savlngs
Campaigns in the Middtie East provided a strong argument trl their extensi.n.
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PRICE LEVELS, PRICE CONTROL AND DISTRIBUTION PROBLEMS

CilAIRIAN :
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Dr. K. A. H. M..tay (Middle Eaon Suppj Centre) spoke to Paper D. li which had been submitted
by M.E.S.C. Although they had to operate a war time economy with peace time administrative
machinery, all Middle East countries had made substantial progress in the control of supplies
and distribution. As a result, a larger proportion of supplies had been made available at reasonable
prices, a stinmulus had been given to inter-territorial trade, and M.ES.C. had been able to assess
Middle Fast requirements far more accurately. The key to anti-inflation lay in fod prices. If
they were not kept down no other control would be possible. He therefbre thought that it was
as important to make the countryside grow grain as to make the towns save money. Another
possible: anti-inflationarv measure was to lix high prices bro less essential goods but to allow the
trader only a reasonable profit, the balance being taken by the Government and placed in a reserv'
or otherwise frozen. There was, however. a danger that such measures would conflict with the
p'resent schemes of equitable distribution, and] he suggested that the c nfidence inspired b,
equitable distribution might in practice proe mor- anti-inflationary than any policy of high prices.

lMr. . A. (. (rickihank (Cprus) said that in his rexperience the kernel of the whole mal ctr
was the central organization itself unless that could be made to work reasonably well it was
almost useless to proceed with controls at all, In Cyprus they had discovered that it could be made
to work by careful planning and in particular by not wasting the time of senior staff on routine tasks.
For example, the entire supply of fruit and vegetables for urban markets was bought, transported
and sold by the Government. The producers had been assured remunerative prices; the cost
to the consumer had been reduced by 2o per cent. in six months; and all this had been done by a
single high-grade officer who had been careful not to put his sclheme in operation until it was ready
in all its details. Soap and shoes were for some time mismanaged by committees representative
of the trades concerned, They were then placed under a local business man, not connected with
either of the trades, and he, atter an intensive period of detailed organization, was now able to
control them at the expense of only part of his time. In certain othler spheres control had been
less successful ; but that was because the principle already mentioned xid not been applied, and
he was convinced that it was possible effectively to control almost all commodietie with little
or no ilncrease in senior stafl

L I'ctive administration, ho "eCr, needed a simple and c,,mprehensive legal basis that
gave ample powers to the c.roller; legal complexities led to a considerable and unnecessary
waste of paper, time and energy. Moreover, experience in Cyprus had shown that control was
most successful when it extended from the first stage of production or manufacture to the final
sale to the consunmer. Home produced goods were potentially fully controllable; but imported
goods could he controlled only from tihe moment of entry and that fact raised the vital problem



of divergent price levels. Owing to the growth of inter-territcrial trade that problem was hecom-
ing important in all Middle East countries in Cyprus it was of major significance lie suggested
that the whole question of divergent price levels should be considered as soon as possihble by some
suitable body in order that concrete proposals might be made for its solution,

r, iL. Af. Sian (lraI agreed with Mr. Cmrickshank that the key problem "as that of creating
an efficient organization. In Iraq effictive control had been considerably delayed because, having
no reservoir of suitable citizens upon which to draw, they had been forced to obtain additional
staff from abroad and that )had not been easy. Other difficulties had arisen from the smuggling
which was facilitated by Iraq's long land frontiers, the attitude of suspicion w hich many people had
towards all Government action, and the initial discouragement of the more co-operative section
of thle population by the premature issue of a spate of rules and regulations which, ow ing to the
lack of administrative machinery, could not he enforced.

A variety of methods had been used fbr controlling imported goods. Sonme had been
rationed; rather more had been sohl to licensed consumes; a Iew had been distributed at
controlled prices through reliable importers. Many articles, howecer, could not be successfull)
passed to the consumer at a moderate fixed price. He was convinced that, in such cases, the best
policy was to keep prices somewhere near their pre-control level and to take ally excessive profit
for the Government, either by taxation, requisition, or the fixing of prices and profits. Surplus
money could thus be witihdra"n from circulation and goods could be prevented from disappearing
into the Black Market.

Industrially, Iraq was a rather primitie country but useful work had been done both in
expanding old industries and in establishing new; the major difficulty had been to obtain machinery,
raw materials and technicians. The most important home-produced commodities, however,
were agricultural products. The Iraq Governmenmt hilly realized the importance of reducing food
prices and had introduced the effective control of barley and wheat at the beginning of the 1941
harvest. The prices then fixed had been criticized as over generous; hut they hadr heen largely
conditioned by the prices ruling in neighbouring territories andti by the absence at that time of
any control over imports. Now that imports were being controlled it might seem that a reduction
in food prices would be simple. But in such a matter Iraq could not act alone; any reduction
would have to be part of the general Middle East policy. Moreover, there as a further difticulty.
The cultivators' most urgent demands were for sugar, tea and clothing Sugar presented no
problem. But the clothing situation was catastrophic and the tea ration amounted to only thirty
grammes per head per month. Until the Government could offer the cultivatolr more of such
goods it would he extremely difficult to force down the p rices of his crops. In the case of tea,
there ,ad been a general reduction of imports to foi)rty per cent. of their pre-war level, but he
thought it unreasonable to apply the same fat rate to prosperous countries and to areas such as the
Middle East where ipre-war consumption had been extemrnelv low. tie suggested that, ii the
British Commonwealth and the United Stares would give up a i*rte quantity of their rations.
perhaps fifty or seventy grammes a month, those of the Middle East could be considerably improved.
Finally, there was the question of housing. Any attempt to control prices was met witi, complaints
from traders etc., about the high rents which they were paying, and he wondered whether the
Allied Governments could not accelerate the surrender of the buildings which they occupied.



ir. J. Carmichael (Suidan) said that it was of fundamental importance constantly to bear in
niidI tie fact that the economy of the Middle Last was fed piredominantly on agriculture arnd

that the majority of cultivators were illiterate and unsophisticated. In consequence, a primnairy
function of Government was the safeguarding oif the cultivator's interest and the improvement
of his social status, and particularly so in w"aitime when he was surrounded by new and variable
conditions and became an easier prey for deceptions. He wanted to emphasize this truism as
insufficient stress had as yet been laid on it during the Conference. In most Countries, and certainly
in the Sudan, the greatly increased purchasing power was not. spread e enly throughout the
community. The cultivator's share was dlisproportionately low and, unless some remedy were
applied, the result would be the establishment of wider gaps between the social strata of the
community. In his opinion, the appropriate remedy lay not in loans and savings but in
increased taxation, particularly on business profits and luxuries, coupled with rigid price control.

HIe suggested that the basic principle of price control was to assure to the cultivator a fair
return for ihis produce, and to the consumer his reasonable war time requirements of essential
commodities at the lowest possible prices. In the Sudan, the price paid to the cultivator had been
fixed slightly above the minimum that would permit bim to buy lis reasonable var-time
requirements. As consumer goods other than bare necessities were alnsiiS non-existent, higher
prices would only have left him with a cash surplus which, as lie haid no natural instinct for saving
cash, waould probably have led either to the burial of grain or to some decline in prodllcti.,n
Producers prices had therefore risen less than the cost of living and had, in fact, bien , nmaintainedl
during the past two years at a level substantially below that prevailing in the second half of 1941.
It had consequently been possible to stabilize the retail price of fiudstufik at some go per cent.
ablove pre-war levels with a minimum of subsidy, public confidence had been maintained and
stapli foods were coming forward freely. It was appreciated, however, that this cenforc d reduction
in the cultivator's standard of living had increased the Government's obligation to improve his
conditions whenever possible either through the subsidiztion of imported goods or tihrough
post-war schemes for social development. Substantial funds fIr that purpose were alrealdy bic oming
available from the various schemes described in Paper D.,,.

The control of producers prices had also been used to stimulate the production {f vital
crops and to discourage the growth of those which were .ess important. Wholesale and retail
prices, the price of goods delivered for export, and the prices of essential imported comm odities
had all been rigidly fixed. Failure to have done so would have almost amounted to a breach
,I faith with the cultivator.

In the Sudan, rigid control had stabililzed Ibod prices at a reasonable level; maintained
public confidence; kept supplies flowing smoothly from producing to consuming areas; enabled
the fighting services to be provisioned cheaply and thereby reduced the inflationary pressure of
militar) expenditure provided funds for war-time subsidization and post-war social and economic
development; resisted the pressure of divergent price levels ii neighbouring territories and
insured that, when restrictions on foreign trade were removed, exports could be offered at
competitive prices withoilt disturbing the country's internal economy. lie appreciated that in
other parts of the Middle East the problem might be more complicated than in the Sudan, but
he suggested that the Conference should seriously consider the framing of a tformula for keeping
producers prices rates at a level ibelow that of the cost of living, the accumulation of funds flr
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I wst-war developments, t n limitation 0 f wholesale andt retail p rofit to tie ion est possi be margins,
the provision of budgetary credits for thie more rigorous nfbrcemeit of pr'nt c ntrol and the
iroisi n of summary powers Ir the prosecution of offnders.

Air. Al. . Flanagan (Paltine) said that Palestine had .not sufhred from la k ot staff although
the large number of controllers was to some extent illusory as some individuals hel more than oren
post. Nor did that country sutffer from any lack of experts ; it had prolabkb more experts per
square yard than any other place in the world, and they all offered their opinions through the
Press. He did not share the view, expressed in many of the papers suhmitted to the Conlkrenlce
that price control "as fiatile unless the commodities concerned were owned by the Government.
He had found that tradesmen were always eager to infirm him when they suspec te.d their negilihlxmuri
of making fortunes ,ut of the war, and he believed that the best polic, nas conto)l as main
pnrices as possible even if complete success could not he assured.

At first, commodity controllers in Palestine had been o1o prccuti-pied i iih questions ol
production and distribution to pay adequate attentiion to the contnl of prices ant I in thile winter
of 1941-42 prices had sinared rapidly Consequently in August '942 the Government had issued
an Anti-Profitecring Order bforbidding the taking of more than a reasonhabl profit on the salte
,if any article w hich was required by the puhlic fir its ordinary needs or which was necessary
Ibr the efficient prosecution of the war. [here had been some difficulty in defining reasonal,
profit -- in pratiike cases had been taken to court only when profits we re antast k and in
dcciding what commodiities "ere corerod yhv the order. hit oiln the whci it had wioked well.

iH.E. Khaled Re* el Ann (Svra) saidi that it as not pntticable to I -all pir anid tat ontl,
should be restricted to basic necessities. Moreoter. it a. ess.cntial i that ihe overnment Iouli
own those commodities and shlould p .ssess sufficient stcks to ensure their equitable distribution
to the whole population. lie did not favour any sudden and drastic reduction in prices for that
would have serious repercussions throughout tlhe national economy. The policy of the Syrian
Government was to reduce prices progressiveI so that. at the end of the nar, they ,ould be at
world levels. To that end, it was prepared to lower producers prices andl to sell its ow, stocks oI
commodities more cheaply. But isolated action would not be enough, and substantial help
from the Allies would be needed. Syria was more concerned with the future thian with the present
and after the war she must be in a position to export. For that, machinery would he necessar.
In particular, agricultural machinery) ouli help to reduce the price of wheat and textile machiner)
Io lower that of cotton yarn. Axhoe all, increased imports would assist to hl-ing chm n prices.

Aninc liikri By (Egypt) said that his staff hadi risen Froni oo belbre tie war to 6oo in F942
andi 8So ill 941. that itwas expected eventually to reach i 2 s, and that al these would he necessari
if the regulations were to he properly enforced,. In Egypt price-iixing legislation had pjr)veod
inadequate by itself, and tea, sugar and edible oil had been ratimned. There was, he thought,
certain danger that partial control would lead to tile pushing up of uncontrolled prices. hit
doubted whether it was sufficient to fix profits by laa and suggested that goods which fetched
inflated prices ought to be taxed and the proceeds used to subysidize essential commodities. ' the

g)yptian cotton industry, for example,. produced some 70 per cent. or 8o per cent . of tle piece
goods which the country needed. But its output did not cojsist exclusively of the more o mync
types of cloth and the better varieties were fetching high prices; he thought that tihos. better
varieties should be taxed in order to subsidize the yarn needed Ror cheaper types.

i(I



I I. said cereal prices were of utmost importance to the poor, for 50 per cent. of their
expenditure was accounted for by bread and flour. Egyptian cereals policy had been outstandinglh
successful. Accurate crop estimates had been made ; the growers had been allowed to retainl
sufficient for their own needs ; and the rest had becr bought, transported and resold to the millers
by the Governrent, In addition £, toooo0 a year had been spent on subsidizing bread. As a
result the prices of wheat and bread had kept steany flr t~o and a half years l Rcently, fhowever,
there had been a rise in prices because yields had fallen owing to the shortage of fertilizers.

lie did not favour the suggestion, made by the delegate from Cy prus, for a pool for ithe
stabilization of p-ices. The main problem, in his opinion, was that of providing Middle East
countiers xith thIe leans for increasing production; Egypt wanted bfrtilirs and textile machiner.

I,. III. 1 f. liff l(Britisb ieeaurv) disagreed with l,. MurraN's argument that, in controlling
prices, gocernment s had to .<boos.e betsceen equitabic distribution and anti-inflation. No such
choice "as, in Iet, necessary, For it as possible to pursue both objecti es simlutaneously. In
the United Kingdom finr example, essential commodities were subsidized and strictly rationed,
while semi-luxury and luxury goods were sold at what the market would bear, thl excess profitbeing taken by the Government. Thus tea, sugar, butter and meat were cheap, but the price of
whisky had trebled and that of beer and cigarettes had .doubled. By such a policy the alternatives
suggested by I)r. Mirray could be reconciled

NProfeor G(. WId, (S nria and tiee Le..lon said that price control "a, extremely difficult to
enflrce, especially it it wel-e linied to orh oe sectiion of the national econoin. In Syria and the
Lebanon it had firs been applied to im.portedl (c. mnodities, for it was much easier to control
goods at the prt oC enItr thIan in tle interior and there as no great diffic tdt in discoytring the
cost of goods iromn oeiseas . But control of the prices oi imports was nFt an anti-inflationar,
measure for it did nothing to absorb surplus purchasing power. Rather, paradoxical though it
might seem, it was legitimate to argue that on c means of cnimbating infltion was to buy abro, I
at high prices and so create a large .. Il)lo, il nlonf .

lie tbought a tribute was det, to the liritish and American GocNCoerniltle for tbeir poliy
of selling for export at the prices ruling in their lomestic markets. Freights and insurance rates
had gone up. but even so British and Anrerican goods were being delivered at prices well below
th.oe of the Middh! East. Such a policy, ioweever, raised the findamental problem of who was to
profit fiom it. in tbe abserce of centarl, all the benclis would obviouslv have gone to the importers
or to oter mniddlemen. The Conmn i ss.iio Superieure du Ravitaillement had tried to pass them on
to the consumer hut it had met , itb great difficulties andt only imperfect succIss. Certain imported
goods had iten subjected to a msien, of controlled distribution, but the isuoit of fixing the prices
to be charged II tihe importer lad been mrelry to transfier prolit from biin to so me othar middle
man. for an, benefit to reach the consumer it would he necessayry to fix the prices of all commodi-
ties made from imported materials. Thus control, even C hen applied to imports, was difficult
to keep within bounds and tended to lead to public intervention over an eer-widenin g field. In
any case such a policy did not cure inflation; to some degree it gave a stimulus to it.

It was een more difficult to limit tile area of contl-ol in lthe case of native protiuts than in the
asc of imlports, for whenecer the price of a commodity as fixed the producers of that commoditx

protested that they were being sacrificed for the benefit of the rest of the nation. Thus, in Syria
and the Lebanon, ce-eal prices had been hircl at w~hat was ge-nrally considered to be a e'v generousI e~~~~~e· gnru



lecel; ibut i}eln a reduction "as ic ently suggestc the tuivUators had demanderid that similar
reductions should be imposed on all othereconomic groups. For that reason he thought that, ill
agricultural countries such as those of the Middle East, it was extrmcniely difficult to operate a
system of control that bore principally or exclusively on toodstufits anl essential agricultural
commodities. Moreover, such a system did nothing to absorbl the money in cir ulation fir it merely
left in the pockets of the consumer what would otherxise have passed to the producer. It
admitted, however, that insofar as local prices were controlled the volume of military expendliture
and the rate of monetary expansion were kept down. One methodl of keeping local pries im
check was to stimulate local production and in Syria and thie Lebanon that was being dont.

lie did not think that price control was useless; but he thought that it was diifictlt to apply
and that it tended to hlead to the regimentation of the whole economic system.

HI.E. Habib Bey Ai Chahla (Lebanon i) said that hitherto in the Lebanon, tile prices olf att
ln .mod iit es kerosene, benzine, cereals--had been controlled, but other prices had been lei

completely free. Imports had been permitted only under licence, but their prices had I.ot been
fixed and importers had made enormous profits as had the few local industrialists. Goods had
passed through the hands of a multitude of middlemen before reaching thie consumer, and there
had been widespread speculation in both foreign and home-iroduced commodities, anl in bolli
mnanufactured goods and raw matetials. At one timne the Co,mmiission Supericure du Ravitaillement
had contemplated a wider control based on a system of just prices, but no one had decided what
just prices were. Special courts had been established to deal with profiteers, but only pedlars and
petty shopkeepers had been proceeded against while tie big merchants anid pr{ducem li had not
been disturbed.

fHe did not, however, wish to dwell upon the past. His object was to cxpress the lears of
his Government for the future. Though it might be true that freedom was the hest system in the
world, yet in practice it could become a source of profit for a few at the expense of the many.
TFhe Lebanese ptice level had risen so high that, despite the consequent strain upon the budget,
tile Government had been forced to provide funds for raising the salaries of its servants, and
private employers would have to do the same. That was a cause for serious apprehension and it
was hoped to introduce a system of controlling prices at their source. At first, it would he
applied to imports for, at present, importation was a privilege granted by the authorities and
ought not to be turned into a source of illicit proilt.

But behind the whole question of prices lay the political anarchy o4 the Middle East, and if
the present situation, in which each country went its own way, was allowed to grow worse the
Conference would have failed to yield the results for which he hoped, fe suggested that the
Middle East countries, by which he meant Egypt, Palestine, Syria, the Lebanon and Iraq, should form
a kind of economic union to pool their resources and to share them according to their needs. When
such a pool had been created and that degree of economic unity had been achieved, reasonable
imports would be obtained and distributed rationally-at present the Middle Fast Supply Centre
often produced excellent excuses rather than supplies. He appreciated that such a scheme raised
certain political difficulties, but it was essential that it should be carried out if the economic
situation was not to get beyond control. Once that economic union had been formed the Middle
East countries would have done their part and would be able to demand that the Middle East
Supply Centre should do its share and provide the machines for which they asked.
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Air. H. D. Gresham (Iran) said that Iran's difficulties were largely the result of its great area
and long frontiers, of the new pattern of demand crtated by military requirements, of the shortage
of administrative personnel, and of thl scarcity of transport. Owing to the last factor theie were
striking regional price diffeirences and a flourishing Black Market in freight rates. The official
transportation rate was 3t to 4 rials per tonl, or about 7½ rials inclusive of the contractor's commis-
sion; thile Black Market rate averaged 20 rials a ton. A year ago there had even been a Black
Market price for railway wagons of some 5,ooo rials per twenty ton wagon, in addition to the
normal transportation charges.

The recent check to the rise in wholesale prices had been due partly to profit-taking by
mfrclhants who had hitherto been withholding commodities from the market and partly to the
elimination of Black Market baksheesh for the rail carriage of goods from the. Persian Gulf to the
North. Hic thought, however, that in the near future the price index would rise still further,
partly because of unfavourable crop prospcts and partly because of the continued scarcity of goods.
The control of prices and distribution had been applied to only a Few commodities and neither
that control nor the prosecution of hoarders had exercised any effective influence on the level ot
prices as a whole. He said a certain degree of caution had to be exercised in using price indices.
The Iranian general wholesale price index for March stood at 66i (1936-7) Iob) but thile food
index stood at 773. The general cost of living index, with the same base period, stood at ,Ss,
but the food index was 14o and the clothing index nearly 1300. Moreover, all the indices were
affected by the inclusion of commodities which were not actually available.

rinally hlie mentioned certain difficulties arising from the adninistration of foreign rade.
Ilhe control of tralde by the U.K.C.C. and the Soviet Commercial Delegation had caused import
prices to rise morl-e rapidly than those of exports. In the past, import permits had been issued by
the Middle East Supply Centre in such a way as to create monopolies; and in some cases
the commodities had never reached Iran at all but had been marketed in neighbouring territories.
Moreover, the control of prices had been made considerably more difficult by the wide publicity
given to the fact that supplies were small and decreasing.

ft. G. H. S, Plnseat (British Treasuy) drew attention to the fact that one of the major
reasons for keeping down the price of necessities was the need for keeping wage levels as stable
as possible. Referring to M. Leduc's tribute to the United Kingdom and the United States for
selling exports to the Middle East at landed cost, he said that he was not sure whether or not that
was really the correct policy, He did not, however, wish to advocate a change at the present
time rather he hoped that the Middle East Governments would, with British and American,
Co-operation, so reduce their internal price levels that the whole problem of import prices would
disappear. [ie thought the moment had come when it was necessary to allow in one's planning
for the time when military expenditure would fall off and goods would move more freely. When
that time arrived Middle East countries would have to adiust their internal conditions to those
of the outside world, and if that adjustment was to be made with ease and without the development
ofa crisis it "as necessa-ry to start reducing prices now. Moreover, he believed that the technical
conditions for a dow nward turn in prices were actually [resent. He suggested that, so long as
imports were brought in at landed cost, it was essential that they should reach thile consumer at a
corresponding price, for the cultivator would thereby receive some compensation for the reduction
in internal prices which he hoped to see. Finally, he suggested that Middle East Governments
should consider thile possibilities of taking stern action against the hoarders of commodities.
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Ilusattl tvukhitar IRosin Be, (l:gpi) doubted ijeteer tilhe sstem suggested by the leader ol
the I chanre Delegation would be easy to cryate and thought it might take some time to produrce
results. Hlie proposed instead that there should be set up a Standing Committee, with represcntsa
tives of the Middle Fast countries and the Middle last Supply Centre upon it. to assess the
'equilrements and potential output of each country, to obtain through the Middle Fast Supply
Centre the necessary machinery, fertilizers, etc., and to distribute the increased output aimong
the different countries according to their respective needs.

Jh. H. Wolfson (Pulaeine) pointed out that in Palestine great efbrtis had been made to conteld
prices at every stage from the importer to the consumer. Necvetheless, there was a danger
that a whole system would be wrecked by financial considerations. P.5,ooo,ooo a car were
being spent on subsidies, four fifths of that sum being used to subsidize cereals. In some casts
the landed cost of cereals amounted to £P.7o a ton, but the price of flour had b[wn kept at LP. 2 3.
a ton. Unless some solution to that problem were found, the Government would be faced wilh
a choice bet;een an increase in prices and bankruptcy. Moreover. the heavy payments made by
Palestine for food imports were an inflationary factor in the economics of other Middle East
countries. He suggested that all countries shduld consider the possibility of using subsidies tw
stabilize wage rates mind to distribute essential commodities at prices within the reach of the poor,
and also the possibility of assisting each other in making such policies effective. The Palestine
(;overnment had always ensured that goods were sold for export at the same restricted prices
as were permitte d in the domestic market, and no producer or exporter was allowed to make
mBore than a very limited profit.

Mr. . .I lAfikeil (United Stotie Ireusury) said that he thought imports ought to be sold to
the Middle East at world prices in order to facilitate the reduction of Middle Fast price levels,
but it was essential that governments should exercis: stricter control over them. lie emphasized
the importance of adjusting Middle East prices to those of the outside world. Most currencies
had been stabilized at their pre-war sterling and dollar rates when world and Middle East prices
had been in equilibrium; but that equilibrium had now disappeared and, unless the correct
policy was followed, it was not likely to exist when the war came to an end. He suggested that
governments had a choice of four lines of action. The first was to do nolthing; in that case
adjustment would be extremely painful, exports would fall, imports would rise, and there would
be unemployment and general dislocation. The second was to institute high tariffs and exchange
control; but that led to retaliation and poverty and was in direct opposition to the policy of the
United Nations. The third was to devalue the currency, but devaluatioi had many repercussions.
The fourth was to begin a progressive deflation now and to reduce wages and costs by reducing
the cost of living. He suggested that the last was the line of action which should be taken.
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RESOLUTIONS
( HARMI I

Sir Fheodore Gregory (Friday)
blie Rt. Hon. Lord Moyne (Saturday)

ViCE CHAIRMEN

H-L. Sheikh Abdullah Suleiman (Friday)*
I.E. Samir Pasha Rifai (Saturday)

The Conference considered drafi resolutions submitted by the Currency and Banking
Committee and the Drafting Sub-Committee and approved by the Steering Committee.

After discussion, the resolutions as recorded in Anncxure I were adopted.

It was also agreed to place on record the opinion that

The Conference is satisfied with the technical working of the existing system of exchange
control in Middle Eastern countries. The Conicrence desires to nmpbasze the aluc
of the close contacts already established beteren thile Governnltnts al Controls
concerned, which it hopes will be continued andi extended to al otb er Middle
Eastern countries which, though not member s J the sterling area, ar de rsios
of participating in the exchange of intormation and xievxs, and in srnioot hing out
any technical difficulties that may arise bet een co .ilr . is In the sterling area and
Middle Eastern countries outside the sterling area.'

It. Habib Bey Abi Chah/a (Lebanon) suggested that the existing controls were unsatisfactory
and that to permit of complete collaboration there should be a u.ifrn sstem te oft exdcange contro l
between all countries represented at the Conference.

Tbe Conference considered that any general re-organization olf the sstenl of excthange
control "as not within its competence.

the RI. Hon. lordi 1one said that the Conference had been able to agree .on measures which
would enable the Middle East to make a united front against the dangers which threatened at
the time and during the immediate post-war period. To follow up tlis work he proposed the
three unpublished Resolutions recorded in Annexure I.

*Sheikh Izzadine ey ShaLoa deputized foir H.E. ihekh Adbullah Su/eiman, ho as indipo.sed.



Annexure I

MIDDLE EAST FINANCIAL CONFERENCE

Resolutions

PREAMBLE
The Middle East Financial Conference, which met in Cairo from April Ž4 th to April 29th,

1944, was attended by Ministers and technical experts representing eleven Middle East Governments
and by representatives of the Government of India, of the British, American and French
Treasuries, of the Occupied Enemy Territories Administration and of the Economic and Financial
Department of the League of Nations. The following Resolutions are submitted for the considera
lion of the Governments concerned.

I. GENERAL
Ti he Conference records its satisfaction with the way in which Middle East currency

and banking systems have stood up to the strain of war-time conditions The most critical
period was in the spring and summer of 942 and during the last twelve imonthis there has been
steadily growing confidence in the stability of Middle East currencies.

2. There has never been an) danger of uncontrolled inflation of the kind whliclh occurred
in certain central European countries after the last war and the Conference wishes to emphasiz
that monetary inflation (in the r-estricted sense of fiat money or fiduciary notes unovered except
by advances to the Government from the Bank of Issue) ias not taken place in the Middle East.

3. All Middle East currencies are fully backed by real values in the form of gold or foreign
exchange assets and there has been no significant flight of capital and no depreciation of exchange
rates. These foreign exchange assets will he used for purchasing goods and capital equipment
as the latter become progressively available. This will enable Middle Fast countries to expand
their economies and raise the standard of living of their peoples,.

+. The Conference notes with satisfaction the statement of the late Chancellor of theExchequer in February 1943, thit the British Treasury intends to pursue a policy aimed at main-
taining the approximate level of prices now ruling in the United Kingdom after the war andthereby stabilizing the purchasing power of sterling. This statement is of special importance to
Middle East countries linked with sterling and also has a direct bearing on the currency of Syriaand the Lebanon, owing to the close connection now established between sterling and the feanr
following the Anglo-French Agreement of February 8th, 944.

The Conference also notes with satisfaction that the United States controls the prices ,Iits exports and prevents them from getting out of line with the general level of domestic prices.It also notes with satisfaction that the price level in the United States has been stabilized, thus
maintaining the purchasing power of the dollar, and that it is the express policy of the Ulnited
States Government to maintain prices at approximately their present level.
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The Conlhrence recommends that all piosibl meiasures such as taxatin,11 hIans and
control of prices (about which separate resolutions follow) and development of production should
now be taken by Middle East Governments to bring the price levels in their respective countriec
into better equilibrium with one another and with external price levels.

6. The chief cause of the price intfation. that has occuI rredI in the Middle last has been tile
increase of various forms of purchasing power in circulation taused by military expenditure , ith
no corresponding increase in the supply oi goods, and the remedy is ;' course to reduce the Ihf..
of money and to increase the supply of goods. The Conference understands that Allied milit.twv
expenditure in the Middle East has passed its peak and when hostilities in Europe are concluded
will he substantially reduced. This will help to bring down prices and will release productive
capacity and labour for increasing production for civilian consumption. Under war conditions
the supply of goods available for civilian consumption has had to be reduced. and this makes it
all the more necessary to neutralize excess purchasing power by appropriate measures and thus
prevent excessive increases in prices.

The Conference aitaches the greatest importance to a large import di hoth consu imer good
and capital goods as soon as conditions of shipping and supply permit.

7. The Conference has taken note of the work if the Standing Committee of the Middlec
Iast Statistical Conference and recommends Governentns of Ihe Middle East to give their
support to the project for establishing a permanent Middle lfast Statistical Bureau.

8. ihe Conference is of the opinion that the range of statistical inlrmation available
to Middle last Governments is insufficient and urges improvemene in the organization and
ollection of economik statistics especially with regard to the lbohloning tour matters : -

(a) Banking statistics require supplementation in the shape of the collection of ligures
relating to the aggregate of all tiebits to ciurrent accounts, I his figure is required in
order that changes in the velocit) of circulatione of bank deposits can Be kept iflli
inder review as an indicator of the volume of the business activity.

b Bank balance sheet summaries in accolance xith the standard I form ecomlendied
by the League of Nations in [934

(cl Improved statistics relating to the balance ol payments position of difihrent ountries.
Information of this kind is necessary if Governments are to he in a position to follow
intelligently the net effect of internal and external transactions on the equilirium of
their currencies.

(d) Statistics relating to the volume and composition of the national income anti output
of each country. It is impossible for Governments to pursue intelligent social and
economic policies in the post-war period withonit much fuller information than the,
at present have at their disposal in this regard.

It is desirable that Governments should take into early 4ccount the ne:essity
For producing statistics relating to the national income so lar as possible on a uniform
basis over the entire Middle Eastern area. The Conference recommends that each
Government should consider the possibilit' of affbrding facilities for study oi these
questions in London and in Washington to appropriate members of their Government
staffs.



q. Thie Conircnc. xelcomns the confidential information placed before it with regard
to tilhe aggregate of past Allied military expenditure in the Middle Fast and considers it desirable
that. subject to military exigencies, periodical inlbrmatio of this kind shouhl he made available
to the respect ive Governments in futul-e.

o. 'he Conifrence x crmes tile discussions no in progress among tire Ulited and{
Asso ciateCd Nations having as their objective the estabiishment of permanient machincry for
internaiional monetary stabilization and co-operation. Tihe Conference shares in the hope that it
,ill becotme possible for foreign credit balances to be nmadle readily transferable into goods from
any souCCe.

II. TAXATION

I I. lie Coni renlce recognizes that taxat ion is one of the niost important means of reducing
th, superabundance ot money and thus checking tile rise i(f prices. It accordingly recommends
that Middle last Gorni meut s shoutk constantly keep under review the possibilities of absorbing
more money by taxation, andi consider the imposition of supplementar? taxes.

I. in particular the Conference recommends (i) that a direct tax on excess pnrfits due
o the van should be introduced where it does not already exist; (ii) that direct taxation should

be increased pIrogessiveiv at the higher levels of income and profits; (iii) that a compuilsory
savings element in the shape of post- ar credits might be intrduced into the tax syvstem; and
(iv) that indirect taxes and railway freights on non-essential commodities should be increased.
Ihe funds obtained by such increased taxation might assist the subsidizing of essential consumer

goods

I 3. One of the chief objects of increased taxation, in addition to aIsorbing excess spending
puter, is to enable Governments to buil up reserves and strengthen their financial resources
(a) for covering accumulated arrears of maintenance and -enewals and (b) for post-war develop-
ment schemes and investmnnt in works of public utility which ,ill increase the welfare, health
and happiness of the pioples ol the Middle East.

i4. [he Conircnce reCotmnlends that each Gor e.mitent .should take energetic measures
to modernize its tax machinery and to improve the system of assessment and collection. Evasion
and delays in paynent of taxes not only udermine confidence in the administration and impose
an unfair burden on those taxpayers who meet their obligations, but neutralize the efforts to combat
price inflation. It should be recognized that speeding up the collection of taxes may be just as
effective as imposing new taxes in reducing surplus purchasing power.

i g. The Conference recognizes that the administration of direct taxes has only recently
been introduced in certain countries of the Middle East and that the lack of trained and experienced
inconm tax officials adds much to the difficulties of administration. It recommends that

Governments should pay special attention to the training of income tax experts and that, in the
field of taxation, arrangements should be made fobr pooling the experience of Middle East countries
and for the provision of training facilities for technical staff.
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16. T'Ihe Conference notes w ith approval that certain Middle East Governments have not
only had balanced budgets throughout the war but have succeeded in building up reserve funds
lor use after the war. It recommends that this policy should he adopted in other Middle East
countries and that the practice of budgeting for a surplus at times when money is abundant and
profits are high should be extended and developed as an important contribution to national
stability and sllund public finance.

III. LOANS AND SAVINGS
* 7. i he Conference congratulates those Governments in thf Middle Alast lh have

for the first time raised internal loans during the war and have thus demonstrated the conlidnce
;which their public now have in the stability and credit of their financial svs terns. It understands
that other Governments in the Middle East are considering the adoption of similar measures and
suggests that these Governments may be encouraged and assisted by the example and crne
of countries whichl have successfuilly raised internal loans.

8. l'lle deeCloinmn nt of a capital market in Middle lastrn countries is bi.o nd Ito tak tinn
but the habit ol saving and investment is being stimulated by the ar and should prove of lastling
benefit to thile economy of Middle East countries Its importance is emphasized by the fact thalt
countries holding large sterling balances cannot expect to borrow further sterling in the U.K.
after the war, and that they will need nmachinery which will enable the Governmennts to iltain
control of such sterling resources as Ihey may need by internal borrowing.

19. Governments are urged to consider carefully the particular type of public loans or
savings which are likely to prove most attractive to their citizens, including municipal loans,.
premium bonds or lottery loans, post office savings and the sale of savings certificates. All these
methods of saving and investment are useful but the particular choice must depend on the
psychology and habits of different types of investor in each country.

zo. The Coiference welcomes the satisfactory progress of the War Savings Campaigns
conducted on varying lines in the different countries. In its view these gratifying results indicate
conclusively that new ground has in fact been broken by the adoption of diverse methods of saving
and that vigorous prosecution of savings campaigns in the Middle Fast holds out encouraging pros
peels,

2J. The Contference wishes to emphasize the need for individual adI collective saving.
Saiing has many social and moral advantages. It sets aside money for the satisfaction of future
needs. It tends to reduce the uncertainties and anxieties of life. It encourages foresight and
independence. In wartime it also helps to restrict ordinary spending to essentials so that maximum
labour and shipping space can be released for war production. The Conference recommends that
the various Governments should examine the possibility of promoting and extending the scope
of their savings campaigns.

2. The Conference notes with special interest the schemes adopted orl prposed in various
countries for compulsory collection of a special tax on incomes or war profits subject to repayment
in W:hole or in part after the war. It recommends each Government to study the possibility of
adopting an appropriate type of post-war tax iepayment scheme as a means of absorbing surplus
purchasing power, encouraging the habit of saving, and providing for reserves to meetthe problems
of post-war adjustments.



IV. PRICE POLICY AND PRICE CONTROL

2 . The Conference considers

fhat the stage at which Allied military expenditure in the Middle East will fall, and the
movement of goods will become freer, must now be regarded as sufficiently near to make it neces-
sary to take account in present planning of this approaching development. and of the downward
adjustment of the price level of Middle East products which will result.

The Conference accordingly recommends that the Governments represented should take
every step in their power, in their various capacities as Governments of buying or selling countries.
to bring about the downward adjustment of prices from now on in a steady and ordcrly manner.
so as to spread out over a sufficient period of time the strain of readjusting the economies of
Middle East countries from war conditions to peace conditions.

24. The Conference notes with the greatest satistction the 'arious measures taken by
Middle East Governments to establish and maintain war-time control of prices, and recomnlnends
that everyeffort should be made to extend such control and render it fully effective.

2 ;. The Conference recognizes the vital importance of establishing close control of supplies
and distribution in order to make any price control policy effective. Such policy should be
dlesigned:

(a) to ensure the equitable distribution oF essential goods at reasonable prices to All
members of the community; and

(b) to bring about a reduction in the general lecl ol prices.

I therefore urges that the Governments concerned should strengthen and, if necessary,
extend their organization for controlling supplies and distribution.

In this connection the Conference draws attention to the Resolutions lormulated by the
Middle East Conference on the Control of Distribution and Rationing held in Cairo in August 194 .

Z6. The Conference recommends that every efibrt should be made to reduce essential
blod prices to the lowest practicable level since this is a fundamental condition to the successful
adoption of other anti-inflation measures. The Conference recommends that the Middle East
grain collection scheme should be continued as a means of discouraging hoarding and ensuring
supplies to towns, and other areas not producing sufficient for their own needs.

In this connection the Resolutions of the recent Damascus Cereals Conference should be
taken into consideration by the countries which participated therein.

27. In order to obviate hardship and inequities of distribution as between the valiotis
sections of the community, the Conference considers that it will be necessary to continue ar-time
controls until such time as sufficient supplies of essenial goods become available.

8. the Conference recommends that in the case of luxuries and of any articles the prices
and distribution of which cannot be effectively controlled, the differential between the cost price
(including reasonable profit) and the open market price should be appropriated by the Government
kbr the public benefit.



CONCLUSION

In conclusion the member of the Confoecnce desire to express their appreciation oi the

initiative taken by the British Minister Resident in the Middle Last in summoning this Confe-ence

and tender their thanks to the Royal Egyptian Government for the facilities and hospitalit? hIicl,

have been extended to them during their visit to Cairo. The meetings have becen both harmonious

and fruitful and have afbrded an op)portunity for a most useful exchange of views and information

bhctween the experts attending the Conifrence.

RESOLUTIONS PASSED BY THE FINANCIAL CONFERENCE
BUT NOT PUBLISHED

[. i o rder to ol low up the reconimmendat o of tie Coniferen ce and to disctrss genera I

issues which may arise from changes in the situation, the COnircnce recon.iendls that i-leads o

DeI)riegations, or their deputies, with one expert might be convened as occasion arises either at thi

instance of the Minister Resident or at the request of one or n more Governments who might have
questions to raise

2. In order to gi e efftect to the recommndations of the Conference in regard to the lee(d

ftr modernizing tax machinery and improving the system of assessment and collection of taxes,

the Conference recommends that any Middle East Government that so desires should nominate

a tax expert to serve as a member of a Middle East panel of tax officials.

I. In order to pro mote kirtior study and the interchange of information with regard to

the best methods of promoting savings and the issue of various forms of loans, the Conference

recommends that Middle East Goernmcnts desiring to do so should nominate experts who would

Iorm a Middle East panel on loans and sa ings.

The secretariat of the Conference is invited to act as a clearing house for the exmhange ol
information on these subjects.
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